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Chris  Larsen  and 
Janina  Pawlowski 
dodged  a  bullet. 
Their  initial  public 
stock  offering  raised 

$50  million  for  mortgage  broker  E-LOAN 

just  before  the  market  savaged  Net 

stocks.  But  they  are  still  at 

the  market's 

mercy.  Here's 

their  story. 
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SILICON  SAGAS 

THE  CHIP  GIANT  IS  AN 
E-COMMERCE  GIANT 

UNTIL  RECENTLY,  CISCO  SYS- 
tems  and  Del]  Computer 
were  the  poster  children  for 
product  sales  on  the  Net. 
Now,  Intel  has  quietly  as- 
sumed that  role.  Over  the 
past  year,  the  chip  giant  has 
become  the  world's  largest  E- 
commerce  company,  logging 
more  than  $1  billion  per 
month  in  Net  sales.  Analysts 
figure  that  half  of  its  rev- 
enues this  year — or  $15  bil- 
lion— will  be  E-bookings.  By 
yearend,  ceo  Craig  Barrett 


predicts,  up  to  three- 
quarters  of  orders  will 
arrive  electronically. 

Those  aren't  incre- 
mental sales,  though: 
Intel  has  merely 
swapped  Web  forms  for 
fax  and  phone-call  or- 
der-entry systems.  Ben- 
efits are  accruing  in- 
stead in  the  expense  column. 
For  instance,  Intel  now  gets 
45,000  fewer  faxes  per  quar- 
ter from  Asian  buyers,  and 
later  this  year,  all  Taiwanese 
orders  will  be  electronic.  Best 
of  all,  the  clerks  who  tran- 
scribed orders  now  concen- 
trate on  customer  relations. 
Intel  hasn't  yet  calculat- 
ed its  savings.  But  the  | 
move  helps  counteract  sag- 
ging processor  prices.  Ana- 
lysts expect  spending  on  sales 
and  administration  to  fall  one 
percentage  point  in  2000 — 
saving  more  than  $250  mil- 
lion. Intel's  next  step:  using 
E-commerce  to  goose  sales 
growth.         Andy  Reinhardt 


, 

TALK  SHOW  U People  float  rumors ...  it  works  its  wayito 
mainstream  press  and  they  try  to  make  me  prove  a  negive 

— George  W.  Bush  in  USA  Today,  when  asked  to  discuss  riqpn 
of  drug  use  in  his  youth 


l-WAY  PATROL 

SHIELD  THOSE 
DIGITAL  DOCUMENTS 

ONCE  you  start  selling 
content  on  the  Web,  you're 
bound  to  lose  control:  Your 
expensive  reports  go 
whizzing  around  the  globe  in 
the  form  of  E-mail  attach- 
ments; graphics  pop  up  on 
others'  Web  pages  without  so 
much  as  a  source  line.  No 
wonder  publishers  hesitate  to 


CAMPAIGN  GIFTS 

BIG  WHEEL  ON  A 
SMOOTH  TRACK 

as  chair  of  the  federal 
Surface  Transportation  Board, 
overseeing  railroad  and  truck- 
ing regulation,  Linda  Morgan 
angered  unions:  Rail  workers 
decried  her  votes  on  issues 
like  the  Conrail  takeover.  De- 
spite their  hue  and  cry,  Mor- 
gan's bid  for  a  second  term 
seems  locked  up. 

How?  For  starters,  the  rail 
industry  likes  her  work.  She's 
also  former  general  counsel  to 
the  Senate  Commerce  Com- 
mittee, which  this  fall  will  con- 
sider the  five-year  reappoint- 
ment. As  such,  she  worked  for 
Senator  Ernest  Hollings  (D- 
S.  C),  the  panel's  influential 
ranking  minority  member. 
Then,  last  fall,  as  her  term  ex- 
pired and  union  pressure 
mounted,  Morgan  and  her 
husband      each     gave      the 


Hollings  campaign  $1,000. 
Morgan  also  gave  the  sena- 
tor's leadership  pac  its  largest 
donation,  $5,000,  on  Oct. 
28.  Days  later,  the  PAC 
gave  Hollings'  campaign 
an  identical  sum. 

Coincidence?  Maybe, 
but  Paul  Hendrie  of 
the  Center  for  Re 
sponsive    Politics 
says  the  move  ef- 
fectively circum- 
vents donor  lim- 
its. Morgan,  asked 
about     the     gifts' 
propriety,   stated 
that  as  a  congres- 
sional staffer  she 
was  barred  from 
giving      to      the 
Hollings  camp  and 
simply    took    her 
first    opportunity. 
And  Hollings?  He 
persuaded  the  Ad- 
ministration       to 
renominate      her. 
Lorraine  Woellert 


put  valuable  material  online. 
But  Xerox  has  an  answer: 
On  Aug.  30,  the  company  will 
introduce  ContentGuard,  soft- 
ware that  uses  Xerox'  new 


Digital  Property  Rig! 
guage  to  embed   cc,jy: 
protections  within  a/ 
of  digital  document,  hi 
shot?  Viewers  can't  1st 
ute  bootleg  copies   |t 
first  asking — and  prenrn 
paying.  Even  publish* 
circulate    free    conttj 
benefit  from  the  so 
ability  to  track  distri 

Already  on  board  it! 
son   Learning  in   Stjhli 
Conn.  Thomson  will  I 
software    to    let    prdfei 
build  their  own  textfcm 

selecting  content  frb 
company's  databajs 
tallying  the  cost  1 1 
dents.  Instead  oflij 

several  books  peri 

students  will  pay  (if 

what  they  need.  1 

think  publishers 

make   everything 
Web  free,"  complains  I\ 
Clowes,  a  Thomson  vicjp 
ident.  "If  that  happenej; 
lishers  would  go  out 
ness."         Janet  Rae-M 


NET  MANIA 

GR00VIN'  TO 
AN  IPO 
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WHEN     THEY     GO     PUBLIC, 

dot.com    IPOs — just    like 
their  mainstream  peers — 
typically  reserve  low-price 
shares  for  manage- 
ment  and    venture 
backers.  Not  MP3. 
Com,  whose  IPO 
was  July  26.  The 
San  Diego  com- 
pany, which  of- 
fers      digitized 
recordings    over 
the    Web,    spread 
the  wealth. 

Beneficiaries    in- 
cluded   the     musi- 
cians who  play  on 
MP3.Com's  Web 


\ 


CLOUGH: 

Hey,  great  shirt 


site  and  the  people  wl 
its  products.  Rough 
million  of  the  12.3 
shares  available  were  ( 
to  18,000  such  artist 
customers.  The  or 
price:  28,  with  a  limit 
shares. 

Good  vibes  resl 
"We've  heard  every! 
from  artists  saying, 
started  a  college  fund  fl 
kid,'  to  T  got  out  of  dl 
reports  MP3.Com 
Michael  Robertson.  \ 
brings  us  to  Peter  Clod 
Baltimore.  He  bougl 
MP3.com  T-shirt,  theij 
surprised  at  his  chan| 
buy  stock  at  its  IPO 
He  bought  500  share; 
$14,000  and  watched 
price  hit  95.  He  then 
400  shares  at  $80  apiej 
gain  $18,050.  As  the  ml 
zapped  Net  stocks,  hej 
the  remaining  shares  i 
bringing  in  a  further  $3 
Not  bad.  "Plus," 
Clough,  "it  was  a  co< 
shirt."  Roy  Furc 
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Static?  User  problems?  Out-of-control  costs?  Not  if  you  go  wireless  with  the 
Sprint  PCS  Clear  Wireless  Workplace:  We  built  the  only  all-digital,  all-PCS 
nationwide  network  from  the  ground  up,  serving  more  than  280  major  metropolitan 
areas.  So  calls  are  crystal  clear  over  one  seamless  network.  Features  like  Voicemail 
and  Text  Messaging  work  the  same  everywhere  on  our  network.  And  we  offer 
predictable  pricing,  plus  software  to  manage  and  forecast  your  wireless  budget 
more  effectively.  So  you  don't  just  lose  wires,  you  gain  an  edge  in  business. 


The  Sprint  PCS  Clear  Wireless  Workplace      1-888-214-1559  or  www.sprintpcs.com/clear 


Sprint 


The  clear  alternative  to  cellular. 


Sprint  PCS 


©1999  Sprint  Spectrum  LP  All  eights  reserved  Sprint.  Sprint  PCS  and  the  diamond  logo  are  registered  trademarks  of  Sprint  Communications  Company  LP.  used  under  license 
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CAMPAIGN  2000 

A  VOTE 

FOR  AMERITECH? 

IF  IMITATION   IS  TRULY  THE 

sincerest  form  of  flattery, 
Ameritech  should  be  ecstat- 
ic. That's  because 
Vice-President  Al 
Gore's  "Gore  2000" 
campaign  logo  bears 
a  striking  resem- 
blance to  the  Midwest  phone 
company's. 

Both  feature  their  names 
in  white  type- 
face, accented 
with  a  red  el- 
lipse on  a  blue 
background.  Gore's  contains 
a  white  star;  Ameritech's 
features  a  red  dot  over  the 
letter  "i."  The  company  says 
it  plans  to  retain  the  logo  af- 
ter its  merger  with  SBC 
Communications. 

The    campaign    confirms 


Gore 


Ameritech 


there  were  discussions  about 
the  similarities,  but  officials 
decided  the  differences  were 
great  enough  to  avoid  legal 
complications. 

Ameritech  seems  unfazed 
that  Gore  imitated  its  logo, 
adopted  in  1992.  Ameritech 
spokesman  Jerrell 
Ross  said  he  was  "not 
aware  of  the  similari- 
ties between  the  two 
logos"  until  business 
week  brought  it  to  his  atten- 
tion. Ross  said  he  did  not 
know  of  any  request  from  the 
Gore  campaign 
for  permission  to 
use  a  similar 
logo. 

In  any  case,  Gore  should 
not  be  expecting  a  contribu- 
tion from  Ameritech  CEO 
Richard  Notebaert.  He  has 
already  donated  $1,000  to 
Democratic  rival  Bill 
Bradley.  Heather  Skiles 

and  Richard  S.  Dunham 


CAREER  TRACKS 


SET  TO  JUICE  UP  THE  WEB 


MARRAM:  D'Opicai 


-fresh 


AS  CEO  OF  TROPICANA,  ELLEN 

Marram  transformed  that 
stagnant  brand  into  a  mar- 
ket leader.  Now,  she  has  an 
even  tougher  task  in  food  and 
beverages  as  chief  exec  of  an 
E-commerce  venture  she 
hopes  will  help  streamline  her 
$11  trillion  industry. 

The  company  is  efdex — 
short  for  electronic  food  and 
beverage  exchange.  The 
Stamford  (Conn.)  outfit  plans 
to  launch  an  online  site  in 


Britain  this  fall  and  in  the 
U.  S.  next  year.  The  idea:  to 
provide  food  companies  with 
comparative  pricing,  supply 
information,  analysis — and  an 
electronic  market. 

What  has  this  got  to  do 
with  the  juice  business?  "She's 
almost  obsessive  about  under- 
standing the  customer,"  says 
Tim  Carron-Brown,  efdex' 
chairman.  At  Tropicana,  rjr 
Nabisco  alum  Marram  keyed 
in  to  health  concerns,  making 
a  marketing  coup  out  of  the 
juice's  fresh,  not  concentrate, 
base.  Not  just  that:  She  took 
Tropicana  global. 

Then  she  became  a  true 
believer  in  the  Web — so  the 
EFDEX  job  felt  right.  "It's  a 
combination  of  E-business 
with  an  industry  I've  been  in 
30  years,"  says  Marram,  50. 
Can  she  sell  its  traditionalist 
constituency  on  high  tech  and 
beat  two  E-competitors?  De- 
pends whether  she  can 
squeeze  rivals  the  way  she 
did  Tropicana.    Steve  Hamm 


■  ■liWiJITWifflEB 


[before  vfeg£9tarW,\ 

aooujAeofrules.     <5ewd,taptoj^ 
fir*.  aJBtyw  hank-  wtat  I  can 


OVER  THERE 

THE  NET:  EUROPEANS 
AREN'T  BUYING 

DESPITE  AN  EXPLOSION  OF  IN- 

ternet  use  in  Europe,  many 
in  the  wired  set  there  are 
loath  to  shop  online.  True,  a 
new  European  Commission 
study  shows  that  an  _^^j 
estimated  50  million 
Europeans  are  on- 
line and  that  the 
number  is  grow- 
ing. But  with  few 
exceptions,  mak- 
ing purchases  isn't 
what  Europeans  like 
to  do  with  their  PCs 

In  Sweden  and  Denmark, 
where  Net  penetration  is  Eu- 
rope's highest — at  20%  of 
households — online  shopping 
is  relatively  rare.  Even  Finns 
and  their  famously  wired  na- 
tion are  blase  about  electron- 
ic commerce.  "They  just  use 


E-mail  and  informatl 
vices,"  says  Mikhail 
an  Internet  researchel 
ternational    Data    CJ 
Copenhagen.  In  fact, 
study  shows  that  Eui 
value  the  Internet  mc 
way    to    work    from  I 
catch  up  on  locJ 
tics,   choose   vi 
destinations,! 
ake  courses. 
Europe's 
real  online  | 
pers?  The 
Although 
ternet  reach 
than  5%  of  Fl 
households,  the 
try      has      had 
decades  of  experience^ 
Minitel,  a  network  ofl 
sands  of  public  comput^ 
minals  that  provide 
variety  of  information 
services.  So,  for  the  F] 
E-commerce  isn't  suchl 
leap.  William  Ech 


THE  BIG  PICTURE 


THE  NEW  BACK-TO-SCHOOL  BOOM 

Nearly  50  million  kids  head  back  to  elementary  and 
high  school  this  year,  comfortably  surpassing  the  babj 
boom  record  of  48.7  million  students  in  1970.  And 
boomers'  children  will  push  the  numbers  even  higher 
for  years  to  come.  50.o 


ABCDtfGH 


ENROLLMENT! 

PUBLIC  AND  PRIVAl 
SCHOOLS.  GRADES  if 


97  '98*  '99* 

▲  MILLIONS     ,us  EDUCATION  DEPT.  PROJECT!! 
DATA:  U.S.  CENSUS  BUREAU  AND  EDUCATION  D B 


FOOTNOTES  Workers  who  stay  with  jobs  they  dislike,  because  of  good  pay:  40%;  by  gender:  men,  43%;  women,  37% 
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DATA:  LUTHERAN  BROTHER!- 


I  have 


I  have  never  settled  for  better, 
when  best  was  within  reach, 
I  have  zero  interest  in  okav. 


I  have 


mistaken  listening 


for  understanding. 
I  have  frustrated  ci 


when  necessary, 


I  have  been  easy  when  faced  with  pi 


I  work  for  .J.  P.  Morgan. 


an. coin    (iiivt>sliiii>iii  liankiiig-eriiwy  u< 


•MRO  „  Smgapow  by  MAS  and  In  Japan  by  FSA  J.P  Morgan  SecurihM  ten  Pie  Lid  rogulaled  by  SFC  Hong  Kong  MAS  o!  Singapore,  and  FSA  . 


nber  FDIC  J.R  Morgan  Inveslmont  Mana 
far  J  P  Morgan  &  Co.  Incorporated  and  Is  subsidiaries 
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Readers  Report 


^ 


FIRED  UP 

OVER  GUN  CONTROL 


I  was  extremely  disappointed  with 
"Say  yes  to  serious  gun  control"  (Edi- 
torials, Aug.  16).  While  "Under  Fire" 
(Cover  Story,  Aug.  16)  was  balanced 
and  informative,  the  editorial  was 
far  off  the  mark.  Unregulated  owner- 
ship of  firearms  in  America  contributes 
far  more  to  our  society  than  it  costs. 
According  to  a  recent  study,  there 
are  134,000  firearm-related  injuries  in 
the  U.  S.  annually,  including  wounds 
inflicted  by  police  officers,  self-inflicted 
wounds,  accidental  shootings,  and 
defective  gun  explosions,  in  addition 
to  criminal  assaults. 

According  to  the  Lott  — ^^^^— 
study,  during  the  same  pe- 
riod, the  legal  use  of 
firearms  by  private  citizens 
prevented  2.5  million 
crimes,  such  as  rape,  rob- 
bery, assault,  and  murder. 
Even  with  the  "fudge  fac- 
tor" of  suicides  and  acci- 
dental shootings  factored 
in,  firearms  in  the  hands  of 
U.  S.  citizens  are  20  times 
more  likely  to  prevent  a  se- 
rious crime  than  they  are  to  cause  even 
minor  injury. 

Yes,  random  violence  is  terrifying. 
But  we  should  not  allow  a  right  that 
has  protected  our  political  process  for 
more  than  two  centuries  to  be  compro- 
mised out  of  panic  over  the  actions  of  an 
insane  few. 


ban  guns  outright.  You  also  ija 
fact  that  only  3%  or  4%  of 
owning  public  will  commit  a  cr  ina 
irresponsible  act  in  their  lifetit  s.  I 

Your  suggestion  that  those  ho 
pose  gun  control  are  extremist  rvi 
ists  and  anarchists  is  insultinj  am 
error.  My  Asian-born  wife  and  i  rq 
lege-educated,  white-collar  profi 
a  fairly  common  profile  for  me 
pro-gun  organizations.  She  has 
every  election  since  becoming  a 
hardly  the  action  of  an  anarchic 

Your  statement  that  police  i  e 
town  support  gun  control  is  wro 
veys  of  rank-and-file  police  assc  a 
show  substantial  opposition  to  j  i 
trol.  Politically  appointed  policelht1 


FIGHT  CONFISCATION! 

"Your  suggestion 
that  those  who  op 
gun  control  are 
extremist  survival 
and  anarchists  is 
insulting  and  in 
error" 


Jim  Gahar 
Mesa,  Ariz. 

Your  comment  about  most  people  not 
needing  handguns  flies  in  the  face  of 
numerous  studies  indicating  that  guns 
(usually  handguns)  are  used  three  to 
five  times  more  often  in  self-defense 
than  they  are  in  the  commission  of 
crimes.  You  ignore  the  fact  that  the 
safest  places  in  this  country  tend  to  be 
those  with  the  least  amount  of  gun  con- 
trol. Vermont  doesn't  even  require  per- 
mits to  carry  concealed  weapons,  yet 
it's  safer  than  places  like  Chicago,  which 


tend  to  be  out  of  step  with  the  (jpc  i 
on  the  beat. 

You  favor  registering  all  gur 
it's  a  truism  that  registration  lejls 
confiscation.  This  century  has 
strated  time  and  time  again  t; 
only   defense   against  'tyranny 
armed  populace. 

David 
Arlingt 


Confiscation  is  the  only  purpiej: 
gun  registration.  Registration  list™ 
been  successful  in  disarming  law-all. 
gun  owners  from  New  York  to  Crpt 

While  no  one  "needs"  to  own  a  It 
gun  or  an  assault  rifle,  it  is  equallit 
that  no  one  "needs"  anything  mord 
bread,  water,  modest  clothing,  ;m 
place  to  live.  However,  in  Americ 
pride  ourselves  on  being  a  free  p    I 
having  the  right  to  purchase  that 
we  choose  to  so  long  as  we  are 
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I RRECTIONS  &  CLARIFICATIONS 

21  ideas  for  the  21st  century,"  (Cover 
;  y,  Aug.  30),  business  week  said  John  C. 
son,  chief  technology  officer  of  Irvine 
sors  Corp.,  predicted  that  a  shoebox-size 
licial  brain  could  be  developed  before 
5.  The  prediction  should  have  been 
0.  Also,  the  company  is  in  Costa  Mesa, 

I  f.,  not  Silicon  Valley. 

!  i  table  in  "Battle  of  the  batteries"  (Science 
i  chnology,  Aug.  9.)  misstated  the  number 
"  ycles  for  Evercel's  nickel-zinc  batteries. 

i  can  be  recharged  500  times,  not  50. 

Brotherly  love,  but  it  will  cost  you," 
?  -ront,  July  19)  incorrectly  credited  data 

II  .mall-business  taxes  in  various  cities. 
1  source  was  Vertex  Inc. 

he  Web  site  for  University  of  Maryland 
?  /ersity  College  was  incorrectly  listed  in 

ing  the  ivory  tower,"  (Social  Issues, 
".  9).  It  should  be  www.umuc.edu. 
|  The  great  net  stock  sell-off"  (News: 

lysis  &  Commentary)  erred  in  reporting 

.lobe. corn's  second-quarter  earnings  re- 
Dl .  The  loss  was  270  per  share,  not  540. 

,  theglobe.com  released  its  results  on 
3,  not  Aug.  2. 
ill 

■.ng.  No  one  "needs"  to  purchase  an 
tisive  sports  car  that  can  run  at 
|'  the  speed  limit,  but  in  this  coun- 
lyou  have  the  economic  freedom 
a  so,  even  in  the  midst  of  highway 
ties. 

Brian  Bissett 
Waterford,  Conn, 
d 

k  ank  you  for  the  lucid  and  com- 

i  g  editorial.  It  is  gratifying  to  see  a 

s  element  of  the  media  speak  up  so 

IF  fully  for  sane  government  action 

toads  issue.  The  undue  influence  of 

un  lobby  on  our  legislators  has  to 

pfectively  confronted  and  overcome 

its  common  sense.  It  is  way  past  time 

■ahinity  and  proper  responsibility  to 

m  over  in  Congress  and  our  state 

aflatures.  Good  for  you,  business 

| 

Richard  D.  Higgins 
Menlo  Park,  Calif. 
tied 

I  read  about  how  the  Tec-9  used 
it  n  lumbine  High  School  found  its  way 
,  he  hands  of  Eric  Harris  and  Dylan 
>ld,  it  brought  back  terrible  mem- 
of  the  1993  law-firm  massacre  here 
n  Francisco.  The  killer  used  two 
3 — weapons  identical  to  the  Tec-9. 
the  citizens  who  still  spout  off 
•  the  constitutional  right  to  bear 
weapons  had  been  at  the  scene  of 
nbine  High  or  101  California 
t,  I  believe  that  they  would  change 
point  of  view  very  quickly. 

Mark  Mackler 
San  Francisco 


MAYTAG'S  LLOYD  WARD: 
"WHAT  A  ROLE  MODEL" 


, 


Your  story,  "The  saga  of  Lloyd  Ward" 
(Cover  Story,  Aug.  9),  should  be  manda- 
tory reading  by  and  discussion  with 
black  youth,  teachers  of  predominately 
minority  students,  black  leaders,  church- 
es serving  minority  communities,  and 
organizations  serving  these  communi- 
ties. The  example  of  Mr.  Ward  should  be 
used  as  a  benchmark  for  their  efforts  to 


provide  guidance  to  both  minority 
and    professionals.     Hi-     statement 

"Knock  Oil  the  door,  pull  on  the  handle, 

and,   if  you   have   to,  dismantle   the 

hinge!"  and  "Just   because  VOU  can/I     <■'■ 

how  to  get  someplace  doesn't  mean  you 

don't  set  the  goal"  should  be  their  guid- 
ing principles  during  the  21st  century. 
I  concur  with  Mr.  Ward's  efforts  sup- 
porting higher  academic  accomplish- 
ments by  black  high  school  students. 
Only  through  such  efforts  as  his  will 
these  students  be  prepared  for  partici- 
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If  your  key  provider  is  a  bit  overspecialized,  chances  are 
you're  ready  to  throw  in  with  those  mavericks  at  Williams. 


Strikes  one,  two  and  three  against  other  providers?  They  aren't 
leaders  in  energy.  They  aren't  innovators  in  communications.  And,  of 
course,  they  can't  cover  all  your  business  bases  better  than  Williams. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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pation  as  entrepreneurs  or  professionals 
in  our  rapidly  expanding  economy. 

Arthur  D.  Rogers 
Alexandria,  Va. 

What  a  role  model  for  the  youth  of 
America.  As  the  7th  child  in  a  family  of 
12  and  with  a  father  who  often  held 
three  jobs  to  feed  and  clothe  us,  I  can 
relate  to  Mr.  Ward.  It  is  rare  to  have  an 
athlete  who  completes  college  wThile  pur- 
suing a  rigorous  engineering  degree. 
Mr.  Ward  is  indeed  a  model  of  what 
can  be  achieved  with  personal  perse- 
verance and  help  from  so  many  others. 
Joseph  J.  Neff 
Indianapolis 

WITH  UNIVERSAL  HEALTH  CARE, 
A  STRONGER  CORPORATE  AMERICA 

In  "hmos:  A  good  idea  that  could  get 
a  lot  better"  (Economic  Viewpoint,  Aug. 
9),  Laura  DAndrea  Tyson  recommends 
health-care  changes  that  are  at  once  ir- 
relevant to  millions  of  Americans  and 
unsatisfactory  to  the  interests  of  Amer- 
ican business.  No  useful  proposal  for 
reforming  health  care — in  a  state  or  na- 
tionally— can  avoid  addressing  the  grow- 
ing numbers  of  the  uninsured  as  well  as 
the  underinsured. 

It's  no  secret  that  business  policies 
are  contributing  to  this  growth.  Al- 
though firm  by  firm,  financial  reasons 
for  shifting  costs  or  cutting  coverage 
may  seem  compelling,  U.  S.  business  as 
a  whole  doesn't  escape  paying  for  the 
health  care  of  the  employees  and  their 
families  impacted  by  those  decisions. 
Consequently,  the  lack  of  a  universal 
health-care  system  handicaps  Corporate 
America  in  the  global  market  chase. 

Dan  Hodges 

Chair 

Health  Care  for  All-California 

Berkeley,  Calif. 

HOW  FEDERAL  FUEL-ECONOMY 
STANDARDS  BACKFIRE 

The  real  story  behind  "Smoke  and 
mirrors  and  mileage"  (News:  Analysis  & 
Commentary,  Aug.  9)  is  how  Washing- 
ton forces  carmakers  to  engage  in  elab- 
orate shell  games  to  comply  with  feder- 
al corporate  average-fuel  economy 
(cafe)  standards.  Supplying  trucks  for 
the  U.  S.  Postal  Service  that  run  on  tax- 
payer-subsidized ethanol  to  earn  cafe 
"credits"  is  only  one  of  the  distortions 
this  misbegotten  law  has  brought  forth. 

Thanks  to  cafe's  arbitrarily  set  fuel- 
efficiency  standard,  auto  makers  waste 
millions  producing  vehicles  that  con- 
sumers  don't   want.    Cars   and   light 


trucks  found  on  the  Environmental  Pro- 
tection Agency's  1998  list  of  the  nation's 
most  fuel-efficient  vehicles  amounted  to 
0.08%  and  0.03%  of  sales,  respectively. 
The  attempt  to  force-feed  Americans 
these  undersized  vehicles  has  failed  pri- 
marily because  buyers  know  they  are 
less  safe  than  their  larger  counterparts. 
Death  is  a  high  price  to  pay  for  auto- 
motive political  correctness. 

cafe  is  a  splendid  example  of  mission 
creep.  Created  to  encourage  energy  ef- 
ficiency and  reduce  America's  depen- 
dence on  foreign  oil,  it  has  accomplished 
neither.  Now  touted  as  a  means  to  com- 
bat global  warming,  cafe  is  in  reality 
the  biggest  threat  to  highway  safety. 
Bonner  R.  Cohen 
Senior  Fellow 
Lexington  Institute 
Arlington,  Va. 

A  COFFEE  AGREEMENT 

GIVES  READERS  A  RUSH 

In  his  review  of  my  book,  Uncommon 
Grounds,  David  Leonhardt  found  the 
stories  and  quirky  characters  sufficient- 
ly interesting  to  paraphrase  at  length 
("The  rise  and  fall  and  rise  of  coffee," 
Books,  Aug.  16).  It  is  a  mystery  to  me, 
then,  wrhy  he  objected  to  my  coverage  of 
the  International  Coffee  Agreement.  Not 
to  write  about  the  ica  would  have  been 
like  writing  a  history  of  oil  without  dis- 
cussing opec.  With  its  "tourist  coffee," 
smugglers,  black  market,  millionaire 
speculators,  and  midnight  meetings,  the 
ica  was  hardly  boring. 

The  U.  S.  joined  the  quota  agreement 
in  1962  because  of  cold  war  fears  that 
Latin  America  and  Africa  would  go 
communist  if  we  allowed  the  price  of 
coffee  to  collapse.  We  sabotaged  the  ICA 
in  1989  when  we  no  longer  cared,  and 
the  price  of  coffee  plummeted  below  the 
cost  of  production  for  the  next  four 
years,  causing  terrible  poverty  in  coffee- 
growing  countries.  Perhaps  Leonhardt 
does  not  find  such  price  gyrations  to  be 
of  interest,  but  the  boom-bust  cycle  is  a 
vital  and  disturbing  part  of  coffee's  tur- 
bulent and  entertaining  history. 

Mark  Pendergrast 
Essex  Junction,  Vt. 

DOCS  WONT  OVERDOSE 

ON  OFF-LABEL  DRUG  USE 

"Take  only  as  directed  (wink)"  (News: 
Analysis  &  Commentary,  Aug.  16)  bare- 
ly mentions  the  reason  for  the  common 
practice  of  off-label  uses  for  drugs. 
Physicians  routinely  prescribe  drugs  for 
uses  not  approved  by  the  Food  &  Drug 
Administration  because  the  agency  is 


t  LI 

lit   m 

I  let 


so  slow  in  approving  new  drugs  .jud  i 
ditional  uses  for  existing  drugs 

Amy  Barrett  expresses  concei 
the  new  freedom  drugmakers 
providing  medical  information  b 
cians  about  off-label  uses  for  ap. 
drugs,  as  though  providing  phjicii 
with  clinical  information  from  jer- 
viewed  journals  was  some  kind  otfia 
practice.  Her  assumption  seem^|) 
that  drug-company  salesmen  wili 
bamboozle  physicians  into  overpri 
ing  their  drugs  for  unapproved  \m 
reality,  73%  of  doctors  in  polls  ccidu 
ed  by  the  Competitive  Enterpr 
stitute  said  the  FDA  should  not  rj 
information  on  off-label  uses 
said  the  fda's  current  practice  o 
ing  such  information  makes  it  | 
to  learn  about  beneficial  new  treaty 

An  estimated  40%  to  50%  of  a  pi 
scriptions  written  are  for  off-labejsi 
The  alternative  is  often  to  lea4i 
tients  with  an  inferior  treatment1! 
treatment  at  all. 

Gregory  <;)n 

Policy  AM 

Competitive  Enterprise  In-ti 
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LIVE  HELP  NOW 

>NET    EFFECT    BRINGS    REAL-TIME    CUSTOMER 
SERVICE   TO   THE    INTERNET 


Imagine  entering  a  computer  superstore 
needing  to  make  an  urgent  purchase.  Shelves 
tower  around  you  like  skyscrapers,  lined  with 
inventory  of  every  kind.  After  a  long  search,  you 
find  a  product  that  might  meet  your  needs,  but 
aren't  sure,  so  you  solicit  a  salesperson's  help. 
He  smiles  politely,  asks  you  to  e-mail  your  ques- 
tion to  him,  and  promises  a  reply  in  two  or 
three  days. 

Absurd?  Of  course  it  is.  No  real-world  store 
would  treat  its  valuable  customers  in  this  way. 
And  yet  this  is  exactly  the  scenario  that  con- 
fronts the  majority  of  Internet  shoppers,  who 
are  rarely  able  to  get  answers  to  their  questions 
when  they  need  them  most. 

"The  irony  is  that  the  primary  benefit 
of  online   shopping — customer 
convenience — is    being    under- 
mined by  a  lack  of  real-time  pur- 
chasing  assistance,"   notes  Julie 
Schoenfield,  president  and  CEO  of 
North  Hollywood,  Calif.,  based  real- 
time online  customer  service  solu- 
tion  provider  Net  Effect  Systems. 
"Despite  the  tremendous  growth  in 
e-commerce  activity,  the  lack  of  real- 
time  customer   service    means   that 
hundreds,  maybe  thousands  of  dollars 
in  potential  sales  is  being  left  in  aban- 
doned shopping  carts,  and  buyers  are  going 
away  dissatisfied  every  day." 
IMPROVING  QUALITY,  REDUCING  COSTS 

Net  Effect  helps  companies  doing  business 
on  the  Internet  to  recapture  these  lost  sales 
through  the  industry's  first  fully  scalable,  real- 
time online  customer  service  solution.  It  allows 
online  shoppers,  in  effect,  to  take  a  company's 
entire  sales  force  with  them  wherever  they 
browse.  By  providing  full  storefront  integration, 
application  hosting,  training,  and  even  live  cus- 
tomer service  agents,  if  needed,  Net  Effect  dra- 
matically increases  the  quality  of  online  cus- 


tomer service  and  reduces  customer  service 
costs  by  as  much  as  75  percent. 

Such  an  offering  couldn't  be  more  timely.  In 
surveys  conducted  earlier  this  year,  Net  Effect 
discovered  that  fully  67  percent  of  online  pur- 
chases were  never  completed — selections 
were  left  literally  sitting  in  electronic  shopping 
carts.  Overall,  only  about  1  in  20  people  who 
visited  e-commerce  sites  even  attempted  to 
make  a  purchase. 

Net  Effects  Schoenfeld  believes  that  the  lack 
of  online  customer  service  is  a  primary  reason 
for  such  low  browser-to-buyer  conversion  rates. 
"Most  of  us  need  guidance  and  comparative 
information  from  a  knowledgeable  sales 
person  before  making  many  purchas- 
es," she  says.  "We  especially  need  this 
assistance  in  the  virtual  and  often  unfa- 
miliar world  of  the  Internet." 
SHOPPERS  DON'T  RECEIVE  HELP 
Unfortunately,  most  online  shop- 
pers don't  receive  this  kind  of  help. 
Only  three  percent  of  major  e-com- 
merce sites  offer  a  live  "help"  but- 
ton— the  equivalent  of  a  roaming 
salesperson  in  a  physical  store — 
and,  of  these,  only  one  in  five  has 
a  live  agent  ready  to  help. 
Assistance  delivered  via  e-mail,  the  most 
common  form  of  online  customer  service,  isn't 
much  better.  In  a  survey  of  125  top  online  sites 
this  past  Spring,  Jupiter  Communications,  a 
New  York  based  research  firm,  found  that  more 
than  50  percent  of  sites  never  responded  to  e- 
mailed  customer  service  inquiries,  took  more 
than  five  days  to  reply,  or  offered  no  e-mail 
address  on  their  site. 

Even  when  assistance  is  provided,  shoppers 
often  remain  frustrated.  In  many  organiza- 
tions, customer  service  wait  times  have 
become  interminable.  If  a  question  is  not 
answered  on  the  first  call,  an  average  of  four 

(Continued) 
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"Best  New  Product" 


Cutting -edge  performance.  Lightning-fast 
Intel®  Pentium®  II  processors  400MHz,  with 
256KB  integrated  Level  2  cache,  give  Toshiba's 
newest  Tecra*  8000  notebook  world-class 
performance.  Plus  you  get  massive  hard  drives 
up  to  14  billion  bytes,  and  brilliantly  colorful 
14.1"  dia.  TFT  active-matrix  displays. 


One  motherboard.  One  image.  Count  cj 
platform  and  system  image  with  a 
motherboard,  chipset,  memory  s 
system  BIOS,  graphics  and  au 
9  controllers.  So  when  you  qualify  o 
Y2K-compliant  Tecra  8000,  you've  qua 
all — saving  valuable  time  and  money. 


©1999  Toshiba  America  Information  Systems,  Inc.  All  rights  reserved.  Tecra  is  a  registered  trademark  of  Toshiba  Corporation   Intel  Inside  logo  and  Pentium  are  registered  trademarks  of  Intel  Corpj 
All  other  products  and  names  mentioned  are  the  property  of  their  respective  companies  All  specifications  and  availability  are  subject  to  change.  'Download  speeds  are  limited  to  53kbps.  Upload  H ! 

less  (in  the  30kbps  range)  and  may  vary  depending  on  line  conditions 


pentium  || 


I 


The  ultimate  strategy 
for  power  and  performance. 


12,600  possible  configurations.  A  single 
image  encompasses  a  diverse  range  of  user 
requirements.  Including  optional  DVD-ROM  or 
CD-ROM,  a  V.90/K56flex  modem*,  various 
processors  and  a  range  of  memory,  hard  disk 
drive  and  display  choices.  Never  has  one 
platform  done  so  much  for  so  many,  so  easily 


Lower  total  cost  of  ownership.  Protect  the 
performance  of  your  investment  with  a  stable 
architecture  and  docking  station  compatibility  that 
helps  reduce  your  total  cost  of  ownership. 
Choosing  Tecra  is  an  unbeatable  strategy. 
And  your  next  move  is  as  simple  as  calling 
1-800-TOSHIBA  or  clicking  on  www.toshiba.com 
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more  calls  are  typically  required  to  resolve  it. 
And  because  most  customer  service  agents 
inadequately  document  support  calls,  the  cus- 
tomer is  usually  required  to  repeat  the  entire 
conversation  when  a  new  agent  or  supervisor 
is  brought  in. 
GET  LIVE  HELP  NOW 

Net  Effect's  solution  to  the  shortcomings  in 
online  customer  service  is  intended  to  achieve 
rapid,  first-call  resolution  to  customer  inquiries 
by  combining  the  best  features  of  e-mail  and 
phone-based  customer  service  into  a  single, 
24x7  real-time  support  system. 

The  heart  of  the  Net  Effect  service  is  an 
unobtrusive  "Live  Help  Now"  button  that  can 
be  easily  inserted  into  a  client's  Web  site.  When 
a  user  clicks  on  the  button,  a  sim 
pie,  text-based  screen 
pops  up,  allowing  the  cus- 
tomer to  immediately  con- 
verse— in  real-time,  chat- 
like fashion — with  a  live 
customer  service  agent. 

Behind  this  simplicity,  how- 
ever, lies  a  sophisticated 
knowledge  capture  system 
that  automatically  transcribes 
each  customer  interaction  and 
can  be  seamlessly  linked  to  the 
company's  legacy  system  databases.  Cus- 
tomer service  agents — working  with  as  little  as 
a  notebook  computer  and  a  modem — can 
search  and  review  these  data  repositories  in 
real-time  while  responding  to  customer  service 
questions,  giving  the  agents  a  much  wider 
range  of  resources  for  finding  the  right  answers. 

Perhaps  most  importantly,  the  Net  Effect 
solution  supports  dynamic  call  monitoring, 
which  allows  a  supervisor  to  invisibly  observe  a 
customer  service  session  and  to  intervene  as 
needed,  without  the  customer's  having  to 
repeat  anything.  This  invisibility  further  permits 
an  individual  customer  service  agent  to  handle 
multiple  inquiries  simultaneously  (a  capability 
unique  to  text-based  support  systems),  dra- 
matically increasing  the  efficiency  of  corporate 
customer  service  operations. 


CREATING  A  POSITIVE  EXPERIENCE 

Although  the  company  was  launched  just  in 
1998,  Net  Effect  already  counts  among  its 
clients  a  number  of  industry  pacesetters, 
including  Stream  International  (the  world's 
third  largest  help  desk  organization),  TELUS 
(one  of  North  America's  largest  telecommuni- ; 
cations  firms),  and  SBC  Internet  Services  (com- 
prised of  Pacific  Bell,  Southwestern  Bell,  and  ' 
Nevada  Bell  Internet  Services). 

TELUS,  which  this  past  March  deployed  Net 
Effect's   solution    in   combination   with    Red- 
wood City,  Calif.,  based  BroadVision's  dynam- 
ic personalization  engine,  has  seen  the  number 
of  registered  users  on  its  cust- 
tomer  self-service  site  rise  by 
nearly   300   percent   over  the 
past  several  months,  with  the 
burden  on  the  company's  more 
costly  call  center  operations 
dropping    significantly   over 
the  same  time. 

One  of  the  main  reasons  for 
this  turnabout:  TELUS's  Web 
site  customers  can  engage 
live,  online  support  at  any 
point  in  the  purchase 
whether  to  solicit  additional 
product  information  or  clarify  billing  options, 
allowing  them  to  receive  the  personalized  online 
support  they  need. . .  right  when  they  need  it. 

Net  Effect's  Schoenfeld  finds  a  lesson  in  the 
TELUS  story  for  companies  delivering  online 
services  across  the  industry  spectrum.  "E-com- 
merce  sites  work  the  same  way  as  conventional 
retail  establishments,"  she  says.  "Those  that 
create  a  positive  experience  for  customers  will 
thrive.  Those  that  don't,  won't." 

With  repeat  customer  visits  accounting  for 
more  than  60  percent  of  online  sales,  few  things 
could  be  more  important  to  an  online  vendor's 
bottom  line  than  this. 
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e  Medical  Establishment  Let  a  Doctor  Get  Away  With  Murder 

es  B.  Stewart 

&  Schuster  •  334pp  •  $25 


HUE  COATS, 
,ACK  HAT 


"ou've  probably  heard  that  the 
American  Medical  Assn.  has  re- 
cently been  trying  to  form  a 
Well,  getting  the  public's  sympa- 
•  that  may  very  well  require  buy- 
all  available  copies  of  James  B. 
it's  new  book,  Blind  Eye:  How 
(Heal  Establishment  Let  a  Doctor 
way  With  Murder,  and  locking 
n  a  vault  somewhere.  After  read- 
s  volume,  the  last  thing  anybody 
want  to  do  is  strengthen  the 
between  doctors. 
d  Eye  is  a  flat-out  horrifying  non- 
profile  of  Michael  Swango,  a 
an  who  Stewart  says  may  well  be 
untry's  most  prolific  serial  killer, 
urrently  in  prison  in  the  U.  S., 
a  year  into  a  42-month  sentence 
minor  charge  of  providing  false 
ents.  But,  says  the  author,  an  in- 
ional  scramble  is  under  way  to 
enough  evidence  to  charge  him 
ne  or  more  of  what  the  FBI  be- 
may  be  at  least  50  murders, 
nearly  20  years,  Swango  worked 
5  a  paramedic  and  as  a  fully  priv- 
physician  in  several  U.  S.  states 
Africa.  Wherever  he  went,  Stew- 
xges,  patients  soon  started  dying 
cably,  often  minutes  after  he  left 
•ooms.  The  author  accumulates 
ce  that  Swango  was  a  compul- 
isoner  with  little  or  no  actual  re- 
hip  with  his  victims  and  no  ap- 
motive  for  doing  them  in. 
,'s  bad  enough.  But  even  if  this 
motive  helped  Swango  escape 
ition,  plenty  of  clues  seemed  to 
t  that  he  was  a  psychopath.  His 
ising  physicians,  the  author  sug- 
were  unwilling  to  face  the  facts, 
ough  a  brilliant  and  outgoing  hon- 
ident,  Swrango  appeared  to  suf- 
ramatic  personality  shift  after  a 

("mid-1970s  stint  in  the  Marine 
He  obsessed  openly  about  serial 
rers  and  violent  death  and  as- 


sembled scrap  books  of  horrible  acci- 
dents. At  Southern  Illinois  University 
School  of  Medicine,  wiiere  he  was  ad- 
mitted in  1979,  his  peers  immediately 
found  him  strange  and  off-putting.  They 
observed  that  he  had  a  seeming  con- 
tempt for  patients,  for  their  families, 
and  for  normal  procedures.  And,  they 
said,  many  patients  on  whom  he  had 
just  collected  medical  histories  would 
suddenly  become  acutely  ill  and  even 
die.  This  earned  him  the  nickname 
"Double-0  Swrango,"  a  play  on  James 
Bond's  007  designation. 
Colleagues  joked  that 
Swango  seemed  to  have  a 
"license  to  kill." 

Swango  narrowly  es- 
caped expulsion  as  a  result 
of  several  procedural  vio- 
lations and  other  infrac- 
tions, Stewart  says.  But 
soon  the  apparent  pattern 
of  deaths  followed  Swango 
to  his  residency  at  Ohio 
State  University  Medical 
Center.  He  was  observed 
injecting  something  into  a 
patient  who  immediately 
suffered  paralysis  and  nearly  died.  But 
he  was  cleared  in  a  cursory  investiga- 
tion in  which  Stewart  says  evidence 
was  destroyed  and  patient  testimony 
mischaracterized  to  squash  the  scandal. 

Stewart  displays  the  medical  caste 
system  at  osu  and  several  other  hospi- 
tals in  stark  relief:  Physicians  and  hos- 
pital administrators  repeatedly  turned  a 
deaf  ear  to  the  pleas  and  concerns  of 
medical  students,  nurses,  patients,  and 
paramedics  who  witnessed  Swango's 
macabre  behavior.  The  authorities  were 
always  inclined  to  write  off  the  con- 
cerns as  jealousy  or  unfounded  gossip. 

In  1985,  after  a  team  of  paramedics 
showed  that  he  was  spiking  their  iced 
tea  with  arsenic,  Swango  was  found 
guilty  of  five  counts  of  aggravated  bat- 


tery  and  erved  two  years  of  ■■<  0 
year  sentence.  Bui  I'm-  Beveral  yean  af 
ii-i-  hia  release,  he  got  hospitals  and  am- 
bulance companies  to  overlook  hi- 
conviction  and  hire  him.  Eventually, 
Swango  traveled  to  Africa  to  continue 
working  with  patients  and  to  avoid 
mounting  legal  troubles.  There,  Stewart 
says,  the  killing  continued. 

Former  Wall  Street  Journal  editor 
and  Pulitzer  prize  winner  Stewart,  like 
Swango,  is  a  native  of  Quincy,  111.  He 
never  knew7  Swango  but  was  alerted  to 
the  case  and  inspired  to  write  about  it 
by  an  old  friend  and  local  judge,  Dennis 
Cashman,  who  had  handled  Swyango's 
original  poisoning  trial  in  1985.  Cash- 
man  told  Stewrart:  "There  is  an  unwrit- 
ten rule  in  the  medical  profession.  Inept 
doctors  do  not  get  reported.  Just  get 
them  out  of  town." 

Stewart  is  an  excellent  writer  and 
reporter.  He  employs  court  documents 
and  hundreds  of  interview's  to  meticu- 
lously document  Swango's  trail.  Yet 
there  are  two  shortcomings 
worth  noting.  Swango 
wrould  not  talk  to  Stew- 
art— and  that  poses  a  prob- 
lem: Swango's  alleged  mo- 
tives remain  a  mystery, 
especially  since  StewTart 
never  finds  anyone  to 
whom  the  doctor  confessed. 
Also,  Stewart  doesn't 
quite  do  justice  to  the  larg- 
er issues.  He  discusses  the 
flawed  National  Practition- 
er TJata  Bank,  which  is  de- 
signed to  prevent  such 
characters  as  Swango  from 
going  undetected.  But  although  he  pro- 
vides a  few  examples  of  other  docs  run 
amok,  the  extent  of  the  problem  of  dan- 
gerous physicians  isn't  comprehensively 
considered  or  analyzed. 

Still,  this  a  brave  and  passionate 
book.  Whether  Swango  is  ever  tried  for 
murder,  his  poisoning  conviction — not 
to  mention  the  disturbing  events  that 
dogged  his  career — should  have  kept 
him  from  attending  any  more  patient 
bedsides.  Physicians  may  feel  embat- 
tled on  many  fronts,  but  circling  the 
wagons  on  matters  of  patient  safety  is 
intolerable. 

BYJOANO'C.  HAMILTON 
Hamilton,    who    writes    bvsixess 
week's  Digital  Dispatch  column,  has 
also  covered  health  care  extensive! y. 
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HARDCOVER  BUSINESS  BOOKS 


WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,  M.D. 
(Putnam  •  $19.95)  Learning  to  accept  change. 

THE  NUDIST  ON  THE  LATE  SHIFT  by  Po  Bronson  (Random 
House  •  $25)  Silicon  Valley's  curious  ways. 

BUSINESS  @  THE  SPEED  OF  THOUGHT  by  Bill  Gates  with 
Collins  Hemingway  (Warner  •  $30)  A  detailed  guide  to  the 
fast-emerging  E-business  age. 

FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buckingham  and 
Curt  Coffman  (Simon  &  Schuster  •  $25)  A  Gallup  investiga- 
tion into  managerial  success. 

THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  & 
Schuster  •  $25)  Why  the  good  times  won't  go  away. 

WHY  WE  BUY  by  Paco  Underhill  (Simon  &  Schuster  •  $25) 
An  anthropologist  offers  a  "science  of  shopping. " 

THE  SILICON  BOYS  by  David  A.  Kaplan  (Morrow  •  $27)  The 
superrich  are  different  from  you  and  me. 

THE  INNOVATOR'S  DILEMMA  by  Clayton  M.  Christensen 
(Harvard  Business  School  •  $27.50)  Anticipating  new 
technologies'  disruptive  effects. 

CUST0MERS.COM  by  Patricia  B.  Seybold  with  Ronni  T. 
Marshak  (Times  Business  •  $27.50)  A  consultant's  analysis 
of  successful  E-business  practices. 

PERMISSION  MARKETING  by  Seth  Godin  (Simon  &  Schuster 
•  $24)  Give  customers  an  incentive  to  hear  your  message, 
says  a  Yahoo!  executive. 

BUILDING  WEALTH  by  Lester  C.  Thurow  (HarperCollins  • 
$27.50)  A  recipe  for  national  prosperity  reveals  some  U.S. 
shortcomings. 

THE  END  OF  MARKETING  AS  WE  KNOW  IT  by  Sergio  Zyman 
(HarperBusiness  •  $26)  Marketing  strategies,  by  a  former 
Coca-Cola  executive. 


14  DAY  TRADE  ONLINE  by  Christopher  A.  Farrell  (Wiley  • 
$29.95)  A  primer  for  day-trading  wannabes. 

15  THE  LEXUS  AND  THE  OLIVE  TREE  by  Thomas  L.  Friedman 
(Farrar,  Straus  &  Giroux  •  $27.50)  How  globalization  is 
transforming  the  world,  by  The  New  York  Times 's  foreign-af- 
fairs columnist. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley, 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The 
ways  of  the  wealthy  among  us. 

2  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popula, 

3  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  pap 

4  THE  1999  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

5  RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki  with  Sharoi 
Lechter,  C.P.A.  (TechPress  •  $15.95)  Teaching  your  kid: 
rules  of  money  that  the  rich  play  by. 

6  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bru 
Patton  (Penguin*  $12.95)  A  Harvard  team's  step-by-stet 
guide  to  conflict  resolution. 

7  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  P 
and  Spencer  Johnson,  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

8  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMEN 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $12.95)  What  is  an  oligopsony  anyway? 

9  HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray  Bn 
(IDG  Books  •  $16.99)  Getting  your  dream  house. 

10  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Boc 
$19.99)  From  stocks  to  small  business — with  cartoons,  h 

11  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David 
Tom  Gardner  (Fireside  •  $13)  "So  where  do  I  find  stocks 
and  other  queries,  asked  and  answered. 

12  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $19.99)  Lighthearted  primer. 

13  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  Give  them  a  champagne  brunch,  a  c 
sual-dress  day — or  plain  old  cash. 

14  CROSSING  THE  CHASM  by  Geoffrey  A.  Moore  (HarperBus 
ness  •  $16)  Marketing  high-tech  products  to  the  masses. 

15  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras    ] 
(HarperBusiness  •  $15)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  econon 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  re 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  August. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 
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FIRST,    BREAK  ALL    THE   RULES,    THE    NO.    4 

hardback  on  this  month's  list,  has  a 
thesis  that  chief  financial  officers  will  love:  Money  can't  buy 
you  employee  loyalty,  productivity,  or  profits.  So  never  mind 
new  bonuses  or  profit-sharing  plans.  Just  concentrate  on  hav- 
ing great  middle  managers. 

That,  of  course,  is  a  conclusion  that  management  consul- 
tants— including  the  authors — also  love,  since  molding  man- 
agers is  their  stock  in  trade.  But  don't  imagine  that  Marcus 
Buckingham  and  Curt  Coffman,  both  of  the  Gallup  Organiza- 
tion, just  made  it  up.  Their  lessons  derive  from  "two  mam- 
moth research  studies." 

The  first  product  of  this  research  is  Chapter  One's  list  of  12 


questions  meant  to  help  businesses  "attract,  focus,  and 
the  most  talented  employees."  Among  these:  "Do  I  ki 
what  is  expected  of  me  at  work?"  and  "At  work,  do 
opinions  seem  to  count?"  If  employees  respond  to  these  in 
negative,  their  company  isn't  likely  to  be  very  productive 
profitable,  we're  told. 

Succeeding,  and  less  interesting,  chapters  instruct  in 
arts  of  hiring,  setting  expectations,  getting  workers  to  focus 
their  strengths,  and  matching  their  abilities  with  approph 
jobs.  A  key  insight:  "People  don't  change  that  much, 
don't  waste  time  trying  to  alter  them.  Fair  enough — even  if 
not  a  notion  that  other  management  consultants  will  love 

BY  HARDY  GRE 
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WHO'S    LOOKING    AFTER    YOU? 

Dr  85  years,  State  Fund  has  insured  more  California  businesses  for  workers'  compensation  than  any  other 
ompany.  We  provide  comprehensive  services,  including  claims  management,  employee  safety  programs  and 
ee  safety  inspections.  Along  with  informational  materials  that  can  help  prevent  accidents  «-.._« 
i  the  first  place.  And  keep  your  costs  down.  So  your  business  will  be  insured  and  protected  compensate 

K  INSURANCE 

FUND 

Get  More.  Worry  Less. 
Call  your  broker  or   1-888-STATE   FUND 

www.sci/.com 

:erpi  from  'Angel  Encounters"  by  Karen  Goldman 


WE  DON'T  JUST  PUT  CHOCOLATE  ON  THE  PILLOW. 
WE  REMEMBER  WHICH   PILLOW  TO  PUT  UNDER  THE  CHOCOLATE 

Imagine  a  hotel  that  offers  10  types  of  pillows,  and  remembers  the  one 

you  prefer.  That's  the  kind  of  personal  attention  that  makes  staying  at  The  Benjamin 

so  comfortable.  In  a  classic-  building  restored  to  its  1927  grandeur,  this  new 

hotel  offers  you  the  perfect  marriage  of  elegance  and  intimacy. 

For  conducting  business,  each  spacious  room  or  suite  is  equipped  with  all  of 

the  state-of-the-art  amenities  that  today's  busy  executive  needs.  And  for  pleasure, 

An  American  Place  restaurant  beckons,  as  does  a  relaxing  treatment  from  the 

Woodstock  Spa — both  the  perfect  precursors  to  a  night  of  restful  comfort. 

For  reservations  and  information,  call  your  travel  counselor  or  1-888-4-BENJAMIN. 
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The  Benjamin 

An    Executive   Suite   Hotel 


125  East  50th  Street,  New  York,  New  York  10022  ♦  212.320.8002  ♦  Fax:  212.465.3697  ♦  www.thebenjamin.com 
Owned  and  operated  by  Manhattan  East  Suite  Hotels 
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You  spend  nearly  every  waking  moment  building  your  business. 

Wliich  gives  you  little  time  to  think  about  safeguarding  it.  Yet 

finding  the  right  insurance  company  is  one  of  the  most  important 

things  you  can  do.  You  want  one  that  understands  your  business, 

offers  you  competitively  priced  products  and  earns  high  industry 

ratings.  At  Golden  Eagle,  you'll  discover  knowledgeable  agents,  an 

extensive  line  of  products,  an  A+  rating,  Liberty  Mutual 's  backing, 

and  most  of  all,  a  dedication  to  protecting  your  success.  Because 

even  though  you're  not  retired  yet,  we  feel  you  deserve  a  little  peace 

of  mind.  Golden  Eagle  proudly  offers  its  products  and  services 

through  independent  insurance  agents  and  brokers.  To  find  a  Golden 

Eagle  agent  near  you,  please  call  1-800-688-8661,  ext.  6400. 
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GOLDEN  EAGLE" 

Insurance  Corporation 


Golden  Eagle  Plaza 

San  Diego,  California 

www.goldeneaglecorp.com 
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1 00%  return  with  absolutely  no  risk. 

If  this  is  the  holy  grail,  how  close  can  you  actually  get? 


Truth  is,  there's  no  such  thing  as  risk-tree  investing.  However, 
there  is  a  way  to  manage  risk  while  still  aggressively  pursuing 
your  objectives.  At  Lord  Abbett  our  investment  decisions  are 
rooted  in  research  and  discipline.  We  follow  a  value  investing 
philosophy  designed  to  manage  risk  and  reward,  so  you're  free 
to  focus  on  your  personal  financial  goals.  To  learn  more  about 
Lord  Abbett,  call  your  investment  professional  or  Lord  Abbett 
Distributor  ll<  at  800-800-3635  to  obtain  a  prospectus  of  the 
fund  you  are  interested  in. 


Lord,  Abbett  &  Co. 

,  Investment  Management 


Lord  Abbett  mutual  fund  shares  are  distributed  by: 

LORD  ABBETT  DISTRIBUTOR  llc 

The  GM  Building  ■  767  Fifth  Avenue  •  New  York,  NY  10153-0203 


A  Tradition  of  Performance  Through  Disciplined  Investing 


A  prospectus  contains  more  complete  information  about  a  fund,  including 
charges  and  expenses,  and  should  be  read  carefully  before  investing. 
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EPHEN  H.  WILDSTROM 


HAT  I  WOULD  DO 
50UT  MICROSOFT 


;e  Jackson  should 
e  the  company 
fair  without 
shing  consumers 

>me  time  this  fall, 
fudge  Thomas  Penn- 
ield  Jackson  will  finish 
lg  as  much  as  he  can 
of  the  record  of  U.  S. 
crosoft.  After  wading 
*h  summaries  that  run 
re  than  1,200  pages,  he 
1     be  ready  to  reach 

conclusions.     If,    as 

likely,  the  judge  finds 
t  least  some  of  the 
nment's  charges 
■alid,   the   next 

will  be  a  de- 
over    how    to 
nt   future    Mi- 
"t  misconduct, 
s  is  where  you 
i  start  to  pay 
Dion.    The    15 
is  of  motions, 
itions,  and  tes- 
y  in  the   case 
been  enlighten-, 
jmetimes  amus- 
nd  occasionally 

I  thought  the 
e  Dept.  made 
ong  case  that 
soft  behaved 
badly,  bullying 
;titors,  customers,  and 
lers"  alike. 

case  that  this  conduct 
consumers,  however,  is 

weaker.  Even  in  the 
nment's  own  "Proposed 
ngs  of  Fact,"  Justice 
trs  make  only  a  lame 
lent  for  adverse  impact 
nsumers.  Their  conclu- 
hat  "Microsoft  has  de- 
1  consumers  of  the  pos- 
Jevelopment  of  greater 
I  in  operating  systems" 

't    put    the    software 


company  in  the  league  of  the 
Oil  Trust.  Given  the  slender 
evidence  of  damage  to  the 
public,  Judge  Jackson  should 
be  careful  not  to  come  up 
with  a  cure  that  is  worse  for 
consumers  than  the  disease. 
I  think  everyone  would 
benefit  if  Microsoft  were 
barred  from  many  of  the 
practices  described  in  the 
trial.  For  example,  computer 
makers  should  be  free  to  set 
up  Windows  any  way  they 
like.  If  customers  don't  like 
the  opening  screen  or  if  they 
object  to  the  presence  or  ab- 


sence of  certain  icons,  they 
can  buy  someone  else's  com- 
puters. It's  not  Microsoft's 
problem,  and  the  company 
should  not  be  able  to  impose 
its  will  on  manufacturers. 
Microsoft  has  eased  some  of 
its  most  onerous  licensing 
terms,  but  I'd  like  to  see  the 
changes  made  mandatory. 

To  maintain  consumers' 
freedom  of  choice,  Microsoft 
should  be  made  to  stop  co- 
ercing software  companies 
and         Internet         service 


providers  into  flavoring  Mi- 
crosoft products  over  rivals'. 
If  an  isp  wants  to  make 
Netscape  Navigator — or 
NeoPlanet  or  Opera — its  de- 
fault Web  browser,  that 
should  be  a  matter  between 
the  service  provider  and  its 
subscribers.  Similarly,  soft- 
ware companies  should  be 
free  to  use  Apple  Comput- 
er's QuickTime  or  RealNet- 
works' RealAudio  instead  of 
Microsoft  formats  without 
fear  of  retaliation. 
BEST  BROWSER.  Many  Mi- 
crosoft critics  want  to  go  fur- 
ther, however,  restricting  the 
features  that  Microsoft  could 
include  in  operating  systems, 
even  making  the  company 
remove  its  Internet  Explorer 
browser  from  current  prod- 
ucts such  as  Windows  98.  I 
believe  this  would  be  a  ter- 
rible disservice  to  consumers. 
Software  should  be  designed 
by  software  companies,  not 
government  committees. 
Besides,  many  of  the 
features  Microsoft  has 
added  are  useful.  In- 
ternet Explorer  5.0  is 
the  best  browser 
around,  both  faster 
and  less  crash-prone 
than  Netscape's. 

Furthermore,  events 
have  proved  that  com- 
petition doesn't  end 
when  Microsoft  incor- 
porates a  feature. 
America  Online  Inc. 
thrived  because  it  of- 
fered a  better  product 
than  Microsoft  Net- 
work, despite  msn's 
prominent  place  on 
every  Windows  machine 
sold  in  the  past  five  years. 
RealAudio  and  QuickTime — 
both  superior  formats — have 
prospered  despite  competition 
from  the  built-in  Windows 
Media  Player.  Consumers  are 
neither  stupid  nor  slaves  to 
Microsoft's  whims. 

Any  resolution  of  the  case 
should  ensure  that  Microsoft 
plays  fair.  But  it  should  also 
leave  it  free  to  be  an  inno- 
vative competitor.  That's  the 
best  way  to  look  after  the 
interests  of  consumers. 


PLAIN  AND 
SIMPLE: 

Fugu's  e Diary 


BULLETIN  BOARD 


HANDHELDS 

FOR  TECHN0PH0BES 

Fuga's  $150  eDiary  looks  a  lot 
like  a  Palm.  But  it's  a  lot  sim- 
pler. It  doesn't  offer  handwrit- 
ing recognition  or  share  data 
with  desktop  contact  man- 
agers. It  does 
provide  easy- 
to-use  fea- 
tures for  a 
combined 
calendar,  to- 
do  list,  and 
expense  log, 
and  an  ad- 
dress and 
phone  book. 
Even  techno- 
phobes  will 
occasionally 
have  to  hook 

the  eDiary  up  to  a  Windows 
computer's  serial  port,  howev- 
er. If  you  have  any  amount  of 
data  to  enter,  using  the  PC 
version,  then  downloading  to 
the  handheld  is  a  lot  easier 
than  tapping  the  tiny  on- 
screen keyboard.  One  criti- 
cism: The  eDiary's  cable  con- 
nector, actually  an  extension 
of  its  system  board,  is  far  too 
flimsy.  More  info:  650  815- 
9423  orsales@fuga.com. 

GRAPHICS 
QUICKER  DRAW 

Fans  of  business  drawing 
software  from  Visio  should 
consider  an  upgrade  to  the 
new  Visio  2000.  The  biggest 
improvement  is  probably  the 
much  faster  performance,  es- 
pecially on  large  drawings, 
but  the  program  also  offers 
improved  help  and  more  wiz- 
ards to  make  it  easier  to  learn 
and  to  simplify  Web  publish- 
ing of  drawings.  Visio  2000 
Standard  costs  $199;  an  up- 
grade from  earlier  versions, 
available  retail  or  online,  is 
$99.  Contact  Visio  at  800 
248-4746  or  www.visio.com. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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GLOBAL 

CONVERGENCE 
SUMMIT 

SEPTEMBER  30,   1999 

Marriott  Marquis,  New  York  City 


Right  now,  media,  communications  and  technology 
are  converging  at  breakneck  speed.  Each  day's  news 
threatens  to  collapse  old  business  models  and  creates 
new  opportunities.  Which  is  precisely  why  the  leaders 
of  these  industries  are  meeting  at  The  1999  Global 
Convergence  Summit. 

Dozens  of  top  executives  will  share  their  insights 
and  the  latest  news,  including: 

■  Jim  Banister,  Executive  Vice  President, 
Warner  Bros.  Online 

■  Kevin  K.  Carton,  Global  Entertainment  and  Media 
Practice  Leader,  PricewaterhouseCoopers 

■  James  F.  McDonald,  President  and  CEO, 
Scientific -Atlanta 

■  Kevin  J.  O'Conner,  Chairman  and  CEO,  Doubleclick 

■  Jason  Olim,  President  and  CEO,  CDNow 

■  William  Rouhana,  Jr.,  Chairman  and  CEO,  WinStar 
Communications 

■  William  L.  Schrader,  Chairman  and  CEO,  PSINet 

■  William  J.  Schroeder,  President  and  CEO,  Diamond 
Multimedia  Systems,  Inc. 

■  Robert  Tercek,  Senior  Vice  President,  Digital  Media, 
Columbia  TriStar  Sony  Pictures  Entertainment  Group 

■  Jay  S.  Walker,  Founder  and  Chairman,  Priceline.com 

Will  the  frontrunners  today  have  a  lock  on  the  future? 
Will  you  lead  or  be  left  behind?  Find  out  September  30, 
1999  at  the  Marriott  Marquis  in  New  York  City. 

For  more  information  on  The  1999  Global 
Convergence  Summit,  or  to  find  out  more  about 
sponsor  and  speaker  opportunities: 

Go  to:    http://conferences.businessweek.com/ 

1999/convergence 
e-mail:    julie_terranova@businessweek.com 
phone:    888-239-6878 
fax  on  demand:  888-239-6878,  document  #100 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


WHAT  DO  YOU  CALL  AN  ECONOMIST 
WITH  A  PREDICTION?  WRONG 


NO  SCIENCE: 

The  supply- 
siders,  the 
centrists,  and 
the  liberals 
need  a  trip  to 
the  woodshed 
for  trying  to 
divine  the 
future  from 
the  past 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of 
Everything  for  Sale. 


It's  time  to  hold  economists  more  account- 
able for  their  predictions.  Stock  analysts 
are  occasionally  held  to  account  for  their 
forecasts,  with  embarrassing  results.  But  it  is 
rarer  to  revisit  the  projections  of  big-think 
economists.  In  recent  decades,  economists  at 
both  ends  of  the  spectrum,  as  well  as  those  in 
the  middle,  have  had  one  thing  in  common: 
Most  have  been  profoundly  wrong  about  the 
economy. 

Take  the  supply-siders,  on  the  right.  They 
told  a  very  coherent  story:  The  economy  was 
constrained  by  a  lack  of  savings,  investment, 
and  growth.  Insufficient  capital  formation,  in 
turn,  reflected  excessive  taxes.  In  the  Reagan 
era,  taxes  were  indeed  cut,  but  growth  in 
the  1980s  remained  well  below  the  long-term 
trend. 

In  the  late  1990s,  growth  finally  explod- 
ed— after  Bill  Clinton's  1993  tax  hike  on  the 
upper-income  brackets.  Savings  rates  actually 
fell  because  households  treated  stock  runups 
as  the  equivalent  of  savings.  But  in  a  global 
economy,  the  world's  investors  were  happy 
to  send  capital  to  the  world's  most  dynamic 
economy.  Give  one  big  demerit  to  the  supply- 
siders. 

The  center  has  been  obsessed  with  federal 
budget  deficits.  Also,  centrist  economists  were 
convinced  that  the  economy  could  do  no  bet- 
ter than  growth  rates  of  about  2%  a  year.  A 
lower  deficit  might  slightly  improve  growth, 
but  we  had  better  get  used  to  an  "age  of  di- 
minished expectations,"  as  Paul  Krugman 
wrote.  Well,  growth  is  now  running  around 
4%.  The  deficit  is  down,  and  it  isn't  the  deficit 
reduction  that  caused  the  growth;  rather,  the 
growth  eased  the  deficit.  Give  a  demerit  to 
the  dour  centrists,  too. 

CASSANDRA  CALLING.  The  right  and  center 
deserve  two  other  shared  demerits — for  first 
pooh-poohing  the  idea  that  the  income  dis- 
tribution was  growing  steadily  more  unequal 
(it  indeed  was)  and  for  scaring  us  silly  about 
the  impending  bankruptcy  of  social  insurance. 
Peter  G.  Peterson  has  been  playing  Cassandra 
on  the  latter  issue  and  has  institutionalized 
himself  as  the  Concord  Coalition.  But  higher 
growth  and  a  little  policy  ingenuity  have  all 
but  restored  Social  Security  to  full  solvency. 

Other  straight-line  projections  have  proven 
embarrassing.  Richard  Darman  of  the  Bush 
Administration  projected  in  1991  that  health 
care  would  be  consuming  17%  of  gross  do- 
mestic product  by  2000.  By  1993,  the  new 


Clinton  Administration  was  project 
it  would  consume  19%.  But  as  Herb 
famously  observed,  "an  unsustainab 
cannot  be  sustained."  The  year  200i 
just  a  few  months  away,  and  the  tota 
care  bill  is  about  the  same  13%  to 
c.DP  that  it  was  early  in  this  decade. 

What  happened?  Policies  changed, 
resumed,  and  some  paradoxical  facto 
rialized.  As  a  Duke  University  st 
demonstrated,  many  very  old  people 
tually  cheaper  to  treat  because  when 
of  life  comes,  it  often  comes  quick 
while  medical  technology  is  expensiv 
still  be  a  net  savings  over  more  i 
procedures. 

POLITICAL  QUESTION.  The  Keynesi] 
didn't  fare  too  well  either.  President 
took  office  proposing  a  Keynesian  "i 
package"  of  a  temporary  deficit  that 
posed  to  restore  growth.  But  when 
returned,  it  was  driven  by  technolo 
not  by  public-sector  pump-priming 
certainly  a  good  case  for  some  restore 
investment  in  human  and  physical  ca 
well  as  research  and  development.  B 
isn't  exactly  a  Keynesian  idea.  The  h 
also  wrong  that  worsening  income  disti 
would  necessarily  hobble  growth.  Ala 
growth  and  extremes  of  wealth  and  j 
can  coexist  all  too  well.  How  to  redr 
imbalance  is  a  political  question,  not 
nomic  one. 

Does  anyone  in  this  dismal  group  d 
some  laurels?  Both  the  supply-siders 
liberals  can  fairly  share  one  gold  star 
puting  the  centrist  idea  that  the  ec 
was  forever  doomed  to  slow  growth. 
man  gets  a  point  for  debunking  the  a: 
tion  of  Japanese  economic  hegemon 
right  and  the  center  can  take  credit  fo: 
ing  the  competitive  pressure  of  glob; 
and  the  left  gets  kudos  for  promoting 
ground  rules  for  labor.  The  jury  is  still 
whether  the  dynamism  of  the  new 
economy  outweighs  the  increased  risk.] 

The  bottom  line:  Despite  its  scient 
tensions,  economics  still  remains  mon 
art  than  a  science.  The  future,  by  defini 
unknowable,  as  the  geniuses  at  Long 
Capital  Management  discovered.  Anyo 
simply  extrapolates  past  trends,  howe 
egant  the  algebra,  is  an  educated  fool 
nomics  needs  nothing  so  much  as  a 
modesty. 
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•  the  whole  idea  with  the  Internet,  the  Net  Economy,  eEverything  — 
whatever  you  want  to  call  it — is  that  you  take  an  idea  and  you  run  with  it. 

take  that  idea,  put  it  online  and  run  with  it. 

30  years  ago  some  government  and  scholarly  types  needed  a  communication 
system  that  could  survive  a  nuclear  attack,  they  had  an  idea  and  they  ran 
with  it.  the  Internet  was  born. 

technology  is  not  a  barrier,  it's  something  you  use  to  take  your  idea  and 
run  with  it. 

in  1982  four  guys  ran  with  it.  they  had  an  idea — a  computer  with  Internet 
Protocol  built  in.  today  Sun  Microsystems  powers  75%  of  Internet 
backbone  traffic,  they're  running  full  speed  ahead. 

and  in  1985  AOL  realized  that  if  you  focus  on  consumers  and  make  it 
really  easy,  the  world  will  visit.  17  million  people  are  running  with  AOL 
right  now. 

technology  is  not  a  barrier,  it's  something  you  use  to  take  your  idea  and 
run  with  it. 

in  1993  Marc  Andreessen  and  Jim  Clark  had  an  idea,  they  called  it 
Netscape  and  ran  with  it.  today  that  name  is  synonymous  with  business 
on  the  Web.  they  took  a  huge  idea  and  ran  with  it.  fast. 

you  have  ideas,  run  with  them.  Sun,  AOL  and  Netscape  got  together  and 
ran  with  some  ideas  of  their  own.  they  formed  the  Sun-Netscape  Alliance 
and  created  iPlanet™  Internet  and  e-commerce  software.  iPlanet  software 
puts  virtually  every  aspect  of  your  business  on  the  Internet,  it  gets  ideas  out 
of  your  head  and  puts  them  into  the  Net  Economy. 

ready,  set,  go.  run  with  it.  www.iplanet.com 


ALLIANCE 
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Economic  Trends 


BY  GENE  KORETZ 

HOORAY  FOR  THE 
RISING  TIDE 

It's  finally  benefiting  the  poor 

Back  in  the  early  1970s,  it  seemed  a 
foregone  conclusion  that  a  rising 
economic  tide  would  lift  all  boats.  All 
through  the  early  postwar  period — and 
particularly  during  the  long  expansion  of 
the  1960s — a  robust  economy  and  de- 
clining unemployment  seemed  sufficient 
to  raise  many  out  of  poverty.  In  fact, 
the  apparent  effect  was  so  strong  that 
in  1971,  one  expert  speculated  that 
poverty  in  the  U.  S.  would  be  virtually 
eliminated  within  a  decade. 

Fast-forward  a  couple  of  decades  and 

ECONOMIC  GROWTH  REGAINS 
ITS  ANTIPOYERTY  PUNCH 

0.2 

CHANGE  IN  THE  U.S.  POVERTY  RATE 
ASSOCIATED  WITH:  


'82-'92 


93-'97 


•59-72  73-'81 

▲  PERCENTAGE-POINT  CHANGE 
'FROM  ONE  YEAR  TO  ANOTHER 

DATA:  ROBERT  HAVEMAN  ANO  JONATHAN  SCHWABISH 

that  prediction  looked  like  a  cockeyed 
optimist's  dream.  During  the  1970s  and 
1980s,  economic  growth  hardly  made  a 
dent  in  poverty.  The  contrast  between 
the  expansions  of  the  1960s  and  1980s 
was  especially  sharp.  Whereas  some 
35%  growth  in  gross  domestic  product 
from  1963  to  1969  was  accompanied  by 
a  7.4%  decline  in  the  poverty  rate,  a 
nearly  equivalent  rise  in  GDP  from  1983 
to  1989  lowered  the  rate  by  only  2.4%. 

By  the  early  1990s,  many  experts 
concluded  that  a  growing  economy  by  it- 
self was  no  remedy  for  poverty.  At  the 
same  time,  many  states  began  experi- 
menting with  welfare  reforms  that  cul- 
minated in  the  1996  national  legislation 
that  limited  welfare  dependency  and  en- 
couraged recipients  to  seek  work.  The 
upshot  has  been  warnings  that  welfare 
reform  will  only  push  people  deeper 
into  poverty,  since  economic  growth  and 
the  rise  in  jobs  that  accompanies  it  no 
longer  benefit  the  disadvantaged. 

The  good  news,  report  Robert  Have- 
man  and  Jonathan  Schwabish  of  the 
University  of  Wisconsin  at  Madison,  is 
that  this  doesn't  appear  to  be  happen- 


ing. Using  an  econometric  model,  they 
find  that  economic  growth  and  falling 
unemployment  since  1992  appear  to 
have  regained  the  antipoverty  punch 
they  enjoyed  in  the  early  postwar  peri- 
od. Indeed,  by  their  measure,  the  posi- 
tive effects  look  even  stronger  (chart). 

Several  developments  seem  to  ex- 
plain the  turnaround— particularly,  re- 
cently rising  pay  and  job  opportunities 
for  those  at  the  bottom  of  the  ladder. 
During  the  1980s,  real  wages  of  low-in- 
come workers  fell  by  16%,  while  the 
real  minimum  wage  plunged  by  31%. 
Both  have  been  moving  higher  in  re- 
cent years.  And  the  extremely  tight  la- 
bor markets  of  the  current  long  expan- 
sion seem  particularly  beneficial  for 
disadvantaged  workers. 

Not  everything  is  coming  up  roses.  A 
new  study  by  the  Center  on  Budget  & 
Policy  Priorities  reports  that  the  worst- 
off  families  (the  poorest  of  the  poor) 
have  become  even  more  impoverished  in 
the  wake  of  welfare  reform.  And  a  clos- 
er tie  between  growth  and  poverty  en- 
tails the  risk  that  poverty  could  soar 
during  a  downturn. 

"Unless  policymakers  respond  with 
help,  such  as  public-service  jobs,"  warns 
Haveman,  "poorer  workers  could  take  a 
severe  economic  beating  in  a  recession." 


RUCKLING  UP 
REATS  AIR  RAGS 

Seat  belts  are  cheaper  lifesavers 

Anyone  who  doesn't  wear  a  seat  belt 
because  his  car  has  air  bags  is  a 
fool.  That's  one  implication  of  a  new 
National  Bureau  of  Economic  Research 
study  of  the  effectiveness  of  seat  belts 
and  air  bags  in  saving  lives  by  Steven 
D.  Levitt  and  Jack  Porter. 

Past  studies  of  the  subject,  the  au- 
thors claim,  have  been  flawed  because  of 
what  statisticians  call  "sample  selection 
bias."  Because  systematic  data  are  col- 
lected only  for  fatal  crashes,  most  stud- 
ies of  seat-belt  and  air-bag  effectiveness 
rely  on  such  data.  But  that  means  that 
crashes  in  which  the  use  of  these  de- 
vices reduced  injury  severity  so  no  one 
was  killed  aren't  included  in  the  sam- 
ple analyzed.  As  a  result,  the  benefits  of 
the  devices  tend  to  be  underestimated. 

To  get  around  this  problem,  the  two 
economists  draw  on  the  same  basic 
data — with  one  big  difference.  They  use 
only  data  for  cars  involved  in  accidents 
in  which  someone  in  another  vehicle  is 
killed.  This  removes  the  bias  in  the  sam- 
ple selection,  since  people  are  no  longer 


01 


included  in  the  data  simply  beca 
themselves  were  killed  (they 
counted  when  a  person  in  the  o 
is  killed).  Thus,  those  who  wa 
relatively  unscathed  are  now  as 
be  included  as  those  who  die. 

Using  this  technique,  the  res< 
find  that  seat  belts  are  more  eff 
saving  lives  than  most  previoi 
ies  suggest,  while  air  bags  are 
fective.  Specifically,  they  estim 
seat  belts  reduce  the  likelihood 
in  a  crash  by  about  60%  and  air 
9%  to  16%  in  frontal  impacts.  U 
cent  cost  data  for  such  equipme 
estimate  that  the  cost  per  lift 
with  seat  belts  is  about  $30,00 
pared  with  $1.6  million  for  air  t 

"The  data,"  says  Levitt,  "sugg 
we  could  get  a  bigger  reductio  » 
talities  by  increasing  seat  belt  u 
10%  than  by  equipping  all  cars 
road  with  air  bags." 


ESOP  RENEFITS 
ARE  NO  FAR  LESS 


A  study  says  they've  paid  off  l 


■nil* 


■ 


fmore 
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Stock  option  plans  may  have 
off  in  the  1990s,  but  the  ga 
giving  workers  a  piece  of  the  actij 
exactly  new.  Between  1971  an 
some  380  publicly  traded  U.  S 
nies,  averaging  17,000  employe 
$2.7  billion  in  sales,  adopted  en 
stock  ownership  plans  (esops) 
ly  defined  contribution  pensior 
which  invest  in  company  stock  ai 
er  all  permanent  workers 

What's  more,  such  actions  ha\ 
off  big,  according  to  a  new  study  b  I  that 
agement  consultants  Hewitt  As?  im 
and  Northwestern 
University's   Kel- 
logg   Graduate 
School  of  Manage- 
ment. The  study 
found  that  compa- 
nies adopting  an 
esop  in  recent  de- 
cades   had    total 
shareholder    re- 
turns  that   aver- 
aged 6.9  percent- 
age points  higher 
over    the    four 
years     after    the 
esop  was  set  up 
than    market    re- 
turns of  similar  companies  with(  | 
esop.  And  average  annual  returns 
sets  were  almost  3  percentage 
higher  over  the  same  four-year  pe 


▲  PERCENT 
'ALL  PUBLICLY  TRADED 
ADOPTING  AN  ESOP  197 
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ILL  THE  FED  KEEP 
JRNING  DOWN  THE  FLAME? 

ltral  bias  or  not,  it  could  see  the  need  to  act  again  this  year 


S.  ECONOMY 


ES 


THE  BIG  GAIN 
FACTORY  ORDERS 


JULY  '99 


Is  this  the  end?  After  the 

Federal  Reserve  announced 

er  rate  hike  on  Aug.  24,  the  financial  markets 

lj|"  hed  a  long  sigh  of  relief.  The  statement  seemed  to 

u^ite  that  the  Fed's  move  might  be  its  last  for  1999. 

iiibs>olicymakers  will  remain  on  the  sidelines  only  if 

^•conomy  slows  down  and  if  labor  markets  stop 

M  ming  further.  Those  are  big  ifs. 

Ms  Fed  hiked  the  federal  funds  rate — the  rate 

u>  ed  for  borrowings  between  banks — from  5%  to 

.  It  also  lifted  the  discount  rate  by  a  quarter 

to  4.75%.  Commercial  banks  quickly  echoed  the 

,  raising  the  prime  rate  to  8.25%. 

The  hikes  were  not  a  sur- 
prise. What  snagged  the  at- 
tention of  the  stock  and  bond 
markets  was  the  Fed's  state- 
ment  on   its   policy  bias.   A 
tightening   bias   would   have 
meant  that  the  central  bank's 
next  move  would  be  another 
hike.  Instead,  the  Fed  kept  a 
neutral  bias  in  place.  And  sig- 
nificantly, the  Fed  said  its  ac- 
tions so  far  "should  markedly 
ish  the  risk  of  rising  inflation  going  forward."  Un- 
te  more  cautious  wording  of  June  30,  the  day  of  the 
ate  hike,  this  -latest  announcement  strongly  sug- 
1  that  the  Fed  will  not  move  at  its  Oct.  5  meeting. 
Ass  icymakers  may  be  following  one  of  two  tacks, 
see  a  soft  landing  in  the  expansion's  near  future, 
e  Fed  is  willing  to  gamble  that  the  economy  can 
at  a  sustained  pace  above  3%  without  generating 
on.  And  certainly,  the  latest  data  show  that  the 
my  began  the  third  quarter  at  a  rapid  clip  but 
ittle  price  pressure.  In  July,  consumers  were  still 
ing.  Builders  were  busy.  And  durable-goods  man- 
irers  saw  the  biggest  jump  in  new  orders  so  far 
rear  (chart).  But  at  the  same  time,  consumer 
were  rising  at  a  benign  2.1%  yearly  pace. 

the  Fed's  moves  have  only  taken  back  part  of 

ree  quarter-point  cuts  put  in  place  last  autumn  to 

ss  financial-market  turmoil.  That  means  the  Fed 

om  to  move  quickly  if  the  data  hint  that,  instead  of 

ig,  the  economy  is  actually  overheating. 

:hat  end,  the  Fed  will  continue  to  monitor  the  la- 

-l   larkets  and  the  household  sector.  Unless  con- 
arp 
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sumers  downshift  their  spending,  the  economy  will  not 
slow,  and  the  Fed  will  have  to  tap  the  brakes  one 
more  time  this  year. 

Consumers  clearly  started  the  third  quarter  in  a 
buying  mood.  Retail  sales  jumped  0.7%  in  July,  led  by 
a  large  advance  in  vehicle  purchases.  But  excluding 
cars,  store  receipts  rose  a  still-healthy  0.3%.  Moreover, 
the  July  sales  performance  has  been  followed  by  week- 
ly retail  surveys  suggesting  sales  have  been  solid  in 
August,  the  traditional  back-to-school  season. 

Many  households  are  feel- 
ing extravagant  because  most 
consumer  fundamentals  are 
flashing  the  green  light.  The 
gain  in  the  stock  market  so 
far  in  1999  is  benefiting  near- 
ly half  of  all  households,  and 
rising  home  prices  are  boost- 
ing the  wealth  of  the  two- 
thirds  of  Americans  who  are 
homeowners.  Talk  of  a  tax  cut 
only  adds  to  expectations  of 
more  money  to  spend. 

Most  importantly,  though,  the.  strength  in  the  labor 
markets  is  probably  the  largest  contributor  to  house- 
hold euphoria.  Initial  claims  for  state  unemployment 
benefits  were  just  287,000  in  mid-August,  and  the  four- 
week  moving  average  was  at  the  lowest  in  almost  26 
years  (chart).  Fed  Chairman  Alan  Greenspan  has  fre- 
quently mentioned  the  tightness  of  the  labor  markets — 
and  its  potential  to  trigger  wage  pressures — as  a  sig- 
nificant concern  at  the  central  bank. 

HEALTHY  JOB  PROSPECTS  and  other  helpful  con 
sumer  fundamentals  are  also  behind  the  prolonged  stel- 
lar run  of  the  housing  industry.  Starts  rebounded  5.7%  in 
July,  to  an  annual  rate  of  1.66  million.  And  the  August 
Housing  Market  Index  stood  at  72%.  That's  down  from 
July's  74%,  but  it's  still  at  an  historically  lofty  level. 

The  rise  in  homebuilding  came  even  as  mortgage 
rates  tipped  above  the  8%  mark  for  the  first  time  in 
two  years.  The  rise  was  the  result  of  a  summer  sell-off 
in  the  bond  market  as  investors  worried  about  the 
Fed's  next  move.  Now  that  the  bond  market  is  con- 
vinced that  the  Fed  will  stand  pat  for  a  while,  the 
yields  on  the  10-year  and  30-year  Treasuries  have  fall- 
en. Mortgage  rates  should  soon  follow. 

Keep  in  mind  that  housing  is  one  of  the  fall  guys  for 
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Fed  policy  since  interest  rates  control  the  affordability 
of  home  buying.  A  slowdown  in  housing  activity  wall  be 
one  of  the  first  signs  that  the  Fed's  desired  soft  landing 
is  taking  hold. 

The  Fed's  other  whipping  boy  is  manufacturing.  The 
factory  sector,  however,  is  doing  better  in  1999  than  it 
did  in  1998.  Back  then,  slowing  export  growth  and  the 
General  Motors  Corp.  strike  tapped  the  brakes  on  out- 
put and  caused  massive  layoffs. 

Now,  those  drags  have  waned,  and  manufacturing  is 
poised  to  add  to  gross  domestic  product  growth  again. 
Total  industrial  output  jumped  0.7%  in  July,  boosted  by 
a  heat  wave-related  surge  in  utility  output.  But  factory 
output  alone  increased  a  strong  0.6%. 

Looking  ahead,  manufacturing  should  strengthen  fur- 
ther. Durable  goods  orders  increased  3.3%  in  July,  with 
a  7.3%  jump  in  capital-goods  bookings.  The  orders  gain 
reflects  the  continued  vibrancy  in  domestic  spending  as 
well  as  the  need  by  many  businesses  to  rebuild  in- 
ventories, which  are  at  record  low  levels  relative  to 
sales.  In  addition,  export  growth  is  starting  to  pick 
up  as  foreign  economies  recover. 

BETTER  EXPORT  GROWTH  alone,  however,  won't  solve 
another  concern  for  the  Fed:  the  rising  trade  deficit. 
One  by-product  of  the  U.  S.  economy  slowing  down  is 
that  the  demand  for  imports  will  also  fade.  That  should 
help  to  whittle  down  the  massive  trade  deficit. 
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WHY  THE  TRADE  G 
IS  WIDENING 


Unfortunately,  that  was  not  the  case  in  June, 
though  exports  rose  by  a  small  0.5%,  imports  ju 
3.9%.  Consequently,  the  trade  deficit  for  all  good 
services  mushroomed  from  $21.2  billion  to  a  n 
$24.6  billion.  Over  the  past  year,  imports  ha\) 
creased  by  a  huge  13.7%,  while  exports  have  mar 
to  rise  just  2.1%  (chart).  Little  wonder  then  tha 
monthly  trade  deficit  has  nearly  doubled  in  a  yea 

What  concerns  the  Fed  is 
the  financing  of  that  soaring 
trade  deficit.  At  some  point, 
investors  will  question  how 
the  U.  S  will  meet  its  external 
obligations.  The  typical  re- 
sponse is  for  the  exchange 
markets  to  weaken  the  value 
of  the  debtor  nation's  cutrency. 
A  weaker  dollar  means  import 
prices  will  rise.  And  the  Fed 
knows  that  falling  import 
prices  have  played  a  key  role  in  keeping  overall 
inflation  low. 

As  the  Aug.  24  move  shows,  the  Greenspan  Fee 
mains  intent  on  moving  preemptively  to  keep  i 
tionary  pressures  from  gaining  a  toehold  in  this  e 
omy.  So  far,  it  has  succeeded.  But  unless  this  econ 
changes  from  boil  to  simmer  soon,  the  Fed's  work 
not  be  done  in  1999. 
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Better-than-expected  economic 
news  has  been  radiating  from 
Mexico  lately.  Output  growth  was 
stronger,  and  the  jobless  rate  fell 
by  more  than  was  projected. 
Thanks  in  large  part  to  NAFTA, 
Mexico  has  managed  to 
avoid  the  Asian  fallout 
that  has  tripped  up  so 
many  other  Latin 
American  countries. 

Mexico's  real  gross 
domestic  product  in 
the  second  quarter 
grew  3.2%  from  a  year 
ago.  Exports,  especial- 
ly to  the  U.  S.,  re- 
mained a  key  source  of 
growth,  but  domestic  demand 
showed  continued  signs  of  recov- 
ery. Construction  was  up  5.7%, 
manufacturing  rose  4.9%,  and  the 
service  sector  increased  2.9%.  The 
latest  GDP  number,  which  followed 
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a  1.9%  yearly  gain  in  the  first 
quarter,  suggests  that  the  econo- 
my will  hit  the  government's  tar- 
get of  3%  growth  in  1999. 

In  addition,  the  monthly  data  in- 
dicate that  the  economy  headed 
out  of  the  second 
quarter  on  firm  foot- 
ing. In  June,  retail 
sales  rose  2.8%,  and 
industrial  output  in- 
creased 5.2%  from  a 
year  ago.  Lower  inter- 
est rates  and  the  ex- 
port boom  have  meant 
some  pickup  in  the  la- 
bor markets.  The  un- 
employment rate  in 
July  fell  to  a  six-year  low  of  2.3%. 

However,  increased  domestic  de- 
mand means  that  Mexico's  trade 
deficit  may  begin  to  widen  again. 
In  1998,  the  trade  balance  fell 
steeply  in  the  red  with  a  deficit  of 


$7.9  billion  for  the  year,  after  a 
small  surplus  in  1997.  Thanks  to 
the  export  resurgence,  trade  in 
1999  has  been  improving  (chart). 
In  the  first  seven  months  of  199i 
the  deficit  was  running  at  a  $7  b: 
lion  annual  rate,  with  just  a  $168 
million  gap  for  July.  In  addition  t 
domestic  demand  worries,  Mexi- 
co's trade  situation  may  worsen  i 
the  Federal  Reserve  succeeds  in 
slowing  growth  in  the  U.  S. 

Moreover,  investors  are  worrie 
about  the  strong  peso,  now  trad- 
ing at  9.35  to  the  dollar.  The  Cen 
tral  Bank  appears  willing  to  let 
the  peso  appreciate  because  the 
bank  is  determined  to  meet  its 
1999  goal  of  13%.  So  policymaker 
are  keeping  interest  rates  high, 
and  this  strategy  is  working: 
Prices  in  the  first  two  weeks  of 
August  rose  by  the  smallest 
amount  since  1994. 


28  BUSINESS  WEEK  /  SEPTEMBER  6.  1999 


e've   Completely   Rethought 


Freight    Transportation 


It's  amazing  what  can 


Have    You? 
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the  door  to  new  possibilities.  You  view  sourcing,  manufacturing  and  distribution  as  a  continuum.  And  you 
treat  transportation  expenditures  as  an  investment  which  pays  dividends  in  customer  satisfaction  and  mar- 
ket share.  That's  the  kind  of  thinking 
that  has  shaped  CNF  Transportation: 
a  $5  billion  group  o{  market-leading 
companies,  united  by  a  shared  commit- 
ment to  quality  service  and  innovative 
solutions.  With  33,000  people,  25,000 
pieces  of  equipment,  nearly  100  jet 
freighters  and  worldwide  coverage,  we 
certainly  have  the  resources  to  meet 
your  needs.  More  to  the  point,  though, 
we  have  ideas  to  help  strengthen  your 
supply  chain.  And  in  today's  world,  it's 
ideas  that  really  carry  weight. 
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THE  BIG 

GUYS  GO 

ONLINE 

And  the  likes  of  Nordstrom  may  make 
it  tough  for  the  E-tail  veterans 

M 


ost  people  may  still  be  run- 
ning their  air  conditioners. 
But  the  executives  at  Nord- 
strom Inc.  have  only  one 
thing  on  their  minds:  an  on- 
line Christmas.  On  Aug.  24,  Nordstrom 
said  it  is  creating  a  partnership  with 
venture  capital  firms  Madrona  Invest- 
ment Group  and  Benchmark  Capital, 
backer  of  eBay  and  other  Net  stars, 
to  create  a  new  online  business.  The 
first  goal  is  to  get  Nordstrom.com  up 
and  running  in  time  to  grab  a  slice  of 
what  looks  to  be  an  enormous  cyber- 
holiday  shopping  season. 

Sure,  Nordstrom  is  another  brick- 
and-mortar  retailer  trying  to  play  catch 
up.  And  the  track  record  isn't  so  great: 
When  old-economy  companies  have  tried 
to  beat  their  Net  rivals  at  the  new 
game,  it  has  usually  been  the  upstarts 
that  prevailed.  But  this  year's  E-com- 
merce  Christmas  could  establish  a  dif- 
ferent pattern  as  everybody  from  J.C. 
Penney  Co.  to  Wal-mart  Stores  Inc.  gets 
deadly  serious  about  Web  selling. 

Just  ask  L.  Daniel  Nordstrom,  ceo  of 
Nordstrom.com.  "You  can  never  assume 
you  own  your  marketplace  on  the  Net," 
he  says.  "The  competition  is  startups  to- 
tally focused  on  the  Net."  To  make  sure 
the  new  Nordie's  venture  is  equally  fo- 
cused, the  $5  billion  retailer  realized  it 
needed  to  act  like  a  startup,  too.  With 
the  venture  partners,  the  retailer  seeded 
the  new  venture  with  $26  million  in  cap- 
ital. Nordstrom  will  also  tap  the  Web 


expertise  of  the  vcs  and  their  portfolio 
companies.  To  plug  the  site,  Nordstrom 
will  spend  $17  million  on  a  five-week  ad 
campaign,  its  biggest  single  promotion 
ever.  The  goal:  presenting  a  choice  of  20 
million  pairs  of  shoes  for  Christmas. 
MANY  CHANNELS.  Gap  Inc.  and  Macy's 
have  already  shown  that  established  re- 
tail brands  can  thrive  in  cyberspace. 
"The  companies  that  are  going  to  be 
winners  on  the  Internet  are  those  that 
already  have  established  brand  names 
and  vendor  and  distribution  networks 
and  can  reach  consumers  through  mul- 
tiple channels,  not  just  one,"  says  Gerald 
L.  Storch,  president  of  credit  and  new 
businesses  for  Dayton  Hudson. 

If  the  traditional  retailers  do  get 
their  act  together,  life  may  be  a  bit 
tougher  for  the  Net-only  retailers  that 
grabbed  the  lion's  share  of  E-business  a 
year  ago.  "This  will  not  be  a  profitable 
year  for  most  of  the  Internet  compa- 
nies," says  Gary  M.  Stibel,  a  principal 
of  the  New  England  Consulting  Group. 
"They  assume  less  competition  than 
exists,  and  they  assume  greater  loyalty 


and  higher  purchases  per  cons 
than  they  have  yet  been  able  to  pita 
But  even  if  the  pioneers  of  onlin  n 
tailing  have  to  share  the  market, 
look  forward  to  an  exponentialljlnl 
panding  pie.  Market  researchers  anfli. 
dustry  analysts  figure  that  online 
will  double  or  even  triple  this  fa  r 
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arris  Interactive  survey  of  more 
iipii,800  online  users  finds  that  nearly 
re  planning  to  buy  at  least  one 
t  over  the  Internet  this  holiday,  up 
nly  8%  last  year.  That  could  mean 
59.5  billion  in  sales,  estimates  Har- 
rrester  Research  Inc.  pegs  fourth- 
f  online  sales  at  $8  billion,  up  from 
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$:i..r)  billion  in  the  same 
peril  id  last  year,  thanks 
in  part  to  an  explosion 
of  new  online  shoppers. 
By  yearend,  Forrester 
estimates,  17  million 
U.  S.  households,  or 
17%,  will  be  shopping 
online,  up  from  10  mil- 
lion a  year  ago. 

For  E-consumers,  the 
growing  competition  for 
their  cyberdollars  could 
produce  a  greater  vari- 
ety of  products,  easier- 
to-use  and  more  per- 
sonalized sites,  and  such 
niceties  as  free  ship- 
ping. Dayton  Hudson, 
for  instance,  on  Sept.  7 
is  relaunching  its  two- 
year-old  site  for  upscale 
discounter  Target  with, 
it  says,  "100  times  more 
merchandise,"  including 
toys,  CDs  and  aro- 
matherapy machines. 
And  by  November, 
Dayton  Hudson  will  un- 
veil nine  more  E-com- 
merce  sites,  including 
Marshall  Field's  and 
Hudson's.  "We're  going 
to  go  in  with  our  guns 
blazing,"  vows  Storch. 
CHOICES.  Wal-Mart  is 
also  preparing  a  re- 
designed site  with 
an  expanded  array  of 
merchandise — including 
Santa  suits  and  Christ- 
mas lights — this  fall. 
And  J.  C.  Penney, 
which  disappointed  cus- 
tomers last  Christmas 
with  its  skimpy  selec- 
tion, says  it  will  offer 
200,000  items  online  by 
Oct.  1,  including  its  entire  catalog  line. 
And  it  will  heavily  promote  the  site  in 
its  catalogs  and  stores.  "The  compa- 
nies that  don't  have  a  pretty  strong 
Internet  presence  for  this  holiday  are 
going  to  have  a  tough  time  catching 
up  next  year,"  warns  Executive  Vice- 
President  Richard  E.  Last. 

Perhaps  nowhere  will 
the  contest  between 
traditional  and  cyber- 
merchants  be  more  in- 
tense than  in  toys — 
even  though  online  toy 
sales  are  expected  to 
hit  just  $250  million — 
less  than  1%  of  the  to- 
tal toy  market.  Toys  'R' 
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Us  Inc.,  which  split  from  partner  Bench- 
mark Capital  over  management  issues,  is 
still  struggling  to  get  its  cyberfooting. 
But  plenty  of  others  are  aggressively 
chasing  leaders  eToys  Inc.  and  Ama- 
zon.com, which  recently  added  toys  to 
its  store.  Consolidated  Stores  Corp.'s  K  B 
Toys  division  bought  tiny  Brainplay.com 
this  spring,  and  it's  investing  $50  mil- 
lion in  advertising  over  the  next  four 
months.  Mattel  Inc.  has  invested  $90  mil- 
lion to  launch  its  own  retail  site  in  No- 
vember. And  Walt  Disney  Co.  is  spend- 
ing $45  million  for  a  controlling  stake  in 
educational  toy  retailer  toysmart.com. 
Wal-Mart,  the  leader  in  toy  sales,  says  it 
will  have  a  vast  toy  selection  online  this 
Christmas,  too. 

But  the  entrenched  E-tailer,  eToys, 
will  be  hard  to  beat.  It  could  grab  as 
much  as  $100  million  in  sales  this  year, 
analysts  figure,  "etoys  is  setting  a  high 
standard  for  excellence  and  customer 
experience  that  will  become  increasing- 
ly difficult  for  others  to  compete 
against,"  says  analyst  Lauren  Cooks 
Levitan  of  BancBoston  Robertson 
Stephens  Inc.  But,  if  Toys  'R'  Us  can 
get  its  cyber  house  in  order,  it  could 
do  well,  according  to  the  Harris  Inter- 
active poll:  Among  individuals  planning 
to  buy  toys  online  this  holiday,  64%  plan 
to  buy  from  Toys  'R'  Us  vs.  46%  from 
eToys. 

Another  E-tailer  with  a  seeming  lock 
on  its  market  is  Amazon.com  Inc.  Of  the 
shoppers  who  planned  to  buy  books  on- 
line, for  instance,  809?  said  they  intended 
to  buy  from  Amazon,  according  to  Har- 
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ris.  In  the  music  and  video  category, 
Amazon  led  again  with  37%.  Laurie  J. 
Goldberg,  a  vice-president  at  the  Car- 
toon Network  in  Atlanta,  is  a  loyal  Ama- 
zon shopper  who  won't  even  look  at  oth- 
er book  seller's  sites.  As  Amazon  moves 
into  new  categories,  like  toys  and  elec- 
tronics, she  says,  "I  would  do  my  busi- 
ness with  them.  They  make  it  so  easy." 
And  Amazon  this  year  is  aiming  to 
take  away  one  of  the  biggest  impedi- 
ments to  Web  shopping:  fears  about 
sharing  credit-card  and  personal  infor- 
mation over  the  Internet.  In  the  Harris 
survey,  65%  cited  such  concerns  as  the 
key  factors  inhibiting  online  purchases. 
A  revamped  Amazon  welcome  page  in- 


Some  old  cybermall 

hands  have  formidable 

reputations  and  will  be 

hard  to  dislodge 


eludes  an  "our  guarantee"  button  that 
leads  visitors  to  security  assurances  and 
an  option  to  phone  in  the  last  five  digits 
of  their  credit  cards. 
CYBER  REPS.  One  place  Web  veterans 
insist  they  won't  be  caught  short  this 
holiday  is  on  such  back-end  systems  as 
order  fulfillment,  warehousing,  and  cus- 
tomer service.  Such  problems  plagued 
r  many  E-tailers  last  Christmas.  New 
t  York-based  Bluefly  Inc.,  an  online  re- 
t  tailer  of  designer  clothes,  is  expanding 
f  its  warehouse  and  creating  an  in-house 
a  customer  service  operation  that  will  in- 
\  elude  more  than  20  employees.  Sears, 
I  Roebuck  &  Co.  has  added  45  online  cus- 
tomer service  reps.  Last  year,  a  single 
a  webmaster  forwarded  online  requests 
t  to  regular  customer  service  agents. 
^  So,  can  brick-and-mortar  merchants 
t  really  prevail  on  the  Net?  Short-term, 
g  Wall  Street  still  sees  the  Net  as  more  of 
t  a  threat  than  an  opportunity.  On  Aug. 
r  25,  Merrill  Lynch  &  Co.  analyst  Daniel 
f  D.  Barry  lowered  his  ratings  on  a  num- 
I  ber  of  retailers,  in  part  because  of  the 
d  "growing  short-term  psychological  neg- 
ative" of  Internet  competition — even 
r  though  online  sales  will  account  for  far 
y  less  than  1%  of  the  nearly  $3  trillion  in 
h  U.S.  retail  sales  in  1999.  Longer-term, 
t  Barry  and  others  see  the  Net  as  a  pos- 
t  itive  for  traditional  merchants.  But  for 
c  now,  let  the  games  begin.  Click. 
n  By  Wendy  Zellner  and  Stephanie  An- 
t  derson  Forest  in  Dallas,  with  Kathleen 
t  Morris  in  Los  Angeles  and  Louise  Lee 
il   in  Saw  Mateo 
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BANKING 


A  PANIC 

OVER  PLASTIC 

Consumers  are  wising  up  about  pricey  late  fees 


There's  something  really  scary  stalk- 
ing the  credit-card  industry:  the 
specter  of  the  enlightened  con- 
sumer. That  frightening  creature,  it 
seems,  is  behind  the  troubles  at  Bank 
One  Corp.,  which  issued  a  dire  profit 
warning  on  Aug.  24.  Consumers,  Bank 
One  disclosed,  are  giving  up  cards  is- 
sued by  its  First  USA  unit  in  droves  be- 
cause of  the  company's  increasingly  ag- 
gressive policy  on  late  fees.  Bank  One 
si  kiih's  plunged  23%  on  Aug.  25,  shaving 
$15  billion  from  its  market  capitaliza- 
tion. But  nearly  all  credit-card  company 
shares  fell,  too,  even  though  none  has 
reported  the  same  problem. 

Yet.  But  the  forces  that  are  working 
against  First  USA,  the  No.  2  card  issuer, 
may  affect  competitors,  too.  In  recent 
years,  credit-card  companies  have  fierce- 
ly fought  for  each  new  customer,  send- 
ing out  billions  of  solicitations  a  year 
and  cutting  teaser  rates  to  unprofitable 


levels.  Companies  sacrifice  profi 
front  end  in  hopes  of  recoupi 
when  the  teaser  rates  expire 
collect  significant  nuisance  fees 
things  as  late  payments.  In  Ba 
case,  that  strategy  finally  hit 
consumer  resistance. 

"It's  created  a  consumer  b 
says  Robert  B.  McKinley,  ceo 
Web.com    in    Frederick,    Md 
tracks  the  industry.  "No  one 
winning  here.  They  are  battli 
the  same  customers." 
POOR  EARNINGS.  Bank  One  bla 
defections  in  part  on  a  third-part; 
sor  that  was  late  in  crediting  pahs 
But,  bank  officials  also  acknowle 
aggressive  collection  of  late  fees 


; 


M 

ing  charges  for  checks  receivec  ,•■  ■■ 
due  date  itself)  didn't  generate  [ 
revenue  to  make  up  for  custom* 
tions.  And  the  bank's  chief  execi 
ficer,  John  B.  McCoy,  warned 
entire  card  business  is  comins 


THE  FED 


THE  CHANCE  01 
A  THIRD  HIKE? 

That  may  depend  on  hov\ 
overseas  economies  are  ft 


To  hike  or  not  to  hike 
two  quarter-point  r 
creases  since  June,  I 
Reserve      Chairman 
Greenspan  must  decide  w 
the  50  basis  points  will  be 
to  "markedly  diminish  the 
rising  inflation  going  forward 
Fed's  stated  goal  for  the  Aug.  £ 
Or  will  a  third  hike  be  needec 
the  Federal  Open  Market  Con  t 
meets  again  on  Oct.  5? 

This  was  the  big  question  GreL, 
was  pondering  as  he  headed  to  « 
Hole,  Wyo.,  for  the  annual  "Fed 


retreat.  At  last  year's  confab,  Gre  j^ 


Hi  > 


for  t 


.V. 


kas< 


and  other  bankers  saw  pretty  mi 
same  forces  in  the  U.  S.  that  are  i 
inflation  fears  today  (page  27):  tigl 
markets,  rapid  growth  and  a  s 


a  thL 


[«i,-i 


IP- 


flgj 


*# 


tf> 


2 

5 


^ 


HEAT  OF  BATTLE 

"The  industry  isn't 

growing  at  12% 
anymore.  We  have 
to  take  share 
from  others 
now" 


r* 
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*> 
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ire.  "The  industry  isn't  growing  at 

nymore,"  he  said.  "We  have  to  take 

from  others  now." 

trouble  at  First  usa  shocked  an- 

"A  Bank  One  earnings  disap- 

nent  is  no  surprise,"  says  analyst 

P.  Yates  of  A.  G.  Edwards  &  Sons 

The  fact  that  it  came  from  First 

The  bank,  the  nation's  fifth- 


largest,  has  repeat- 
edly disappointed  Wall  Street  with  poor 
earnings,  and  its  stock  has  vastly  un- 
derperformed  its  peers.  But  First  USA, 
which  Bank  One  bought  in  1997,  has 
been  a  star  performer  in  the  credit-card 
industry.  Under  First  USA  ceo  Richard 
W.  Vague,  a  pioneer  in  direct  marketing, 


the  company's  2.995   return  01 

has  con  i  itenl  ly  beaten  the  2.3$  indu 

i  iy  average. 

So,  if  this  pillar  of  the  markel 

shaky,  analysts  figure,  others  could  be 
vulnerable  to  consumer  wrath,  too. 
Throw  in  higher  interest  rates  in  gen- 
eral, and  the  inevitable  price  competition 

on  the  Internet,  and  chances  are  card  is- 
suers will  face  even  greater  challenges. 
"The  problem  is  bigger  than  Bank  One," 
says  analyst  Michael  L.  Mayo  of  Credit 
Suisse  First  Boston.  "Banks  need  to 
spend  more  to  keep  their  market  share." 

The  next  move  for  issuers  is  unclear. 
They  obviously  face  potentially  conflict- 
ing objectives:  get  more  customers  and 
make  the  business  more  profitable,  too. 

Charles    W.    Peabody,    analyst    at 

Mitchell  Securities  Corp.,  worries  that 
banks  will  be  tempted  to  go  down  mar- 
ket, issuing  cards  to  people  with  spotti- 
er credit  histories.  This  strategy  could 
be  risky  and  ultimately  not  profitable. 
CardWeb's  McKinley  suspects  issuers 
could  also  get  tougher— although  it  cer- 
tainly wouldn't  endear  them  to  cus- 
tomers— by  cutting  the  grace  periods 
before  customers  have  to  pay  interest, 
for  instance.  No  doubt,  with  growth 
slowing  and  rivals  threatening,  card  is- 
suers will  have  to  do  something. 

By  Gary  Silverman  in  Neiv  York  and 
Andrew  Osterland  in  Chicago 


deficit.  But  back  then,  they  also 
rowing  problems  overseas.  Russia 
ist  defaulted  on  its  debt,  Asia  was 
g,  and  the  liquidity  crisis  was 
ding  to  Latin  America.  Within 
i,  the  Fed  was  no  longer  thinking 
■  rate  hikes  to  cool  an  overheated 
economy;  rather,  it  was  pondering 
uts  to  stimulate  U.  S.  growth  and 

160  iff  global  recession. 

ents  overseas  are  also  looming 

fr'  this  August — but  for  dif- 

itrat,  reasons.  The  recovery 

ieji  a  and  the  strengthening 

an    rope  have  already  made 

Hi  e  for  the  Fed  to  hike 


ary  pressure  that  the  global  financial 
crisis  placed  on  commodities  helped  keep 
U.  S.  inflation  down  even  as  labor  costs 
rose.  As  Asia  and  Europe  weakened, 
U.S.  import  prices  fell  6.1%.  The  Gold- 
man Sachs  Commodity  Index  fell  39%. 
This  summer,  those  forces  began  re- 
versing, to  the  Fed's  dismay.  As 
Greenspan  put  it  to  Congress  on  July 
22:  "Improving  global  prospects . . .  mean 
that  the  U.  S.  economy  will  no  longer  be 


HIGHER  TAB 


without  fear  of  plunging 
:st  of  the  world  into  re- 
in. At  the  same  time, 
economies'  relative 
fths  have  been  weaken- 
e  dollar.  If  U.  S.  consumption  per- 
at  current  levels,  that  could  not 
end  the  trade  deficit  to  new  highs, 
could  also  set  a  little  fire  under 
on  as  consumers  pay  more  for  all 

Gis^  imports.  That  might  tip  the  scale 
d  a  third  hike. 

AJ$t   year,    the    dollar    was    rising 
it  most  major  currencies,  making 

imports  cheaper.  And,  the  deflation- 


The  global  recovery 
has  pushed  down  the  U.S.  dollar- 
which  could  reignite  inflation  as 
Americans  pay  more  for  imports 


experiencing  declines  in  basic  commodi- 
ty and  import  prices  that  held  down  in- 
flation in  recent  years."  San  Francisco 
Fed  President  Robert  T  Parry  echoed 
the  chairman  in  an  Aug.  11  speech: 
"When  we  combine  strong  domestic  de- 
mand with  a  pickup  in  demand  from  re- 
covering economies  abroad,  the  risk  of 
inflationary  pressures  begins  to  build." 
Fueling  that  concern  is  the  speed  at 


which  some  regions  are  rebounding.  On 
Aug.  13,  Japan  reported  a  torrid  8.1% 
annual  growth  rate  in  the  first  quarter. 
And  Germany's  Bundesbank  said  on 
Aug.  24  that  growth  in  the  11  countries 
in  the  euro  zone  "will  probably  only  get 
stronger"  this  year.  True,  the  world  is 
still  awash  in  production  capacity.  And 
parts  of  Latin  America — especially 
Ecuador — look  shaky.  But  "the  world 
economy  is  bouncing  back  more  strong- 
ly than  people  expected," 
says  Fed  watcher  David  M. 
Jones  of  Aubrey  G.  Lanston 
&  Co. 

What  will  the  Fed  watch 
before  the  October  meeting? 
As  always,  it  must  focus  on 
such  domestic  indicators  as 
labor-market  conditions  and 
consumer  demand.  But  a  key 
gauge  of  just  how7  fast  things  are  moving 
overseas  will  be  Japan's  second-quarter 
growth  rate,  expected  before  mid-Sep- 
tember. Fed  insiders  wonder  if  seasonal 
factors  inflated  the  first-quarter  figures. 
Come  October,  Greenspan  may  be  just  as 
anxiously  awaiting  news  on  retail  sales  in 
Tokvo  and  jobs  in  Paris  as  on  growth  in 
the  U.  S. 

By  Laura  Colnt  in  Washington 
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STRATEGIES 


MEET  MICROSOFT'S 
NEW  NET  NAVIGATOR 

Can  ex-SGI  chief  Belluzzo  steer  it  to  dominance  on  the  Web? 


M 


Iicrosoft  Corp.  has  long  sought  two 
elusive  quarries:  a  coherent  strat- 
egy for  its  diffuse  Internet  busi- 
nesses and  a  high-powered  executive  to 
implement  it.  Now,  the  software  giant  is 
bagging  one  of  them:  In  early  Septem- 
ber, Microsoft  will  name  Richard  E.  Bel- 
luzzo as  its  new  Internet  czar,  company 
insiders  confirm. 

It's  hardly  an  obvious  match.  Belluzzo, 
who  oversaw  Hewlett-Packard  Co.'s  print- 


signing  abruptly  on  Aug.  23,  would  be 
taking  on  one  of  the  most  difficult  man- 
agement assignments  on  the  Net.  De- 
spite years  of  effort  and  unparalleled 
resources,  Microsoft  is  not  a  force  on 
the  Net,  though  it's  a  major  supplier  of 
Net  software.  The  company  got  into  the 
online  fray  as  a  would-be  challenger  to 
America  Online  Inc.,  then  turned  its  Mi- 
crosoft Network  into  an  Internet  access 
It  also  jumped  into  content  with 


service. 


customers.  For  months,  debate 
raged  inside  the  company  about  v 
do  with  its  content  and  media  as; 
tions  include  spinning  them  off  sep; 
or  as  a  group,  perhaps  with  Belli; 
chief.  Or  Microsoft  may  keep  them 
but  give  them  more  autonomy.  A  tr 
stock  for  the  properties,  once  cons 
likely,  has  been  all  but  ruled  out. 
In  any  role,  Belluzzo,  45,  would 
Microsoft  management.  It  has  lo: 
execs  to  retirement  or  startups,  and 
sider  says  Gates  is  concerned  wl 
his  team  can  handle  Microsoft's 
"The  only  guy  at  Microsoft  who  h 
run  an  operation  the  size  of  Microso 
be    Rick    Belluzzo,"   says   the   in 
"Bringing  in  some  new  blood  is  a 
idea,"  says  Morgan  Stanley  Dean  v 
analyst  Mary  G.  Meeker. 
OLD  PALS.  Belluzzo  is  already  well-k 
in  Redmond.  A 


A  WINDING  ROAD 

Microsoft's  online  strategy 

has  seen  a  few  twists 

and  turns. 

1995  The  Microsoft  Network, 
a  proprietary  online  service, 
debuts. 

1996-1997  MSN  moves  to- 
ward the  Net,  but  Microsoft 
charges  for  online  mag  Slate. 
Launches  travel  site  Expedia, 
MSNBC,  and  local  entertain- 
ment guide  Sidewalk. 

1998  Removes  all  fees  for 
Net  content.  Tries  to  unify  its 
stand-alone  Web  sites,  such 
as  Expedia,  under  MSN.com. 

1999  Reorganizes  Internet 
holdings  and  rethinks  entire 
Web  strategy.  Belluzzo  hired 
to  reshape  online  efforts. 


EN 


er  business  before  becoming  CEO  of  Silicon 
Graphics  Inc.,  is  a  hardware  guy  with  a 
flair  for  finance,  not  building  businesses  in 
cyberspace.  "It's  kind  of  disappointing," 
says  a  top  analyst  who  covers  Microsoft. 
"Microsoft  needs  someone  who  grew  up 
on  the  Net.  Don't  you  think  they  should 
have  been  able  to  find  someone  like  that?" 

In  fact,  the  company  spent  months 
wooing  others,  including  former  Mi- 
crosoft bigwig  Brad  Silverberg  and  for- 
mer Walt  Disney  Co.  cyber-czar  Jake 
Winebaum.  It  even  considered  a  bid  for 
Excite@Home  that  would  have  let  it  put 
its  president,  George  Bell,  in  charge  of 
some  Microsoft  Internet  properties. 

Belluzzo,  who  vainly  struggled  to  re- 
verse Silicon  Graphics'  slide  before  re- 


MSNBC  and  what  has  now  become  an  ar- 
ray of  unrelated  Web  sites. 

Belluzzo — who  declined  to  confirm  his 
new  job — will  be  in  charge  of  untangling 
and  refocusing  those  properties.  Company 
execs  say  the  general  drift  of  an  emerg- 
ing strategy  is  to  focus  mainly  on  making 
msn  a  Web  platform.  Like  Windows,  it 
would  be  the  foundation  on  which  others 
would  build  their  applications.  The  dif- 
ference is  that  the  applications  would  be 
Web  sites  or  E-commerce  services. 

To  pursue  that  strategy,  however,  Mi- 
crosoft has  to  figure  out  what  to  do  with 
its  content  areas.  Travel  site  Expedia.com, 
Investor.com,  Caqjoint.com,  and  real  es- 
tate site  HomeAdvisor.com  all  compete 
with  what  Microsoft  hopes  will  be  its  msn 


ponent  of  Win 
while  at  HP  an 
Belluzzo  is  frit 
with  President  S 
A.  Ballmer  and 
He  is  also  a  prj 
of  former  HP  e: 
tive  and  Microso: 
rector  Richarc 
Hackborn. 

Microsoft  ma 
just  the  place  for 
luzzo  to  shine.  A 
he  left  after 
Lewis  E.  Piatt 
fused  to.  adopt  hi 
gressive  plan  to  1 
on  new  businesse 
eluding  the  Net 
ran  the  show  at 
but  wearied  of 
slow  progress  of 
turnaround.  "It's 
hard  to  do  a  t 
around  amid  all 
gold-rush  fever 
'That  was  frustratin  [j 


k  I 

It: 

Scte 
f  backers 


ik  sat 

sir 

Ifaih 
ays  I 
not  just 


st  a  sk 
'  sati 


there,"  he  says. 

At  Microsoft,  Belluzzo — who  will 
up  to  2  million  shares  of  Microsoft  sto< , 
would  still  be  trying  to  forge  a  ti    ' 
around.  But  he'd  have  vast  resources  > 
eluding  access  to  Microsoft's  $17.2  bi     ^ 
cash  kitty  and  a  boss  who's  determine  V 
succeed.  "We're  in  a  new  Informa 
Age,  and  it's  time  I  become  a  par 
that,"  says  Belluzzo.  Ditto  for  Micros  :v 

By  Michael  Moeller,  with  Peter  1  Jll_, 

rows,  in  San  Mateo,  Calif.  i 

_ 

is 


sat 


BusinessWeek  ONLINE, 


For  an  extended  interview  with  Rick  Belluzzo 
the  Sept.  6  issue  of  Business  Week  Onlin 
www.businessweek.com. 
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IMUNICATIONS 


IEW  SATELLITE  SYSTEM 
AMBERS  ONTO  THE  LAUNCHPAD 

can  Loral's  Globalstar  get  out  of  Iridium's  shadow? 


lift 
m 
Mi 
tS 

:i 

in 

e: 

a'nce  Iridium  LLC  declared  bank 
uptcy  on  Aug.   13,  Bernard   L 
Schwartz  has  had  his  ear  chewed 
backers.  They're  worried  about 
Space  &  Communications  Ltd.'s 
illion  satellite  venture  called  Glob- 
which,  like  Iridium,  is  aimed  at 
ling  wireless  phone  service  any- 
,  anytime.  "My  partners  have  been 
I  *You  better  make  the  damn  thing 
"  says  the  Loral  ceo. 
not  just  Loral's  investors  who  are 
The  financial  collapse  of  Iridium, 
sought   bankruptcy   protection 
it  could  not  make  debt  payments, 
st  a  shadow  over  the  future  of  the 
satellite  industry.  Sure,  Iridium 
pecial  problems,  including  techni- 
lays  and  major  marketing  gaffes. 
s  high-profile  belly  flop 
ade  investors  take  an 

*'<  look  not  only  at  Global 

t  iut  also  at  similar  sys 

designed  to  deliver  a 

y  of  voice  and  data  ser- 

by  satellite  that  have 

►  $20  billion  riding  on 


hard  time  sustaining  their  financing." 
Globalstar  has  tried  mightily  to  dis- 
tance itself  from  Iridium,  which  was  mar- 
keted for  elite  "VIP  roamers."  Globalstar 
is  aiming  at  giving  well-heeled  execu- 
tives a  service  to  cover  areas  where  their 
cell  phones  don't  work.  It  is  focusing 
mainly  on  providing  domestic  service  in 
developing  countries,  not  international 
traffic,  as  Iridium  had.  And  its  pricing, 
probably  about  $1.25  a  minute,  is  one- 
third  of  Iridium's  fee.  Schwartz  says  the 
$3.8  billion  system  needs  only  200,000 
subscribers  to  break  even  on  an  operat- 
ing basis.  Analysts  see  30  million  to  40 
million  people  worldwide  who  would  pay 
for  global  satellite  phone  service. 

Globalstar  is  not  the  only  satellite  sys- 
tem tarnished  by  the  Iridium  debacle. 


Bird  Bath 


i 


Which  of  these  nascent  satellite  systems  will  survive? 


dium  spawned  a  large 
er  of  other  projects 
on  similar  business 
."(Is  or  more  speculative 
3;  says  John  E.  Pike,  di- 
of  space  policy  at  the 
iac  ation  of  American  Sci- 
!i|;.  "But  now,  these  other 
ire  going  to  have  a  real 


PROJECT 

SATELLITES 
REQUIRED 

88 

288 

48 

•     12 

SYSTEM 
COST 

$5.2  billion 

NO.  OF  CURRENT 
SUBSCRIBERS 
OR  START  DATE 

NO.  OF 

SUBSCIBERS 

TO  BREAK  EVEN* 

IRIDIUM 

20,000 

2003-4 
1999 

500,000 

TELEDESIC 
GLOBALSTAR 

$10billion+ 
$3.8  billion 

1  million-t- 
1  million 

ICO 

$4.5  billion 

2000 

500,000 

'  Reflects  break-even  at  EBITDA  basis 


DATA:  BEAR  STEARNS;  COMPANY  REPORTS;  8W  ESTIMATES 


anion's  [co  Global  Communicati 
which  plane  to  u  e  an  array  of  \i   ate] 
itcs  to  deliver  low  co  I  telephony  around 
the  world,  could  tall    hurt  in  it    attempt 
to  raise  funds  for  a  Bervice  launch  in 
late  2000.  In  July,  shareholders  rebuffed 
plan  for  a  $500  rights  issue.  Shares 
of    [CO,    whose    partner-    include 
British  Telecom,  Hughes  Electron- 
ics, and  TRW,  have  plunged  from 
16  in  January  to  less  than  5,  be- 
cause of  growing  doubts  about 
its  ability  to  raise  capital. 

It's  a  different  story  in  the 
r  emerging  broadband  arena — 
transmitting  digital  data  and  video 
at  high  speed.  Satellite  systems  en- 
joy an  edge  at  reaching  remote  or 
sparsely  populated  regions  and  in  sending 
broadband  data  from  one  point  to  many. 
These  might  add  up  to  a  big  market. 
By  2003,  reckons  Pioneer  Consulting  in 
Cambridge,  Mass.,  satellite  services  will 
grab  about  12%  of  a  global  broadband 
market  worth  $26  billion. 
"BACKBONES."  Another  satellite  service 
that  must  overcome  the  Iridium  ques- 
tion is  Teledesic,  a  $10  billion-plus  scheme 
backed  by  Bill  Gates  and  cellular  pio- 
neer Craig  McCaw.  Teledesic  plans  to 
loft  288  satellites  to  construct  a  web  of 
two-way  connections  sending  data  as  fast 
as  64-megabits-per-second.  Teledesic  says 
its  charges  will  be  comparable  to  those  of 
fixed-line  services  when  it  begins  opera- 
tions in  late  2003  or  early  2004.  But  an- 
alysts question  whether  there  is  a  busi- 
ness in  selling  broadband  service  to  the 
remote  areas  that  cable-TV  or  phone  lines 
won't  reach.  "The  villagers  of  Somalia 
do  not  appear  to  have  the  ability,  let 
alone  the  willingness,  to  pay  for  some- 
thing like  this,"  says  James  E.  Freidell, 
president  of  Daedalian  Technologies  Ltd., 
a  consultancy  in  Littleton,  Colo. 

Indeed,  in  the  long  run,  satellites  may 
serve  as  "backbones"  for  broadband  com- 
munications, but  are  unlikely  to  play  a 
big  role  in  the  largest  consumer  and 
business  communications  markets  where 
phone  and  cable-TV  networks  are  ubiqui- 
^^^^^   tous.  "In  the  cities,  fiber's  so 
well  established  it  will  be 
hard  for  satellites  to  com- 
pete,"     says      Christopher 
Baugh,  an  analyst  at  Pioneer 
Consulting. 

For  now,  the  future  of  the 
satellite  phones  may  ride  on 
the  kickoff  of  Globalstar.  If 
its  business  plan  orbits  suc- 
cessfully, it  will  prove  that 
Iridium's  failure  was  a  fluke. 
If  not.  Iridium  won't  be  the 
last  satellite  venture  to  crash 
and  bum. 

By  Steven  V.  Bnill  i)i  Los 
Angeles  with  Janet  Rae- 
Dupree  in  San  Mateo 
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COMMENTARY 


By  Lee  Walczak 


GEORGE  W.  ON  TAXES:  DON'T  READ  HIS  LIPS 


Right  about  now,  George  W.  Bush 
would  like  nothing  better  than  to 
change  the  subject.  Enough  bab- 
bling about  his  "youthful  excesses" 
and  possible  cocaine  snorting.  Let's 
switch  to  some  straight  talk  about 
what  has  been  the  dominant  issue  dri- 
ving voters  in  recent  Presidential 
elections:  "It's  the  economy,  pardner." 

If  only  Bush  could.  While  the 
Texas  governor  knows  his  precise 
pharmacological  history 
but  is  leery  of  providing 
details,  he  has  the  oppo- 
site problem  when  it 
comes  to  economic  policy. 
He'd  love  to  give  out  the 
straight  dope — he  just 
doesn't  know  what 
Bushonomics  is  yet. 
WINGING  IT.  Clearly, 
though,  Bush's  policy  will 
be  built  around  some 
kind  of  big  tax  cut.  Ac- 
cording to  an  aide,  "Bush 
thinks  like  a  business- 
man, not  an  economist." 
He  wants  a  tax  code  that 
spurs  growth,  even 
though  the  economy  is 
growing  so  fast  that  the  Federal  Re- 
serve is  jamming  on  the  brakes.  The 
hangup:  His  blue-chip  economic  advis- 
ers, led  by  American  Enterprise  In- 
stitute scholar  Lawrence  B.  Lindsey 
and  including  such  heavyweights  as 
Stanford  University  economists 
Michael  J.  Boskin  and  John  B.  Taylor, 
can't  agree  on  which  taxes  to  slash  or 
by  how  much. 

So  while  the  brain  trust  wrangles, 
the  candidate  is  winging  it  on  the 
stump.  And  plans  for  a  major  eco- 
nomic-policy address  in  September 
have  been  put  off  until  late  fall.  "They 
just  can't  come  to  grips  with  a  plan," 
says  one  insider.  "When  it  comes  to 
taxes,  they're  just  making  it  up  as 
they  go  along." 

Recently,  Bush  pledged  to  sign  ei- 
ther a  House-passed  gop  tax  bill  that 
cut  rates  10%  across  the  board  or  a 
Senate-House  compromise  that  opted 
to  trim  a  percentage  point  from  each 


bracket.  Reaganesque  reductions  or 
within-bracket  nips  that  are  less  con- 
troversial? Bush's  aides  refuse  to  say 
which  he  prefers. 

On  Aug.  14,  Bush  ventured  into  the 
tax  thicket  again  and  raised  more 
questions.  Interviewed  by  CNN  com- 
mentator Robert  D.  Novak,  he 
seemed  to  signal  he  would  repeal 
President  Clinton's  1993  tax  increas- 
es— upper-bracket  hikes  that  Republi- 


cans widely  predicted  would  throw 
the  economy  into  a  tailspin  but  in- 
stead put  the  budget  on  a  path  to 
surplus.  Clinton's  plan  was  built 
around  creation  of  two  new  top  brack- 
ets— 36%  and  39.6%.  Elimination  of 
those  top  rates  at  a  time  of  wild  pros- 
perity would  cost  an  estimated  $200 
billion  over  five  years  and  open  the 
candidate  to  charges  that  Busho- 
nomics mainly  is  compassionate 
toward  the  country-club  set. 

But  aides  privately  doubt  the  can- 
didate was  suggesting  the  entire  act 
be  scrapped.  "Does  Bush  aim  to 
throw  out  all  of  Clinton's  tax  increas- 
es?" says  an  associate.  "I  don't  think 
so.  To  him,  it's  just  shorthand  for  cut- 
ting rates." 

If  so,  it's  shorthand  that  gives  foes 
an  opening.  "Our  increase  in  prosperi- 
ty owes  much  to  the  1993  deficit  re- 
duction act,"  says  White  House  eco- 
nomic coordinator  Gene  B.  Sperling. 


"Calling  for  repeal  is  just  another 
way  of  saying  the  top  VA%  of  taxpa 
ers  should  get  a  large  break  at  the 
expense  of  lower  interest  rates  and 
fiscal  discipline."  Meanwhile,  Bush 
backs  higher  defense  spending,  new 
charitable  deductions,  and  a  big  ed\ 
cation  reform  push,  which  also  coul 
eat  into  the  surplus — a  surplus  Hill 
Republicans  are  spending  faster  th 
you  can  yell  "Big  government." 

These  inconsistencie: 
are  unlikely  to  damage 
Bush's  appeal  to  gop  p 
mary  voters,  who  love 
nothing  more  than  tax 
cuts.  But  they  could 
haunt  Bush  later  if,  as 
the  Republican  standar 
bearer,  he  must  try  to 
convince  voters  in  the 
general  election  that  he 
truly  a  compassionate 
conservative.  Although 
he  also  has  pledged  to 
help  lighten  the  burden 
for  lower-bracket  taxpa; 
ers,  he  is  again  short  o: 
specifics  about  how. 
Notes  one  GOP  source: 
"Rather  than  approaching  this  with 
an  underlying  philosophy,  he's  testin 
ideas  to  see  what  sells  politically." 

The  muddiness  gives  Republican 
opponents  a  target.  "Clearly,  Bush  is 
still  undefined  when  it  comes  to  his 
actual  tax  philosophy,"  snipes  Bill  D; 
Col,  manager  of  Steve  Forbes's  rival 
gop  campaign. 

One  of  these  days,  of  course,  Bush 
will  lasso  his  economists  and  clarify 
his  thinking  about  taxes.  But  will  it 
matter  to  Americans  who  persist  in 
telling  pollsters  their  interests  do  not 
he  with  big  tax  cuts?  And  will  his  aid 
for  the  working  class  be  rendered  in- 
significant by  largesse  for  the  richest] 
taxpayers?  For  now,  if  you're  looking 
for  the  definitive  Bush  line  on  taxes, 
don't  read  his  lips.  You'll  only  get 
more  confused. 

Walczak  is  Washington  bureau 
chief  for  business  week. 


"They're  just  making  it  up  as  they  go  along" 
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Are  you  doing  business 
at  the  speed  of  the  Internet? 


ocessing,  please  wait 


Or  at  the  pace  of  your  PCs? 


pentlunv  . 


If  you  want  to  truly  maximize  your  e-business  investment,  be  sure  your  PCs  aren't  holding  you  back.  The 

Intel®  Pentium®  III  processor  has  remarkable  performance  capabilities.  It  is  primed,  ready  and  optimized  for 

e-business— so  your  company,  its  people  and  their  PCs  can  make  the  most  of  everything  the  Internet  has 

to  offer.  It  has  the  power  to  run  sophisticated  compression,  encryption  and  anti-virus  software  behind  the 

without  compromising  productivity.  And  it  has  the  performance  headroom  you'll  need  to  handle  the  next 

generation  of  Web  applications.  Put  some  extra  muscle  behind  your  company's  e-business  investment-with  the  Pentium 

III  processor.  Information  on  Intel  products  and  the  year  2000  is  available  on  our  Web  site.   (  ->  intel.com/IT) 


tl  ie  year  2000  is  available  at  www.intel.com  or  at  800-628-8686 
1   ln,el  l,el  and  Pentium  are  registered  trademarks  of  Intel  Corporation. 


intel 


News:  Analysis  &  Commentary 


MEDIA 


FRASIER  VS.  STONE  COLD'  STEVE? 
LETS  GET  IT  ON! 

Rivals  challenge  NBC's  faltering  lock  on  Thursday  nights 


For  years,  few  things  in  TV  Land 
have  been  as  certain  as  nbc  on 
Thursday  nights.  Starting  with  Tlie 
Cosby  Show  in  1984,  the  network  has 
ruled  prime  time's  most  prime  night. 
But  since  Jerry  Seinfeld  and  his  not- 
so-merry  band  departed,  nbc  is  slowly 
beginning  to  lose  its  grip  on  Thursdays. 
Even  those  hardworking  doctors  on  ER 
can't  seem  to  reverse  the  decline. 

You  might  say,  "Well,  it's  only  one 
night."  But  on  Thursday,  nbc  generates 
no  less  than  38%  of  its  overall  network 
revenues,  selling  ads  to  movie  studios 
and  other  sponsors  eager  to  prime 
consumers  for  the  weekend.  So 
when  viewership  drops  16%  on 
Thursday  as  it  did  for  nbc 
last    year,    executives    pay 
attention. 

So  do  rivals.  Last  year's  dip 
gave  many — particularly  up- 
start networks  upn  and  the 
WB — hope    that    they    could 
snatch  some  share  this  season. 
So  upn  will  be  offering  two 
hours  of  pro  wrestling,  start- 
ing   at    8    p.m.    and    running 
through  the  Seinfeld  slot  now 
occupied  by  Frasier-  on  nbc.  The 
WB  is  moving  its  one-hour  drama 
Charmed,    which    stars    Beverly 
Hills   90210  alumna   Shannen 
Doherty  as  a  youngish  witch, 
from  Wednesday  night,  where 
it  was  the  network's  second-rat- 
ed show  among  women  18  to 
34.  abc  is  putting  up  an  hour- 
long  show  about  twentysome- 
thing  college  friends  from  Daw- 
son's    Creek     creator     Kevin 
Williamson.  And  cbs  is  retooling 
once-popular  Chicago  Hope  by 
bringing  back  its  onetime  star 
Mandy  Patinkin,  and  creator 
David  E.  Kelley,  in  hopes  of  si- 
phoning off  some  of  Frasier's 
older  audience. 

Each  has  a  different  target  au- 
dience, but  all  threaten  to  chip 
away  at  the  NBC  lead.  As  defense, 
NBC  will  have  to  depend  again 
on  Kelsey  Grammer  and  Frasier. 
The  show,  already  in  its  seventh 
season,  ended  last  season 
with     ratings    26%     below 


Seinfeld,  which  commanded  a  regular  au- 
dience of  21  million.  Frasier^  is  closer  to 
15  million.  And  nbc  is  counting  on  a  new 
show  following  Frasier  to  carry  viewers 
into  the  er  hour.  But  it  would  seem  like  a 
long  shot.  The  show,  Stark  Raring  Mad, 
is  a  sitcom  vehicle  for  Neil  Patrick  Harris 
(Doogie  Howser,  M.D.), 
now  a  grown-up 
and  neurotic  lit- 
erary  agent. 
No  one 
is  pre- 


EVENINGS 

9:00 

9:30 

CBS 

Chicago  Hope  More  blood,  guts,  and 
insurance  forms  from  former  Wednesday 
night  ratings  winner 

«f|fc 

Frasier  The  exploits 
of  two  over-caffein- 
ated  psychiatrist 
brothers 

Stark  Raving  Mad 

Doogie  Howser 
reincarnated  as  a 
literary  agent 

SjE 

Wasteland  A  one-hour  sex  opera  for 
twentysomethings  by  Dawson's  Creek 
creator  Kevin  Williamson 

m 

Family  Guy  More 
cartoons  for  adults 
— watched  by  kids 

Action  A  sitcom  about 
an  egomaniacal 
movie  director 

1AR 

WWF  Smackdown  Can  revived  wrestling 
mania  flatten  the  network  stars? 

Charmed  Former  Wednesday  night  youth- 
oriented  hit  starring  Shannen  Doherty 

dieting  that  nbc  is  in  danger  of 
Thursday  night  ratings  lead  a 
this  season.  But  there  are  clear 
potentially  big  trouble  ahead:  D 
5%  increase  in  overall  advertisii 
for  the  coming  nbc  season,  to  $2.:  i 
advertising  sales  on  Thursday  nig 
flat,  say  insiders. 

While  much  of  the  new  Tl 
programming  is  aimed  at  young 
viewers,  the  biggest  fight  this 
may  be  for  males.  They  abandoi 
in  greater  numbers  than  won 
year.  Fox  is  moving  its  animate 
Fa  mill/  Guy  from  Sundays  and 
its  heavily  promoted  sitcom, 
which  spoofs  the  antics  of  an  eg 
cal  movie  producer,  upn  is  ir 
heavily  to  promote  its  t 
wrestling  block,  a 
spend  an  estimated 
lion  to  plaster  the 
buildings  with 
tuan  images  of 
like  "Stone  Cold 
Phillips  and 
wrestler  Chyna. 
FIRST  AID.  NBC 
new  team  head 
longtime  cable  ex 
Scott  Sassa  are 
bling.  Friends,  in 
o'clock  slot,  remain 
draw.  But  to  keep 
I  ers  tuned  in  until  J 
they're  throwing  e) 
forts  into  Jesse,  a 
returning'  at  8:3C 
show  has  been  as 
three  new  writers, 
while,  ER  co-creator  John  Well 
turning  after  two  years  spent  w 
on  other  projects.  The  a 
been  overhauled  and  th 
ical  show  will  have  rec 
guest  stars  Alan  Alda  ai 
becca  DeMornay.  And  de 
heartthrob  George  Cloone 
show  up  for  the  Nov* 
sweeps,  too. 

"Last  year  was  not  a 
one  for  ER  or  for  Thi 
nights,"  says  nbc  Entertai 
President  Garth  Ancier 
we're  feeling  pretty  good 
the  changes  that  we're  rr 
And  no  matter  what  the 
guys  are  saying,  this  is  st 
No.  1  night  and  the  No.  1 
on  television."  But  these  a 
ferent  times  for  network 
sion,  and  nbc's  competito 
betting  that  its  Thursday 
lineup  is  already  past  its 
By  Ronald  Grove 
Los  Angeles 
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Jthout  passion  there  would  be  no  progress.  Passion  brings  ideas  to  the  forefront.  Ideas  that 
irt  out  as  mere  possibilities  and  end  up  becoming  reality.  Ideas  like  the  CERAN  cooktop,  which 
used  a  revolution  in  kitchens  around  the  world.  And  now  there's  the  CERAN  Cook-In  system, 
lich  does  away  with  pots  and  pans.  A  lot  more  went  into  these  two  products  than  mere 
technical  expertise.  They  sprang  from  a  passion  for  innovation  -  and  for  people 
who  are  passionate  about  cooking.  Schott  Corporation,  3  Odell  Plaza,  Yonkers, 
NY  10701  e-mail:  stay@schottglass.com  visitusatwww.schottglass.com 
iN"  and  CERAN  Cook-In  -  two  outstanding  ideas  from  SCHOTT. 
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COMMENTARY 


By  Diane  Brady 


CHRIS  WHITTLE'S  NEW  IPO  DESERVES  A  D- 


Chris  Whittle's  ambitious  quest  to 
make  money  running  public 
schools  should  be  about  to  pay 
off.  After  all,  the  public  is  clamoring 
for  charter  schools  and  other  schemes 
to  improve  U.  S.  education.  And  the 
52-year-old  entrepreneur's  Edison 
Schools  Inc.  has  been  working  on  such 
issues  for  a  decade.  But  the  fine  print 
on  Whittle's  preliminary  prospectus  to 
issue  $172.5  million  worth  of  Edison 
stock — including  details  about  execu- 
tive compensation  and  the  founder's 
personal  finances — suggests  that  this 
deal  deserves  to  flunk. 


The  question  is  when  it  wall  start 
to  pay  off.  On  the  positive  side,  the 
loss  per  student,  before  those  stock 
charges,  has  fallen  from  $3,927  in 
1996  to  $603  last  year,  which  sug- 
gests that  Edison  is  starting  to  real- 
ize some  economies  of  scale.  Whittle 
won't  say  how  many  schools  or 
pupils  it  needs  to  break  even. 

The  prospectus  cites  a  need  for  20 
new  principals  and  750  teachers  this 
fall  alone.  And,  though  there's  a 
teacher  shortage,  Edison  is  trying  to 
fill  jobs  with  longer  days,  fewer  holi- 
days, and  more  pressure  to  perform 


4 


SLOW  STARTER:  Edison  runs  51  schools  but  has  yet  to  show  a  profit 


Edison  runs  51  public  schools  now 
and  plans  to  have  77  under  contract 
this  fall.  But  President  and  ceo 
Whittle  has  not  proved  that  he  can 
make  a  profit  from  privatized  public 
schools.  As  the  prospectus  acknowl- 
edges: "We  are  not  certain  when  we 
will  become  profitable,  if  at  all."  It 
shows  that  Edison  lost  almost  $51 
million  on  revenues  of  $132.8  million 
in  the  year  ending  June  30,  including 
a  $22  million  charge  to  reissue  stock 
options.  Since  inception,  it  has  lost 
$112  million.  Edison  nee;'s  cash — and 
fast.  So  does  Whittle,  who  must  re- 
pay a  personal  loan  by  Aug.  30  or 
risk  losing  part  of  his  15%  stake  in 
the  company. 


than  at  ordinary  public  schools. 

Some  analysts  argue  that,  at  best, 
Edison  will  be  lucky  to  get  a  3% 
profit  margin  from  school  operations. 
"It's  not  at  all  evident  that  any  of 
these  places  will  make  money,"  says 
Max  B.  Sawicky,  an  economist  at  the 
left-leaning  Economic  Policy  Insti- 
tute. (Teacher  unions  have  been  Edi- 
son's most  vocal  critics.) 

Edison,  which  signed  its  first 
schools  in  1995,  was  to  be  Whittle's 
comeback  after  he  sold    debt-plagued 
Whittle  Communications  to  K-III 
Communications  Corp.  in  1994.  He 
persuaded  former  Yale  University 
President  Benno  C.  Schmidt  Jr.  to 
become  Edison's  first  ceo  in  1992 


with  a  relatively  modest  salary 
hit  $296,636  last  year.  But  the  e 
pany  also  gave  Schmidt,  now  ch 
man,  low-interest  loans  amounti 
$1.8  million,  which  he  doesn't  ha 
repay  until  next  year.  He  also  gt 
$2.5  million  if  he  loses  his  job,  pi 
up  to  two  years'  salary. 
SMALL  POTATOES?  Whittle's  bast 
salary  last  year  was  the  same  as 
Schmidt's,  but  he  has  also  receiv 
more  than  $1  million  from  Edisp 
"professional  services"  since  199 
the  sole  shareholder  of  WSI  Inc. 
prospectus  also  states  that  the  c 
pany  will  offer  Whittle  a  $5.6  mi 
loan  to  buy  1.45  million  shares  ai 
$1.50  each  and  pay  any  related  t 
Whittle  will  see  many  of  those 
shares  vest  if  the  IPO  commands 
least  $8  a  share.  The  price  sound) 
low,  when  you  consider  that  wsi 
options  to  buy  850,000  common 
shares  at  $10  each  and  another 
lion  at  $20  each.  While  the  comp 
has  not  yet  disclosed  how  many 
shares  it  will  sell  or  when,  both 
Whittle  and  Schmidt  are  expecte 
walk  away  with  millions. 

O.  K.,  that's  small  potatoes  in 
era  of  overnight  Internet  billion 
What  should  trouble  investors, 
though,  is  the  fact  that  both  Whi| 
and  wsi  have  pledged  "all  of  thei 
rect  and  indirect  interests  in  Edii 
to  secure  personal  obligations"  f< 
undisclosed  amount  to  Morgan  G 
anty  Trust  Co.  If  Whittle  doesn't 
fiver  when  those  debts  come  due 
Aug.  30,  the  prospectus  says,  th 
shares  will  fall  into  the  bankers' 
hands.  That  could  give  Whittle's 
bankers  a  big  say  in  Edison's  fut 

Perhaps  none  of  this  would  m; 
if  Edison  were  clearly  about  to  pj 
off.  The  company  claims  that  its 
dents  gain  an  average  of  five  per| 
centage  points  on  standardized  t 
The  American  Federation  of  Tea* 
ers,  among  others,  has  challengec 
such  claims  with  tests  that  point 
more  mixed  results.  Whittle  may 
prove  that  Edison  can  pay  off.  B\ 
the  brighter  students  of  the  marl 
will  find  better  returns  elsewhere 


Connecticut  Bureau  Man 
Brady  covers  fini 
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Who's  one  of  the  fastest  growing 
names  in  digital  office  equipment? 


Gestetner.  That's  right,  Gestetner. 


Today  Gestetner,  the  name  with  an  unparalleled  reputation  for  service  and  reliability  is  also  the  name  for 
vanced  digital  imaging  solutions.  With  a  full  line  of  leading  edge  digital  imaging  systems  that  offer  unsurpassed 
tput  quality  and  enhanced  productivity.  And  are  capable  of  connecting  to  one  computer  or  a  whole  network 

To  find  out  why  Gestetner  is  the  name  more  and  more  office  professionals  are  turning  to  call  1-800-765-7746 
«J  visit  our  website  at  www.gestetnerusa.com. 

Gestetner 

333  LUDLOW  ST .  STAMFORD.  CT  06904 


I999GESTETNEH 


In  Business  This  Week 


EDITED  BY  MARK  FRANKEL 


CHIPMAKERS  SPARK 
A  PC  PRICE  WAR 

TIME  FOR  A  MICROPROCESSOR 
price  war?  Just  two  weeks 
after  Advanced  Micro  De- 
vices unveiled  its  new  top-of- 
the-line  Athlon  chip — includ- 
ing a  650-MHz  version  that 
outruns  Intel's  fastest  Pen- 
tium III — Intel  struck  back 
Aug.  22  with  price  cuts  of  as 
much  as  41%  on  its  zippiest 
models.  The  chip  giant  left 
prices  unchanged  for  its  less 
powerful  Celeron  chips.  Ana- 
lysts were  surprised  by  the 
size  of  the  Pentium  III 
cuts — Intel's  prices  are  now 
less  than  10%  higher  than 
AMD's — which  are  meant  to 
spur  holiday  PC  sales  and 
keep  AMD  on  a  short  leash, 
pc  makers,  including  Hewlett- 
Packard  and  Dell  Computer, 


CLOSING    BELL 


NET2PH0NE  SOARS 

The  stock  of  Net2Phone 
soared  50%  on  Aug.  24  and 
25  to  close  at  $7(W  after  the 
New  Jersey-based  Internet 
phone-service  provider  an- 
nounced back-to-back  strate- 
gic relationships  with  key 
partners.  First  came  a  deal 
that  No.  1  PC-maker  Compaq 
Computer  would  include 
Net2Phone  with  its  Presario 
line.  Then  Sprint  agreed  to  of- 
fer the  company's  low-cost 
service  to  Asia.  "We  offer 
more  than  just  a  cheap  phone 
call,"  says  CEO  Howie  Baiter. 
"We  are  collapsing  the  world 
with  the  Internet." 


AUG.  11/99  AUG.  25 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


quickly  translated  the  lower 
prices  into  discounts  of  up  to 
17%.  Behind  the  price  cuts 
lurks  the  industry's  uneasi- 
ness over  signs  of  slowing 
growth.  Researcher  Data- 
quest  expects  pc  sales  this 
Christmas  to  climb  13.3%, 
their  lowest  rate  in  at  least 
five  years. 

FILENE'S  BASEMENT 
SEEKS  PROTECTION 

AFTER  91  YEARS  OF  SELLING 
upscale  togs  to  the  bargain 
hunters,  discount  pioneer  Fi- 
lene's  Basement  filed  for 
Chapter  11  bankruptcy  on 
Aug.  23.  The  Wellesley 
(Mass.)-based  chain  fell  vic- 
tim in  part  to  outlet  malls, 
which  slowed  the  supply  of 
famous  brand-name  clothes, 
as  well  as  stiff  competition 
from  T.I  Maxx  and  Wal-Mart, 
which  enjoy  more  leverage 
with  manufacturers  thanks  to 
their  larger  size.  Filene's 
Basement's  51  stores,  mostly 
in  New  England,  will  remain 
open  with  $135  million  in 
temporary  financing  from  ge 
Capital  and  Paragon  Capital. 

NOW  YOU  CAN  TRADE 
FROM  6  TO  8  P.  M. 

INDIVIDUAL     INVESTORS     AT 

last  got  to  indulge  in  after- 
hours  trading  when  Mar- 
ketXT,  an  electronic  trading 
system  formerly  named 
Eclipse  Trading,  launched  its 
nightly  6-to-8  p.m.  (edt)  trad- 
ing sessions  on  Aug.  25.  Cus- 
tomers of  two  online  broker- 
age firms  can  place  orders  for 
up  to  5,000  shares  in  200  ac- 
tively traded  stocks,  trading 
with  other  investors  or  three 
market-making  brokers.  Mar- 
ketXT's  application  to  launch 
after-hours  retail  trading  ear- 
lier this  year  ignited  a  flurry 
of  similar  proposals  by  com- 
peting systems,  but  the  New 
York  Stock  Exchange  and  the 
Nasdaq  market  have  put  off 
evening  hours  until  sometime 
next  year. 


HEADLINER:   DAVID   DUNN 


ZIP  GOES  THE  CEO 


The  revoking  door  keeps 
turning  at  Iomega,  the  be- 
leaguered maker  of  data- 
storage devices,  where 
Chairman  David  Dunn 
can't  seem  to  keep  a  chief 
exec  in  place  for  long. 
Jodie  Glore,  who  was 
brought  in  only  10 
months  ago  to 
replace  Kim 
Edwards, 
abruptly  an- 
nounced his  depar- 
ture on  Aug.  22  for  "per- 
sonal reasons."  Dunn,  who 
has  switched  chief  execu- 
tives seven  times  since  co- 
founding  Iomega  in  1980, 
has  stepped  in  as  acting 
CEO  until  another  new  chief 
can  be  found.  Unlike  Ed- 
wards', Glore's  resignation 
does  not  appear  forced.  In 
a  letter  to  shareholders, 


Dunn  said  the  move 
not  because  of  a  lack 
confidence  in  [Glore]. 
It's  unclear  how  loi 
Dunn,  68,  will  pull  do 
duty  at  Iomega,  whit- 
make 
popul 
and  J 
storag 
drivesj  ] 
will  prob; 
be  a  while.  Io 
must  compete  wit 
less  troubled  tech  cor 
nies  for  top  talent.  Ju 
two  weeks  before  Glo 
departure,  the  compa 
finally  hired  a  new  c 
financial  officer  and  a 
treasurer  after  14  mo 
of  looking.  Dunn  migl 
holding  down  the  fort 
long  time. 

By  Janet  Rae 


MICROSOFT  CAN  SHIP 
JAVA,  A  COURT  RULES 

THE      FEUD     BETWEEN     SUN 

Microsystems  and  Microsoft 
over  Java  took  a  twist  on 
Aug.  23  when  the  U.  S.  Ninth 
Circuit  court  overturned  a 
lower  court's  ruling  that 
barred  Microsoft  from  ship- 
ping any  products  containing 
Sun's  Java  technology.  The 
decision,  while  a  boost  for  Mi- 
crosoft, also  signaled  that  Sun 
was  likely  to  prove  Microsoft 
violated  the  contract  it  had 
signed  to  license  Java.  Sun 
first  filed  suit  against  Mi- 
crosoft in  1997,  charging  that 
it  was  trying  to  undermine 
Java's  ability  to  run  across 
multiple  computer  platforms. 

A  LAWSUIT  SOURS 
A  COPPER  DEAL 

THE     BROUHAHA     OVER     THE 

copper  industry's  consolida- 
tion continues  to  spread  as 


more  than  six  shar 
groups    sued    to   bl 
pending  $2.2  billion 
of  Cyprus   Amax   IV 
and  Asarco.  That  woi 
ly  help  industry  leade 
Dodge  to  break  up  t 
and  buy  the  two  cor 
in  a  $2.7  billion  bid  to 
the  world's  largest 
producer.  The  deal  w| 
the  crowning  achieve: 
Phelps  Dodge  chairms 
Yearly,    63,    who    h 
nounced  his  intentior 
tire  next  May. 

ET  CETERA . . . 


■  Federal  agents  in ! 
busted  44  AA  and  Lu-, 
workers  for  drug  smi  Men 

■  A  week  after  closinj 
to   acquire    Raycher 
axed  2,200  Raychem 

■  Toronto  investme^ 
Onex  plans  to  buy  and 
Canada's  two  top  airli 

■  3Com  and  Siemens 
their  planned  $100 
telephone  joint  ventui 
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Computer  gremlins  mangle  and  abuse 
yet  another  email  attachment. 
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oe  Acrobat 

Stop  the  gremlins.  With  Acrobat  4.0  software  from  Adobe,  all  the  documents  you  send  electronically  will 
arrive  exactly  as  you  intended.  When  you  convert  your  documents  with  Acrobat,  it  doesn't  matter  whether 
you  used  Microsoft  Office  or  some  other  application  to  create  them.  It  doesn't  matter  which  platform  you 
use.The  gremlins  can  try.  But  Acrobat  keeps  your  business  documents  safe.Take  that,  you  little  imps!  For 
more  information,  or  to  locate  a  Software  reseller  near  you,  visit  our  Web  site  at  www.adobe.com/acrobat99    Adot)6 
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Washington  Outlook 


BY  PAULA  DWYER 


EVEN  BIG  LABOR 

ISN'T  SURE  ABOUT  BIG  AL 


When  Big  Labor  held  a  powwow  in  Chicago  in  early 
August,  Vice-President  Al  Gore  sent  his  personal  emis- 
sary, President  Clinton,  in  search  of  an  early  union  en- 
dorsement. The  answer:  not  now.  It  was  the  second  time  in 
four  months  that  the  afl-cio  rebuffed  attempts  to  win  an  en- 
dorsement for  the  Veep.  The  official  union  line  is  that  locals 
need  more  time  to  meet  with  candidates.  Says  afl-cio  Pres- 
ident John  J.  Sweeney:  "We  want  to  make  sure  our  members 
are  solidly  behind  whoever  we  endorse." 

But  there's  another  reason  for  labor's  diffi- 
dence. Gore's  campaign  so  far  has  left  a  lot  of 
union  officials  unimpressed.  The  industrial  unions 
want  pledges  that  worker  rights — to  join  unions 
and  bargain  collectively.  And  by  keeping  Gore 
on  tenterhooks,  labor  figures  it  can  win  more 
concessions.  That's  why  the  unions  are  playing 
footsie  with  Bill  Bradley,  whose  free-trade  views 
closely  resemble  Gore's  but  who  seems  willing  to 
offer  more  enticements. 

The  tussle  for  labor's  seal  of  approval  shows 
just  how  crucial  union  money,  door-knocking, 
and  voter  turnout  are  in  the  early  contests. 
While  union  membership  overall  is  declining, 
union  households  are  expected  to  cast  some 
30%  of  the  vote  in  the  Iowa  caucuses  and  25% 
of  the  vote  in  New  Hampshire. 

No  one  understands  this  better  than  Gore. 
On  Aug.  5,  within  days  of  the  afl's  rejection, 
the  White  House,  at  his  urging,  issued  a  "steel  action  pro- 
gram" to  deal  with  the  two-year-old  steel-import  crisis  that  has 
cost  10,000  jobs.  The  plan  calls  on  the  U.  S.  to  open  talks  with 
Japan,  Korea,  and  Russia  over  cutting  capacity — and  to  mon- 
itor more  closely  subsidies  that  some  overseas  steelmakers 
may  be  getting.  Gore's  goal:  show  he  can  help  steelworkers 
while  maintaining  free-trade  principles.  But  labor  experts  say 
his  real  aim  is  to  send  a  signal  to  auto  workers,  who  worry 
they'll  fall  victim  to  the  current  surge  in  car  imports. 


TALKING  to  Iowa  union  reps 


Bradley  is  also  displaying  his  labor  bona  fides.  Li 
he  backs  a  minimum-wage  hike  and  favors  measures 
union  organizing  easier.  In  an  Aug.  25  speech  to  tl 
national  Brotherhood  of  Painters  &  Allied  Trades,  Br; 
dorsed  "common  situs  picketing,"  which  would  all 
cotts  of  an  entire  construction  site  even  if  some  trad 
have  not  voted  to  join  the  picket  line.  And  in  the  fall, 
will  unveil  the  most  potent  weapon  of  all  in  his  bid  f 
support — a  universal  health-care  plan. 

The  Teamsters  could  be  the  wild 
siders  say  new  President  James  P. 
loath  to  endorse  Gore,  whose  '96  re 
campaign  worked  closely  with  Hoffa  p: 
sor  and  archenemy  Ron  Carey.  The  u: 
not    decided    whom    to    endorse — o 
whether  it  will  be  a  Democrat  or  a  Repl 
But  spokesman  Chip  Roth  says  Bradley] 
himself  by  backing  a  key  Teamsters 
postponement  of  Mexican  truck  drivers 
the  border  between  Mexico  and  the  U. 
der  NAFTA,  the  border  is  set  to  open  on 
So  far,  Gore  has  been  silent  on  the  true' 
POLL  WOES.  Is  labor's  endorsement  i 
Bradley  hopes  so.  Ultimately,  Gore  is  e: 
to  win  over  the  afl-cio,  possibly  when  i 
a  biannual  convention  on  Oct.  7-13  in  L 
geles.  But  even  if  he  does,  he  can't  exp| 
members  to  automatically  folldw  suit 
problem  isn't  with  the  leadership,  but  with  the  rai 
file,"  says  Ed  Sarpolus  of  Michigan  pollsters  epic-mra1 
Gore  has  another  problem  as  well:  the  perception  i. 
can't  beat  gop  front-runner  George  W.  Bush.  "Electab 
becoming  an  issue  for  Gore,"  adds  Sarpolus,  whose  Jul; 
poll  of  voters  in  heavily  unionized  Michigan  put  Bi 
50%,  Gore  at  35%.  Among  union  members,  Gore  cai 
ahead  but  barely,  at  46%  to  Bush's  36%.  No  wonder  B 
thinks  he  can  win  the  right  to  wear  the  union  label. 


CAPITAL  WRAPUP 


RATE  HIKES  AND  THE  WHITE  HOUSE 

►  Some  Fed  watchers  speculate  that 
Alan  Greenspan  &  Co.  raised  rates  on 
Aug.  24  in  part  to  avoid  any  politically 
sensitive  hikes  in  2000,  a  Presidential 
election  year  (page  32).  Better  for  the 
nonpolitical  Fed  to  act  now,  the  theory 
goes,  so  that  hikes  aren't  necessary  in 
the  heat  of  a  campaign. 

But  according  to  an  analysis  by  Wall 
Street  consultant  R.  H.  Wrightson  & 
Associates,  the  Federal  Reserve  hasn't 
been  shy  about  taking  action  in  Presi- 
dential campaign  years.  In  fact,  going 


back  to  1960,  rate  adjustments 
have  been  the  rule  rather  than 
the  exception.  And  Democrats 
might  want  to  keep  their  fin- 
gers crossed:  The  party  occupy- 
ing the  White  House  usually 
wins  if  rates  go  up.  In  1972,  '84, 
and  '88,  the  Fed  hiked  rates  by 
at  least  half  a  point — and  Re- 
publicans kept  control  of  the 
White  House.  In  1960,  '76,  '80, 
and  '92,  rates  dropped — and 
voters  swept  the  White  House  clean. 
Only  in  '64  and  '96  did  incumbents 
Lyndon  Johnson  and  Bill  Clinton  get 


BUSH: 

Swept 


to  ballyhoo  rate  cuts  while  o: 

the  hustings  and  go  on  to  wi 

Why  the  seeming  anomaly 

Rising  rates  are  a  sign  of  a 

strong  economy,  which  is  alw: 

the  best  news  for  incumbents 

And  when  the  nation  is  so  pr 

perous  that  the  Fed  can't  avo 

raising  rates,  voters  will  gene 

ly  be  inclined  to  reward  the  p 

ty  in  power,  says  Wrightson 

if  the  Fed  keeps  tightening  in 

the  new  year,  maybe  there'll  be  ano 

er  Democrat  in  the  White  House  ye 

By  Laura  Ci 


out 
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Jack  when  it  was  scarce,  information  was  power.  But  now  that  the  total  volume  of  data  doubles  every  n 
lonths,  information  is  as  likely  to  devour  your  company  as  give  you  a  competitive  edge.  Fortunately,  a  Storage 
krea  Network  (SAN)  solution  from  StorageTek  has  built-in  intelligence  to  help  you  manage  information,  gain 
information,  and  make  information  powerful  again.  For  intelligent  SAN  solutions,  visit: 


me 


access 


The  way 


information 

is  expanding, 

it  will  either 

become  an 

asset  or 
swallow  you 

whole. 


INFORMATION     made     POWERFUL 


StorageTek 
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Faster,  more  accurate  paths  to 
custom  microchips. 


"'  1WNI  i.  Corporation 
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Opening  new  worlds  of  possibilities.  Because  NEC  excels  at  multiple  technologies-from  computers  to  com- 
munications to  integrated  circuits— we  can  bring  you  microchips  like  no  one  else.  Our  ability  to  understand 
the  system  side  is  incorporated  into  our  design  solutions  on  the  chip  side.  NEC's  innovative  approach  to  system- 
on-a-chip  can  bring  you  custom,  reliable  microchip  solutions  in  record 
time.  It's  the  kind  ot  performance  that  has  made  NEC  the  world's  second 
largest  chip  producer.  And  has  put  NEC  at- the  Center  of  Innovation. 

www.nec.com 


International  Business 


JAPAN 


REBUILDING 
THE  BANKS 

Megamergers  are  just  the  beginning 


A  mad  mating  dance  is  sweeping 
Tokyo's  once-placid  Ohtemachi 
banking  quarter.  Ever  since  the 
scary  collapses  of  Yamaichi  Secu- 
rities, Long-Term  Credit  Bank  of  Japan 
Ltd.,  and  Toho  Mutual  Life  Insurance  in 
the  past  year,  every  financial  exec  in 
town  has  been  in  crisis-management 
mode.  Now,  hardly  a  week  passes  with- 
out news  of  a  major  deal,  alliance,  or 
merger  in  Japan's  once-cosseted  financial 
industry. 

The  latest  deal  is  by  far  the  biggest 
to  date.  On  Aug.  19,  three  money-center 
banks,  Industrial  Bank  of  Japan,  Dai- 
Ichi  Kangyo  Bank,  and  Fuji  Bank,  un- 
veiled plans  to  form  the  world's  biggest 
financial  holding  company,  with  $1.2  tril- 
lion in  assets.  The  monetary  Godzilla 
will  dominate  Japanese  retail,  whole- 
sale, and  investment  banking,  and  will 
make  about  30%  of  all  corporate  lending. 
It  will  pit  itself  against  the  world's  best. 
"We  aim  to  rank  among  the  top  five 
[global]  lenders  in  terms  of  capital,  prof- 
itability, and  services,"  says  Masao 
Nishimura,  president  of  Industrial  Bank 
of  Japan  Ltd.,  who  will  co-chair  the  op- 
eration with  Fuji  Bank  President  Yoshi- 
ro  Yamamoto. 


Such  ambitions  would  have  alarmed 
rivals  from  Wall  Street  to  Frankfurt  a 
decade  ago.  No  longer.  Now  Japan's 
banks,  lumbered  with  $(500  billion  of  bad 
debts,  inspire  more  pity  than  awe 
abroad.  About  a  year  ago,  Japan's  top 
banks  were  seen  as  such  poor  credit 
risks  that  they  had  to  pay  a  huge  one 
percentage  point  more  than  Western 
banks  to  borrow  dollars  on  global  mar- 
kets. Ladles  full  of  government  cash — 
$500  billion  of  capital  and  deposit  in- 
surance for  ailing  banks  plus  $200  billion 
in  aid  to  bolster  their  customers — saved 
the  banking  system  from  collapse. 
RICKETY  INSTITUTIONS.  Japanese 
banks  are  not  home  free,  however. 
The  government  may  have  to 
rein  in  some  of  its  life  sup-  £\ 
port  to  banks  because  overall  ^B^ 
government  borrowing  now  equals  100% 
of  gross  domestic  product.  Bad  debts 
continue  to  grow  apace.  Impending  ac- 
counting rule  changes  will  flush  out  bil- 
lions more  of  bad  corporate  debts  now 
hidden  in  the  books  of  subsidiaries.  They 
also  will  lift  the  veil  on  $660  billion  of 
unfunded  pension  obligations  that  will 
cast  a  pall  over  the  creditworthiness  of 
some  of  the  banks'  customers. 


Meanwhile,  some  of  Japan's 
regional  banks  are  rickety.  Ar 
are  big  worries   about   the 
health  of  the  nation's  massive  li 
ance  industry,  which  is  sque^lf* 
tween  large-scale  policy  cano 
and  a  growing  inability  to  covel^ 
from  premium  and  investment 

All  the  same,  Tokyo  Stock 
investors  embraced  the  Aug. 
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Restructuring  Has 
Bank  Stocks  Soaring. 


...  But  Big  Challenges 
Still  Loom  Ahead 


MONEY-CENTER  BANKS  Bad  loans  are  still  increasing  sharply.  New 
merged  players  still  need  years  to  catch  up  with  Western  financial  gia 
in  profitability  and  financial  knowhow. 
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REGIONAL  LENDERS  Four  have  been  shut  down  this  year,  and  workc 
are  just  beginning  at  others.  Deposits  are  shrinking  as  savers  fret  abo 
the  end  of  100%  deposit  insurance  in  April,  2001. 


T0P1X  INDEX  OF  JAPANESE  BANK  STOCKS 
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OCT.  2,  '98  AUG.  24,  '99 

PRICE  INDEX 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


LIFE  INSURERS  Big  failures  of  Nissan  Mutual  and  Toho  Mutual  have 
a  shadow  over  other  giant  insurance  companies.  Policy  cancellations 
up,  and  many  insurers  don't  earn  enough  on  investments  to  cover 
promised  returns  on  policies. 

DATA:  BUSINESS  WEEK 


goven 


'"■!-» 


48  BUSINESS  WEEK  /  SEPTEMBER  6,  1999 


I! 


!>3 


Bank  stocks  soared  20%  in  the 
following  the  merger's  announce- 
and  have  now  doubled  in  value 
October  (chart).  That  euphoria 
>e  rewarded  if  the  merger  proves 
the  first  step  in  a  huge  consolida- 
f  Japan's  financial  industry.  Hakuo 
isawa,  head  of  Japan's  Financial 
istruction  Committee,  certainly 

to  see  just  that.  If  he  gets  his 
apan's  18  money-center  banks  will 
ocked  into  four  or  five  $1  trillion 
loths  that  can  compete  globally. 
3UNCH.  At  first  blush,  the  new 
:rs  seem  an  odd  bunch  to  achieve 
»oal.  Each  has  flaws.  Dai-Ichi 
'o  Bank  Ltd.  is  tainted  by  recent 
;Js  over  payoffs  to  racketeers.  Fuji 

Ltd.  lost  $3.5  billion  in  the  year 
?h  Mar.  31,  1998,  after  making 

write-offs.  Even  IBJ,  the  soundest, 
st  government  guarantees  on  the 
>ar  bonds  it  uses  to  finance  itself. 
oe  sure,  the  new  combine  towers 
he  likes  of  New  York-based  Citi- 

or  Germany's  Deutsche  Bank  in 
.  But  it  will  be  years  before  the 

"ill  match  the  smarts,  reach,  or 


Accounting  rule  changes  will 
flush  out  billions  more  in  bad 
corporate  debts  now  hidden  in 
the  books  of  subsidiaries 


profits  of  rivals.  Japan's  money-center 
banks  are  the  least  profitable  in  the  in- 
dustrialized world,  racking  up  measly 
2%  to  3%  returns  on  equity,  vs.  a  typi- 
cal 15%  to  20%  in  the  U.  S.  Lousy  lend- 
ing is  partly  to  blame — but  so  is  the 
woeful  tardiness  of  Japanese  lenders  in 
grasping  how  to  use  mergers  to  spread 
huge  information  technology  costs  over 
a  bigger  base,  cross-market  products 
from  mutual  funds  to  insurance  on  a 
global  scale,  and  ruthlessly  cut  costs. 

True,  the  trio's  leaders  promise  to  ax 
expenses  by  $1  billion.  They  plan  to 
meld  all  their  computer  operations,  for 
instance.  Added  to  that,  about  6,000 
jobs  will  disappear  from  their  combined 
35,000  payroll,  along  with  150  out  of 


Too  branches.  But  the  cul 

be  spread  over  five  years — 
hardly  the   pace  of  a  new 

breed  of  Japanese  fi- 
nanciers who  Yanagi- 
sawa  wants  to 
"make  decisions  quickly 
with  a  real  sense  of 
crisis." 

The  deal  isn't  even  a 
full-blooded  merger. 
Once  the  holding  com- 
pany is  formed  next 
year,  the  banks  will  take 
^^^  two  years  to  gradually  in- 
A  ject  their  operations  into 
it.  Such  activities  as 
securities  operations 
might  be  merged.  But 
most  work  will  be 
carefully  carved  up 
L  between  the  banks. 
Foreign  employees 
will  get  the 
chop  first  as  the 
new  outfit  elimi- 
nates duplicate 
branches  abroad. 
But  the  biggest 
potential  for  cost 
savings  is  in  Japan, 
where  dkb's  and 
Fuji's  branch  net- 
works overlap  exten- 
sively. The  new  bank's 
leaders  are  leery  of 
stepping  into  this  hor- 
net's nest.  And  with 
good  reason:  Japanese 
bank  mergers  often  re- 
sult in  turf  battles  and 
failure  to  deliver 
promised  savings.  But 
unless  managers  act 
boldly  to  hack  out  do- 
mestic fat,  the  Finan- 
cial Reconstruction 
Committee's  reform 
plans  will  fall  flat.  Pessimistic  analysts 
warn  that  the  deal  could  turn  into  a 
reincarnation  of  the  Ministry  of  Fi- 
nance's notorious  "convoy  system,"  by 
which  dud  banks  were  coupled  with 
healthier  ones  rather  than  closed. 

Since  being  tapped  by  Prime  Minister 
Keizo  Obuchi  last  December,  Yanagi- 
sawa  and  his  50-strong  team  of  bank 
examiners  and  lawyers  have  attempt- 
ed to  make  a  break  with  the  past.  They 
have  nationalized  two  giants,  Long-Term 
Credit  Bank  and  Nippon  Credit  Bank 
Ltd.  If  they  succeed,  Japan's  sprawling 
banking  industry  will  be  slimmed  down 
to  a  handful  of  sleek  global  contenders 
and  a  larger  group  of  smaller  banks 
that  focus  on  domestic  business  or  spe- 
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cialties  such  as  asset  manage- 
ment. Up  to  a  third  of  Japan's 
100-plus  local  banks  wall  be 
merged  or  shut. 

Yanagisawa  is  being  helped 
by  Japan's  1996  Big  Bang  fi- 
nancial reforms,  which  only 
now  are  succeeding  in  tearing 
down  barriers  between  banks, 
brokers,  and  insurers.  Foreign 
players  like  Fidelity  Invest- 
ments, GE  Capital  Services, 
and  Goldman  Sachs  are  adding 
to  the  pressure  by  making  in- 
roads into  mutual  funds,  in- 
surance, and  asset  manage- 
ment. New  York  investment 
group  Ripplewood  Holdings 
has  even  set  up  a  $13  billion 
fund  for  its  bid  to  buy  ltcb 
from  the  government. 
cozy  ties.  Still,  progress  will 
be  painful  and  slow.  Urgent 
work  in  identifying  viable  re- 
gional lenders  has  barely  be- 
gun. In  April,  2001,  the  gov- 
ernment will  stop  fully 
guaranteeing  all  bank  de- 
posits. Instead,  it  will  set  an 
$86,000  limit  per  account.  The 
change  could  prompt  runs  on 
the  weak  lenders  that  lack  ad- 
equate capital  reserves.  But 
government  will  still  play  a  large  role  in 
banking:  Its  agencies  guarantee  12%  of 
all  loans  in  Japan,  while  the  Bank  of 
Japan  is  now  the  main  intermediary  in 
the  local  commercial  paper  and  inter- 
bank markets. 

Despite  the  hurdles  facing  reformers, 
though,  the  bad  old  days  of  state-di- 
rected credit  may  be  numbered  thanks 
to  budget  constraints.  The  emergence 
of  shareholder  capitalism  and  interna- 
tionally accepted  lending  and  accounting 
practices  could  turn  Japan's  postwar 
economic  model  on  its  mmmmmmm—mmm 
head  by  loosening  collu- 
sive ties  between  banks 
and  big  companies. 
"Japan  really  is  chang- 
ing now,"  insists  Yoshi- 
fumi  Nishikawa,  presi- 
dent of  Sumitomo  Bank 
Ltd.  "The  old  rules 
won't  come  back." 

Old  rules?  Consider 
this:  At  the  start  of  the 
decade,  the  Ministry  of 
Finance  had  undisputed 
control  over  every  bank, 
broker,  and  life  insurer. 


side  dope  on  rivals  or  to 

lobby  to  keep  foreign  play- 

His  goal:  To  turn  the   ers  out.  As  recently  as  a 


YANAGISAWA 


18  money-center 
banks  into  four 
or  five  behemoths 


Japan's  First 
Trillion-Dollar  Bank 

Together  IB  J,  Dai-Ichi 

Kangyo,  and  Fuji  Bank 

have  loads  of  clout ... 

ASSETS  $1.2  trillion 

STAFF  35,000 

BRANCHES         740 


.  And  a  raft  of 
problems 


BAD  DEBTS 


year  ago,  such  cozy  ties 
allowed  the  nationalized 
LTCB  and  Nippon  Credit 
to  set  up  dummy  affiliates. 
Bank  lending  used  to 
be  all  about  relationships,  not  risk  as- 
sessment. Even  after  Japan's  bubble 
economy  collapsed,  the  easy  lending  con- 
tinued until  late  1996.  Lax  accounting 
practices  made  it  devilishly  tough  to 
figure  out  whether  a  borrower  was  re- 
ally solvent  or  not. 

Once  accounting  reforms  start  to  click 
in  this  year,  giving  bankers  better  num- 
bers to  work  with,  institutions  may  fi- 
nally get  their  risk  assessment  skills  up 
to  snuff.  Then  they  could  become  less 
reliant  on  low-margin  lending  to  big  cor- 
wmmmmmmmmmmm  porate  customers.  At 
Sanwa  Bank  Ltd.,  new 
President  Kaneo  Muro- 
machi  sees  no  future  in 
such  business.  Instead, 
he  is  forming  a  compre- 
hensive tie-up  with 
three  insurance  compa- 
nies, as  well  as  Toyo 
Trust  &  Banking  Co. 
and  broker  Universal 
Securities  Co.,  to  offer 
products  such  as  401(k) 
plans  to  corporate  cus- 
tomers. And  on  Aug.  24, 
Sanwa  announced  plans 


Top  lenders  even  main-      z. to    sell    mutual    funds 


$45  billion 


tained  bureaus  that 
wined  and  dined  MOF  bu- 
reaucrats to  trawl  for  in- 


1998  LOSSES     $8.5  billion 

DATA:  COMPANY  REPORTS 


managed    by    Morgan 
Stanley  Dean  Witter. 
Muromachi     is     also 


trying  to  get  middle  managers  tj 
creatively  rather  than  passively  f 
ing  orders  from  the  top.  "We 
longer  cruise  along.  I  need  ideas  | 
variety  of  people,"  says  Muroma 
Muromachi  now  reads  a  dozen 
messages  a  day  from  his  staff, 
ing  a  roadshow  in  New  York  last 
he  even  asked  global  investors 
vice  on  refining  his  strategy. 

If  managers  such  as  Muroma(| 
revive  Japan's  banking  system, 
tential  payoff  will  be  substantial, 
needs  to  triple  the  return  on  it^ 
sive    savings    pool,   to   7.5%, 
Deutsche  Bank  Asia  economisj 
Courtis,  to  pay  the  costs  of  carij 
its  graying  population. 
"NONSENSE."  And  instead  of  tr 
good  money  after  bad  into  old  an<] 
ficient  companies,  banks  could  bs 
Japan's  emerging  entrepreneurs, 
why   Internet  kingpin  and   Sofl 
Corp.  founder  Masayoshi  Son  is  wd 
with  Nasdaq  to  set  up  a  new  ovel 
counter  market  in  Japan  next  yet 
takes  about  20  years  for  a  young 
pany  to  have  an  initial  public  offer  k\  \ 
this  country,"  says  Son.  "It's  nonse  |1(| 
He  knows:  Two  decades  ago,  he  h 
beg  bankers  to  finance  his  then-:  s'sl 
ling  software-distribution  companj  ower 

Japan's  backward  financial  syster  ^ 
cost  the  economy  dearly.  The  hope  M. 
is  that  out  of  the  ruins  of  the  old  J 
something  new  and  more  dynamic  »s  bi 
emerge.  The  creation  of  the  first  tri  15 1, 
dollar  bank  might  just  signal 
Japan's  long  financial  nightmare  is 
ly  drawing  to  a  close. 

By  Brian  Bremner  in  T  fr 
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i  ling  to  the  record  books,  the  world's  largest  generators  develop  1,450 
i/atts  of  electricity,  enough  to  run  a  small  city.  And  yet,  without  the  latest 
systems  to  watch  over  them,  they  would  not  be  intelligent  enough  to  deliver 
ower  effectively.  This  is  not  unusual.  As  advances  in  technology  make  possible 
omfortable  homes  and  working  environments,  and  hold  out  the  promise  of  even 
efficient  manufacturing  processes,  so  the  effective  control  of  such  automation 
is  becomes  even  more  critical.  At  Invensys,  with  a  current  market  value  of 
19  billion,  we're  already  a  world  leader  in  intelligent  automation  and  controls. 
mlri  say  that  we're  the  brains  behind  the  muscle  that  powers  the  world. 


(jnv 


invensys 


hi  m 


ELLIGENT     AUTOMATION     •      DRIVE     SYSTEMS     •      POWER     SYSTEMS     •      CONTROLS 


pic,  Carlisle  Place,  London  SW1P  1BK,  United  Kingdom.  Telephone: +44  (0)  171  834  3848.  vuwvu.inuensys.com    Market  value  at  close  of  trading  on  2  July  1939. 
iu.it.il  at  US$1.57:£1. 
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MALAYSIA 


LOOK,  FOLKS, 

NO  CAPITAL  CURBS! 

Mahathir  bets  big  that  investors  will  stay  when  controls  end 


M 


Iahathir  Mohamad's  moment  of 
truth  is  about  to  arrive.  On  Sept. 
1,  the  Malaysian  Prime  Minister 
promises,  he  will  lift  the  controls  on 
capital  movements  that  he  imposed  a 
year  ago  to  protect  his  country  from 
the  financial  meltdown  that  swept 
Southeast  Asia.  The  move  will  enable 
foreign  investors  and  banks  to  pull  bil- 
lions of  dollars  out  if  they  wish  to,  and 


ringgit  at  around  3.80  to  the  U.  S.  dollar 
should  there  be  a  rush  to  the  exits. 
"There  will  be  no  explosion,"  predicts 
Francis  Yeoh,  a  real  estate  mogul  who 
is  close  to  Mahathir.  "The  fuse  is  damp." 
If  Malaysia  can  skate  through  the 
coming  months  with  minimal  damage, 
then  Mahathir  will  be  able  to  boast  that 
he  saved  his  nation  from  a  meltdown 
by  defying  free-market  convention.  That, 


possibly  spark  market 
turmoil.  This  test  of  in- 
vestor confidence  comes 
as  Mahathir  is  prepar- 
ing for  an  election  that 
will  pit  his  embattled 
ruling  party,  the  United 
Malays  National  Orga- 
nization (umno),  against 
a  resurgent  opposition. 
Dark  days  for  Ma- 
hathir? Don't  bet  on  it. 
As  usual,  the  crafty  73- 
year-old  has  a  plan  that 
could  convert  a  challenge  into  political 
victory.  He  hopes  to  keep  the  markets 
buoyant  by  pushing  the  well-endowed 
national  pension  fund  and  other  gov- 
ernment vehicles  to  pump  enough  new 
money  into  local  stocks  to  offset  any 
funds  yanked  out  by  foreigners.  Mean- 
while, Bank  Negara  Malaysia,  the  cen- 
tral bank,  is  prepared  to  use  its  $32  bil- 
lion in  foreign  reserves  to  defend  the 


This  market  test 
comesjustasthe 
embattled  ruling 
party  prepares 
for  elections 


MAHATHIR:  ON  THE  STUMP 
IN  PENANG 


combined  with  a  sur- 
prising 1.4%  economic 
growth  in  the  first  six 
months  of  the  year, 
could  disarm  his  critics 
at  home  and  abroad — 
and  keep  him  in  power 
after  the  election,  which 
he  must  call  sometime 
before  June,  2000.  Ma- 
hathir is  even  getting 
help  from  Wall  Street. 
Morgan  Stanley  Capital 
International  (msci)  ex- 
pects to  reinstate  Malaysia  in  two 
emerging-market  indexes  used  by  many 
Western  portfolio  managers. 

Of  course,  the  downside  risk  is  enor- 
mous. A  recent  private  survey  of  bro- 
kers in  Kuala  Lumpur  found  that  one  in 
four  fund  managers  plans  to  pull  his 
money  out  on  Sept.  1.  That's  when 
penalties  ranging  from  10%  to  30%  on 
repatriating  money  brought  into  Ma- 


I 


laysia  expire.  Brokers  estimatt  g 
billion  could  leave  Malaysia.  T! 
jolt  the  stock  market  and  put 
on  the  ringgit.  If  the  markets 
psychological    damage    could 
umno's  candidates.  A  healthy  st 
ket  also  is  vital  to  umno  becau 
of  the  party's  key  backers  ow 
stakes  in  listed  companies. 

Propping  up  the  Kuala  Lump] 
Exchange  shouldn't  be  too  difl 
least  for  a  while.  Many  foreign  i 
have  already  shifted  their  fun 
equities  and  parked  them  in  lo 
deposits,  which  they  can  do 
paying  penalties.  Foreign  funds 
count  for  just  7%  of  the  market 
ization  of  $140  billion.  "Every 
wanted  out  of  this  market  ha 
out  already,"  says  a  local  fund 
Also,  the  $38  billion  Employe 
dent  Fund,  which  collects  21% 
Malaysian's  monthly  salary,  coul 
the  market  by  buying  more  of  th 
ful  of  stocks,  such  as  Telekom 
and  electric  utility  Tenaga  Nasio 
account  for  the  bulk  of  market 
RINGGITS  DEFENSE.  Malaysia  al 
decent  shape  to  protect  the  r 
Thanks  to  plunging  imports  dur: 
crisis,  Malaysia  has  a  $9.5  billion 
account  surplus — a  hearty  13%  o 
domestic  product.  That  "leaves  t 
a  comfortable  position"  to  defe 
ringgit  without  spending  too  mi 
serves,  says  David  Cohen,  dire 
forecasting  at  Standard  &  Poo: 
International  in  Singapore.  In  fa< 
some  foreign  analysts,  if  the  r| 
were  allowed  to  float,  it  could 
more  than  3.5. 

There  could  be  snags,  though, 
join  the  msci  indices,  Malaysia 
show  greater  market  liberalization 
John  Fildes,  executive  director  o: 
Asia.  Besides  lifting  remaining  c 
controls,  the  firm  wants  MahatI 
settle  a  dispute  in  which 
worth  of  Malaysian  stocks  tradir 
Singapore's  Central  Limit  Order 
(clob)  exchange  were  frozen.  Inve 
holding  these  shares  want  to  be 
to  sell  them.  But  Malaysia  still  re 
the  clob  as  a  rogue  bourse 

Meanwhile,  Malaysia's  capital  su 
could  shrink  fast  should  imports 
bound,  putting  the  ringgit  at  new 
And  because  Mahathir  has  been 
ing  banks  to  pump  fresh  funds  into 
panies  run  by  his  cronies,  rather 
enacting  real  reform,  Malaysia's 
debt  crisis  could  flare  anew.  But  i 
goes  according  to  Mahathir's  plan 
will  be  safely  back  in  office  by  the  t 
Malaysia  must  confront  these  proble 

By  Michael  Sfiari  in  Kuala  Lwm 
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For  a  business  world  that  now  works  24x^  tne  new  Compaq 
Armada  line  delivers  maximum  flexibility  and  compatibility. 
Any  new  model  can  work  with  any  new  Docking  Solution,  for 
mix-and-match  convenience.  Common  MultiBay 
devices  let  users  share  a  second  battery,  plus  DVD, 
and  other  drives,  across  multiple  Armada  models.Which  simplifies  inventory'  needs 
iowers  your  total  cost  of  ownership.  In  short,  for  just  about  any  mobile  enterprise, 
ersatile,  flexible  new  Compaq  Armada  Series  is  a  nonstop  solution  that  really  clicks. 
*  ills?  Visit  www.compaq.com/armada,  or  call  1-800-AT-COMPAQ. 

ZOMPAQ.    Better  answers: 


Armada  M300  Series  @  $1,999* 

•  3.1  lbs,  0.9"  thin  •  Mobile  Intel11  Celeron'"  processor  333  MHz  •  11.3"  color  TFT  display 
•  4GB""  Hard  Drive  •  64MB  RAM  •  56K  V.90  integrated  modem1  •  Optional  Mobile  Expansion  Unit 
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EUROPE 


THE  BANKERS' 
GRAND  WALTZ 

Consolidation  may  soon  dissolve  national  boundaries 


In  Paris,  Bank  of  France  Governor 
Jean-Claude  Trichet  struggles  to  bro- 
ker a  deal  between  the  top  execu- 
tives of  Banque  Nationale  de  Paris  and 
Societe  Generale,  locked  in  a  takeover 
battle  for  five  months.  In  Germany, 
Deutsche  Bank  and  Dresdner  Bank  gin- 
gerly discuss  combining  their  inefficient 
German  retail  operations — a  precursor 
to  a  massive  shakeout.  Not  to  be  out- 
done, on  Aug.  19,  P.  Jan  Kalff,  chairman 
of  Dutch  banking  giant 
ABN  Amro  Holding,  de- 
clared that  he  is  back 
on  the  acquisition  trail, 
eyeing  prominent  tar- 
gets in  Italy  and 
France,  including  So- 
ciete Generale  itself. 

Indeed,  hardly  a  day 
passes  without  a  new 
sign  of  upheaval  at  Eu- 
rope's top  financial  insti- 
tutions. For  months 
now,  European  banks 
have  been  in  a  race  to 
consolidate  their  hold- 
ings— and  build  up  the 
bulk  needed  to  compete 
against  global  rivals  in 
Europe's  newly  unified 
financial  markets.  Most 
of  the  attempted  take- 
overs or  mergers  up  to 
now  have  been  domes- 
tic deals,  such  as  BNP's 
bid  to  grab  control  of 
both  Societe  Generale 
and  Paribas,  or  small, 
regional  linkups,  such  as 
that  of  Sweden's  Nord- 
banken  Group  and  Fin- 
land's Merita  Pankki. 
"MATTER  OF  TIME."  Now,  however,  sev- 
eral European  banks  are  preparing  to 
break  taboos  by  lunging  after  their  ri- 
vals elsewhere  in  Europe.  Deutsche 
Bank  ceo  Rolf  E.  Breuer  and  Emilio 
Botin,  co-chairman  of  Spain's  Banco  San- 
tander  Central  Hispano  (bsch)  are 
among  those  leading  the  way  (table). 
Says  Matthew  Greenburgh,  co-head  of 
Merrill  Lynch  &  Co.'s  financial-institu- 
tions group  in  London:  "It's  only  a  mat- 
ter of  time  before  there's  a  crossbor- 
der  merger  between  two  of  the  really 


big  banks.  And  if  that  happens,  it  will 
certainly  transform  the  market." 

The  tumult  points  to  the  end  of  the 
line  for  many  of  Europe's  national 
banks.  In  an  era  of  the  euro,  globaliza- 
tion, and  the  Internet,  banks  need  crit- 
ical mass  and  geographical  diversity  to 
retain  customers  and  satisfy  demand- 
ing shareholders.  The  efforts  by  Trichet 
and  bnp  Chairman  Michel  Pebereau  to 
build  a  French  national  banking  cham- 


EUROPE'S  KEY  PREDATOR  BANKS 


ABNAMRO 

With  big  opera- 
tions in  the  U.S., 
Brazil,  Hungary, 
and  Thailand,  the 
Dutch  banking 
powerhouse  is  ea- 
ger to  build  market  share  in  the 
euro  zone.  Its  likely  targets:  Banca 
di  Roma  and  Societe  Generale. 

DEUTSCHE 
BANK 

It's  talking  with 
Dresdner  Bank 
about  integrat- 
ing retail  bank- 
ing networks. 

With  assets  in  Italy,  Spain,  and 
Greece,  it  is  keen  to  buy  in 
France. 


BANCO 
SANTANDER 

Strongly  placed 
in  Latin  America, 
the  Spanish  giant 
is  bidding  for  40% 
of  Portuguese  fi- 
nancier Antonio  Champalimaud's 
financial-services  empire.  Also  eye- 
ing Societe  Generale. 

ING  GROUP 

The  Dutch  con- 
glomerate already 
owns  Barings  in 
Britain  and  Bel- 
gium's Banque 
Bruxelles  Lam- 
bert. It's  currently  buying  the 
58.2%  of  Germany's  BHF-Bank  that 
it  does  not  already  own. 


pion  were  a  last-ditch  attempt  to  pre- 
serve the  clubby  ways  of  French  fi- 
nance. Above  all,  Trichet  has  been 
determined  to  prevent  a  foreign  bank 
from  swallowing  up  key  French  institu- 
tions, bnp  managed  to  secure  65%  of 
Paribas  but  only  31.8%  of  the  voting 
shares  of  Societe  Generale.  Daniel  Bou- 
ton,  Societe  Generale's  chairman,  fierce- 
ly opposed  the  BNP  takeover. 

Although  Trichet  may  be  able  to  pull 
off  a  compromise  between  BNP's 
Pebereau  and  Bouton,  many  analysts 


expect  Bouton  to  keep  fighting  a 
ing  support  from  other  shareholurj 
backing  from  a  new  foreign  pi 
So  far,  the  takeover  battle  ha! 
duced  one  victim:  Paribas  Chiefl 
utive  Andre  Levy-Lang  resiguc 
Aug.  25.  But  even  if  Bouton  losj 
it's  just  a  matter  of  time  befoj 
forces  of  competition  pry  Franceiti 
ket  open.  "The  French  will  soot 
later  have  to  accept  foreign  ag 
tions  in  the  banking  sector,"  pi 
Ernst-Ludwig  von  Thadden,  ral 
fellow  for  London's  Centre  foi 
nomic  Policy  Research. 
hamstrung.  The  most  aggressive! 
tors  so  far  have  been  banks  outsijt 
rope's  biggest  economies.  That's « 
because  they  don't  have  huge  dij 
markets.  ABN  Amro  boasts  $490  h 
assets  but  accounts  for  less  th 
all  deposits  in  th 
tion  euro  zone 
why  the  bank  w 
acquire  Italy's  B; 
Roma,  in  whie 
ready  holds  an 
stake,  or  Societ 
erale.  It's  also  w 
Group  Chairman 
fried  van  der  Lt 
launched  a  frien< 
for  the  58.2%  of 
ing   does   not 
Germany's     BHF 
Meanwhile,  Spain 
is  maneuvering 
a  40%  stake  in  tl 
tuguese  banking 
controlled  by  fir 
Antonio  Champa] 
And  the  word  in 
is     that     Lloyd: 
Group  is  negotk 
merger  with  Ban 
bao  Vizcaya 

As  the  sh: 
gathers  pace,  no 
governments  will 
control  the  proce: 
eu  rules  prohib 
crimination  again 
ders  on  the  bi 
nationality.  And  the  European 
mission — not  national  watchdc 
resonsible  for  improving  cross 
mergers.  So  more  bankers  are  hi 
fight  when  governments  try  to 
them.  "There's  a  growing  feelin 
the  barriers  to  crossborder  banM 
be  overcome,"  says  Angus  Hisloj 
partner  for  European  bankir 
PricewaterhouseCoopers  in  Londc 
floodgates  could  open  any  day. 

By  David  Fairlamb  in  Frai 
with  Carol  Matlack  in  Paris 
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The^LWorld  wants  thinner  electronics, 


2 


3M  has 


We're  getting  it  all  on  tape 


pioneered  a  whole 


new  technology:  Microflex 


Circuits  -  the  world's  leading 


mass-produced  electronic  circuits  on  tape. 

They're  thinner,  smaller,  highly  reliable,  and  allow  for 

more  connections  than  rigid  circuit  boards.  They'll  go  anywhere  a 

designer  can  dream  up:  phones,  pagers,  laptops  and  printers.  We  expand 

the  possibilities  because  we  make  the  leap  JTOTYl  VLCCCl  TO. . . 

3M  Innovation 


For  more  information,    call  1 -800-3M-HELPS,     or  Internet:  http://www.mmm.com 


By  powering 

the  Net,  we're  bringing   newborn 

companies  into  the  world  every  day.  As  you  may 

have  noticed,  their  stock  prices  are  kicking  and  screaming. 

While  a  baby  might  have  a  mother's  eyes  or  a  father's  nose,  over 
half  of  the  world's  leading  Internet  businesses  come  into  this  world 
with  a  Sun  Microsystems  brain.  Companies  like  Excite.  eBay.  CNN. 
Consider  it  a  matter  of  good  breeding.  After  all,  75%  of  Internet  back- 
bone traffic  already  runs  on  our  Net-based  technologies,  not  to  mention 
10  out  of  12  ISPs.  That's  because  we  help  build  e-commerce  solutions  that 
work.  Whether  it's  our  high-performance  systems,  universal  Java"  soft- 
ware platform,  or  robust  Solaris"  operating  environment,  Sun  powers 
business  in  the  Network  Economy.  We  even  have  all  the  services 
that  help  keep  your  systems  up  and  running.  In  the  end,  the 
most  compelling  reason  can  easily  be  found  any  day  on 
your  nearest  stock  page.  Perhaps  we  should  be 
passing  out  cigars.  THE  NETWORK  IS 

THE  computer: 


lay'. 


We're  the  dot  in  .co 


♦ 


Sit, 

microsystt 


JAW     ©1999  Sun  Microsystems,  Inc.  All  rights  reserved  Sun,  Sun  Microsystems,  the  Sun  Logo.  Java,  the  Java  Cottee  Cup  Logo,  Solans,  The  Network  Is  The  Computer  and  We're  The  Dot  In  Com  are  trademarks  or  registered  trademarks  ol  Sun  Microsystems,  Inc  in  the  US  and  other  countnes 
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ED  BY  PATRICK  SMITH 


DIA'S  CONSERVATIVES 

IE  REAPING  THE  SPOILS  OF  KASHMIR 


iolitics,  war  can  work  wonders.  Just  four  months  ago, 
ooked  as  if  the  Congress  Party,  which  had  ruled  India 

most  of  its  50  years  of  independence,  would  sweep 
into  power.  But  when  Indians  go  to  the  polls  on  Sept. 
the  third  time  in  four  years,  the  likely  winner  will  be 
e  Minister  Atal  Bihari  Vajpayee  and  the  governing 
atiya  Janata  Party. 

eling  Vajpayee's  comeback  was  India's  recent  victory 
Pakistani-backed  rebels  in  the  Kashmir  conflict.  A  re- 
ing  economy  and  surging  stock  mar- 
ave  also  helped.  Polls  indicate  that 
IP  and  its  numerous  allies  may  win 
ft  legislative  seats  to  last  out  a  full 
ear  term.  The  Congress,  led  by  Sonia 
hi,  the  wife  of  slain  former  Prime 
ter  Rajiv  Gandhi,  limps  far  behind. 
is  is  more  than  a  political  upset  in 
laking.  At  bottom,  it  marks  a  na- 

change  in  consciousness.  Congress 
>ng  billed  itself  as  the  party  of  Indi- 
odernization — and  successfully  rid- 
.  wave  of  popular  aspirations.  Sud- 

that  looks  like  yesterday's  stance, 
lay's  India,  Sonia  Gandhi's  "progress 
1"  rhetoric,  focused  on  the  plight  of  the  downtrodden, 
is  patrician  and  retrograde.  The  bjp,  by  contrast,  is 
g  across  as  the  party  of  economic  growth  and  military 
|  It  effectively  is  preaching  a  form  of  identity  poli- 
that  Indians  can  stand  tall  in  the  world  just  as  they  are. 
i  bjp's  reversal  of  fortunes  has  amazed  most  analysts, 
luch  of  its  13  months  in  power,  the  Hindu  nationalist  bjp 
ad  a  reputation  for  religious  bigotry.  The  coalition  it  led 
narked  by  incompetence,  and  Indians  had  grown  dis- 
ned  with  the  chaotic  transition  from  socialism  to  capi- 
t.  After  a  food  crisis  last  September,  the  party  lost  local 
ons  even  in  strongholds  such  as  New  Delhi. 
it  the  conflict  against  Muslim  separatists  in  Kashmir 


VAJPAYEE:  Once  and  future  premier? 


tilted  the  scales.  The  rebels  received  the  tacit  support  of 
the  Pakistan  military.  Feuds  with  its  neighbor  have  always 
been  an  emotional  issue  for  Indians;  even  cricket  matches  be- 
tween the  two  countries  are  highly  charged  affairs.  The 
Kashmir  issue  gave  Indians  the  common  enemy  they  needed 
to  renew  their  sense  of  national  power. 

Confidence  in  the  economy,  long  a  vulnerable  point  for 
the  BJP,  has  also  improved.  Just  last  year,  the  bjp's  protec- 
tionist tendencies  left  businessmen  and  foreign  investors 
feeling  rattled.  Now,  the  government's  ag- 
gressive promotion  of  the  information 
technology  industry  has  boosted  software 
stocks  and  exports.  So  far  in  1999,  indus- 
trial production  is  up  by  5.6%. 
SONIA'S  SLIDE.  Indeed,  the  BJP's  reform 
program  is  now  virtually  indistinguish- 
able from  the  Congress  Party's.  Both  vow 
to  keep  reducing  government  controls  and 
open  up  more  segments  of  the  economy  to 
private  investment.  Both  also  promise 
growth  of  8%,  compared  with  a  forecast  of 
6.5%  this  year.  The  bjp's  reforms  are  also 
rallying  investors.  The  Bombay  Sensex 
index  is  up  54%  this  year.  "Politicians  are 
finally  realizing  that  it's  all  about  the  economy,"  says  Surjit 
Bhalla,  a  director  at  New  Delhi's  Oxus  Fund  Management. 

The  ruling  party  also  benefited  from  the  collapse  of  Sonia 
Gandhi's  campaign.  Despite  speaking  fluent  Hindi,  Italian- 
born  Gandhi  couldn't  shake  her  image  as  a  foreigner,  which 
doesn't  sit  well  with  India's  nationalistic  mood.  Nor  did  she 
capitalize  on  widespread  anxiety  that  the  bjp's  Hindi  nation- 
alism, which  in  1992  led  to  the  razing  of  a  famous  mosque, 
had  gone  too  far.  The  hope  is  that  with  a  strong  showing  at 
the  polls,  Vajpayee  can  control  his  party's  most  radical  ele- 
ments. Most  Indians  now  seem  to  see  him  as  the  best  hope 
for  a  modern  India,  rather  than  a  retreat  to  the  past. 
By  Manjeet  Kripaiani  in  Bombay 


GLOBAL  WRAPUP 


INCH  TAX  CUTS? 


•'■. 


essure  is  building  across  the  po- 
al  spectrum  for  tax  cuts  in  France 
ocialist  Prime  Minister  Lionel 
)in  wraps  up  his  budget  plan  for 
).  Jospin  has  already  proposed  tar- 
id  tax  cuts  to  spur  housing  con- 
ction.  But  Laurent  Fabius,  Social- 
eader  of  the  National  Assembly,  is 
ng  him  to  go  further,  warning 
French  voters  are  tired  of  bear- 
ane  of  the  heaviest  tax  burdens  in 
ope.  Economists  also  warn  that 
tice  is  at  a  growing  competitive 


disadvantage  as  Germany  and  other 
governments  slash  corporate  taxes  to 
stimulate  business.  France  can  afford 
tax  cuts:  Government  revenues  are 
running  nearly  8%  above  last  year  as 
the  economy  strengthens. 

THAILAND  GETS  TOUGH 

►  Thailand  is  moving  to  curb  its  black 
economy,  estimated  to  be  worth  up  to 
$18  billion  a  year.  Newly  approved 
legislation  targets  everything  from 
the  sex  trade  and  illicit  narcotics  to 
money  laundering  and  tax  evasion, 
backed  by  fines  and  jail  sentences  of 


up  to  10  years.  Thailand  has  long  had 
a  reputation  for  corruption  often  asso- 
ciated with  its  police  forces  and  politi- 
cians as  well  as  with  political  vote 
buying.  The  crackdown  is  the  result 
of  pressures  from  inside  and  outside 
the  country,  especially  from  the 
Vienna-based  Dublin  Group.  That 
group's  donor  countries,  including  the 
U.  S.,  assist  developing  states  faced 
with  large  illegal  narcotics  operations. 
"The  new  law  doesn't  change  the  cul- 
ture of  Thailand  overnight,"  says  one 
Western  banker,  "but  it's  a  step  in  the 
right  direction." 
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Crowded  marketpl 


ace. 


Composing  innovative  solutions  for  L 


Competition  from  all  sides. 


Information  overload. 


Greater  pressure  on  margins. 


Technology  limitations. 


Too  many  short-term  fixes. 


Too  few  long-term  answers. 


Nows  the  time. 


Come  in  from  the  cold. 
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Disheveled  and  exhausted,  Chris 
Larsen  stomps  into  Windows  on 
the  World,  the  ritzy  restaurant  on 
the  107th  floor  of  Manhattan's  World 
Trade  Center.  The  chief  executive  of  E- 
Loan  Inc.  is  here  for  a  dinner  to  toast 
the    online    mortgage 
company's  biggest  mile- 
stone yet:   its  initial  public  offering, 
scheduled  for  the  next  day,  June  29.  But 
Larsen  is  hopping  mad,  Chief  Financial 
Officer  Frank  Siskowski  is  dead  tired, 


and  co-founder  and  President  < 
Pawlowski  isn't  even  here. 

Some  party.  Sheer  exhaustion 
plays  a  part  in  all  this  gloom,  sinj 
E-Loan  execs  have  just  finished  a 
ing  two  weeks  of  crisscrossing  the 
try  to  pitch  investors.  But  there  ii 
at  play  here.  Rival  Intuit  Inc.  has  j 
sued   a   claim   that   its   Quicken 
gage.com  site  made  more  loans 
first  quarter— a  low  blow  on  the1 
E-Loan's  ipo.  And  Pawlowski? 


i\ 


/ 


THE  ROADSHOW  MUST  GO  ON: 
PAWLOWSKI  AND  LARSEN 
REVIEW  THEIR  PRESENTATION 


Going  pi 
is  a  sum 
path  to 
riches, 
it?  E-Loj 
saga  tell 
of  periL 
at  everyl 
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WITH  MONEY  MANAGERS 


NTERNET 
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A  TOAST  AT  NASDAQ:  WITH  CFO  SISKOWSKI 
(CENTER)  THE  DAY  OF  THE  IPO 


BY     ROBERTO.     HOF 
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"The  idea  of  a 
competitor  beating 
us  to  an  IPO  is  very 

threatening  " 

CHRIS  LARSEN 

Chief  Executive 


downright  angry  with  Goldman 
Sachs  &  Co.,  E-Loan's  under- 
writer and  the  dinner's  host. 
Earlier  in  the  day,  Goldman 
quashed  the  trio's  hopes  for  a 
high  stock  price,  citing  worries 
about  wavering  investors — 
leaving  her  with  no  appetite 
for  the  bankers'  company. 

Mostly,  they're  all  vexed  by 
one  inescapable  fact:  E-Loan's 
fate  is  now  utterly  up  in  the 
air.  A  month  earlier,  nearly 
every  Internet  IPO  rocketed  to 
the  sky.  But  after  several 
weeks  of  seesawing  Net  stocks 
and  with  a  summer  swoon  pos- 
sibly approaching,  the  E-Loan 
ipo  could  just  as  likely  flop.  Goldman  General  Partner 
Lawton  Fitt  isn't  offering  much  comfort.  Once  the  IPO 
opens,  she  says,  "it'll  be  the  longest  half-hour  of  your  life. 
It's  like  being  on  a  hang  glider,  running  off  the  side  of  a 
cliff,  and  hoping  the  winds  aren't  blowing  against  you." 

Going  public:  It's  the  ultimate  rite  of  passage  for  a 
young  company,  marking  the  transformation  from  startup 
adolescence  to  corporate  adulthood.  For  one  thing,  it  rais- 
es a  war  chest — in  E-Loan's  case, 
more  than  $50  million — and  makes 
millionaires  out  of  hard-working 
employees.  Even  more  important,  a 
public  company  commands  instant  credibility,  the  ability  to 
raise  much  more  money  from  future  offerings,  and  a  lofty 
stock  price  that  can  be  used  for  acquisitions.  That's  why,  in 
the  first  six  months  of  1999  alone,  231  companies  went 
public — nearly  two  every  business  day — raising  $26.7  bil- 
lion, according  to  business  researcher  Hoover's  Inc. 

Yet  for  all  the  attention  ipos  command,  they  remain 
shrouded  in  secrecy.  The  Securities  &  Exchange  Commis- 
sion bars  companies  from  hyping  stock  with  anything  but  a 


3ver  Story 


"  I  always 
worry  that 
I  let  people 
down" 

JANINA  PflWLOWSKI 
President 


process.  Until  now.  By  agree 
ing  to  hold  publication  until  th 
"quiet  period"  ends,  25  days  a] 
ter  the  ipo,  business  week  ot 
tained  rare  access  to  E-Loan' 
offering  process — from  th 
painstaking  preparations  for  in 
vestor  presentations  all  the  wa; 
to  the  launch  on  Goldman' 
trading  floor. 

The  picture  that  emerges  de 
fies  the  popular  image  of  IPOs  a 
a  sure  and  easy  path  to  riches  ft* u" 
As  common  as  they  are  todaj 
ipos  are  amazingly  fragile.  1 
doesn't  matter  much  whether 
company  has  a  track  record  of  increasing  revenues  and 
bright  future,  ipos  are  especially  subject  to  the  whims  of  in 
vestors — and  lately,  they've  been  in  a  bad  mood.  With  Ne 
bellwethers  such  as  Amazon.com  and  eBay  down  more  thai 
40%  from  their  late-April  highs,  investors  suddenly  are  n<  * 
longer  bidding  up  every  Net  ipo  they  can  get  their  hands  on 
SOME  GO  SPLAT.  A  few  companies  continue  to  soar:  Re<  ! 
Hat  Software  Inc.'s  IPO  tripled  on  Aug.  11,  and  Agile  Soft 
ware  Inc.'s  doubled  on  Aug.  20.  But  many  are  getting  de  *> 
layed,  postponed,  or  priced  lower  than  expected.  And  som<  > a 
that  have  dared  to  go  for  it  have,  well,  gone  splat.  When  i  pntains < 
filed  to  go  public  on  June  2,  for  instance,  E-Loan  riva  > 
Mortgage.com  had  planned  to  raise  as  much  as  $112  million  fJ' 
Not  only  did  its  initial  price  of  $8  come  in  well  below  its 
expected  price  range — raising  half  the  expected  amount—  king 
but  it  even  fell  its  first  day,  to  75&.  m'$  iw  • 

With  its  offering,  E-Loan  was  dancing  closer  to  the 
cliffs  edge  than  any  ipo  to  date.  A  few  comments  in  Maj  Ji 
from  Federal  Reserve  Chairman  Alan  Greenspan  that  ir 
plunged  the  market  into  turmoil  nearly  ended  E-Loan';  m  M,  of 
dream.  But  Larsen  couldn't  abide  waiting,  especially  wit!  p . 

ir.    I 
rocketi 
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Eg i  |3ut  what  a  hair-raising  ride:  After  opening  at  $21,  which 


■ 


lis  lurking  in  the  wings.  "Every  month  makes  a  differ 
e,"  lie  said  at  the  time.  "The  idea  of  a  competitor  beat- 

us  to  an  tPO  is  very  threatening."  Against  the  advice  of 
bankers,  E-Loan  plowed  ahead — and  slipped  in  before 

window  started  to  slam  shut. 


50%  higher  than  the  offering  price,  it  closed  at  $37 


tlmai 


I  hit  $63  a  week  later — valuing  E-Loan  at 
>n,  as  the  market  soured  in  late 
so  did  E-Loan's  stock,  falling 
iround  $21  and  wiping  out  some 
i  billion  in  market  value.  It's  no 
|   nder  Silicon  Valley  executives 
IPO  riches  "funny  money." 
FOR  GRABS.  Yet  ipos  are  no 
toughing  matter:  They  are  an 
solute  must  for  survival  in 
;  hyperspeed  Internet  Age. 
^re  a  one-time  chance  to  rise 
>ve  the  cyber  bedlam  and  es- 
\\  >lish  leadership  in  the  short 
le  that  it's  still  up  for  grabs. 
ari"  ese  are  nutty  days,  as  start- 


$2.4  billion. 


ndsc 


thumb  their  noses  at  con- 
r:  RJ  itional  business  practices  and 
eSoJpnd  way  past  their  apparent 
ans  to  stake  out  their  turf. 
n  1 5  a  cold  fact  that,  without 
n;  untains  of  ipo  money  and  es- 
i  rit  'iially  a  sky-high  stock  price 
fund  acquisitions,  the  odds 
;  against  a  newcomer  ever 
.king  it   big.   Already,   E- 
an's  new  stature  is  greas- 
;  its  way.  On  Aug.  23,  E- 
Lan  used  2.9  million  of  its 
iires  to  buy  CarFinance.com 


m  it 


THE  MONEY  TRAIL 

What  E-Loan  got  from  its  IPO  after 
others  took  their  share 

iowl  amount  MISEB $56.3  million 

-*""* $3.9  miE 
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i  •  ting  expenses  have  put  E  Loan  firmly  in  'hi-  red,  i' 
cnncs' will  hit  $6.8  million  in  1998,  up  6663  from  L997.  It. 
was  only  three  years  before  thai  Larsen,  a  former  Ch 
Corp.  auditor,  and  onetime  mortgage   broker  Pawlo 
ditched  the  conventional  mortgage  business  they  founded  in 
1992  to  start  E-Loan.  They  saw  going  online  as  a  v.: 
turn  the  mortgage  business  on  its  ear,  saving  home  bi 
50%  on  fees  by  cutting  the  loan  agent  out  of  the  picture. 
Already,  they  have  managed  to  build  a  leading  brand  name 

and  loan  volume  against  the 


SOFTBANK 
YAHOO! 


m  Bank  of  America  Corp., 

>ving  the  upstart  into  the 

irket  for  car  loans.   The 

>ck  rocketed  75%,  to  40% 

the  following  two  days. 

E-Loan's  experience  going 

blic  provides  a  t  peek  into 

at  any  ipo  prospect  might  °ata:  e-loan 

expect  in  this  volatile 
ket.  Its  ipo  is  a  tale  of  giddy  highs  and  exhausted  de- 
of  surprising  insights  both  corporate  and  personal.  It's 
tory  of  how  two  founders,  nearly  broke  less  than  two 
ars  ago,  persevered  against  the  odds  and  especially 
ainst  their  own  doubts.  It's  about  how,  just  as  they 
■re  about  to  start  on  the  roadshow,  the  ipo  nearly  slipped 
t  of  their  grasp.  And  how,  even  on  the  day  of  the  ipo, 
?ir  joy  was  tempered  by  the  untimely  death  of  a  col- 
igue  the  night  before.  Not  the  least,  as  the  market  plays 
voc  with  E-Loan's  stock,  the  ipo  is  a  telling  reminder  of 
z  vanishingly  thin  line  between  failure  and  success. 

"Sometimes  I  feel  like,  why  do  I  have  the  right  to  do 

is?" 

— E-Loan  CEO  Chris  Larsen 

It's  December,  1998,  and  Internet  stocks  are  red-hot  in 
vance  of  the  first  cyber  Christmas.  There's  no  better  time 
go  public.  And  business  is  booming:  Although  high  mar- 


likes  of  giant  Microsoft. 
Corp.'s  HomeAdvisor  and 
online  sites  of  mortgage  be- 
hemoths such  as  Country- 
wide Home  Loans  Inc.  and 
Norwest  Mortgage  Inc. 

Despite  a  $25.4  million  in- 
vestment by  Yahoo!,  Japan's 
Softbank  Holdings,  and  ven- 
ture firm  Sequoia  Capital  last 
September,  they're  going  to 
need   money  soon.   They've 
just  hired  cfo  Siskowski,  a 
52-year-old    veteran   of  two 
public  companies,  Visa  Inter- 
national and  software  maker 
Indus  Group  Inc.  But  there 
are  still  no  heads  of  market- 
ing or  operations.   Some   E- 
Loan  board  members  and  close 
|   advisers  aren't  certain  that  the 
I    company  is  ready  for  an  IPO. 

Larsen  and  Pawlowski  har- 
'  bor  their  own  doubts — more 
about   themselves   than  their 
company.  Soft-spoken  but  in- 
tense, with  a  wicked  sense  of 
humor,  Larsen  is  the  son  of  a 
United  Airlines  Inc.  mechanic — 
a  union  man  who  thought  the 
system  was  rigged  against  the 
little  guy.  The  only  thing  that 
kept    the    38-year-old    E-Loan 
founder  going  in  the  early  days 
was  anger  that  the  system  might 
I  prevent  him,  too,  from  succeeding. 
He  wonders  if  he's  worthy. 
HANDS  FULL.  So  does  Pawlowski,  the  self-deprecating 
daughter  of  postwar  immigrants  who  ran  a  credit  union  to 
help  fellow  Poles  buy  their  first  houses  in  America.  She 
feels  she's  continuing  a  family  tradition.  But  the  39-year-old 
former  Xerox  Corp.  analyst,  who  moved  to  Silicon  Valley 
with  her  husband  in  1989,  has  had  a  tough  several  years: 
Starting  up  E-Loan  contributed  to  the  breakup  of  her 
marriage  in  1995 — and  trashed  her  credit  so  badly  that 
when  she  tries  out  a  rival  loan  site,  she  is  denied.  Pawlow- 
ski has  her  hands  full  at  home,  too:  She  has  a  9-year-old 
son  to  bring  up,  and  her  father  has  Alzheimer's  disease. 

Regardless,  the  ipo  window  is  open,  and  the  market 
waits  for  no  one.  On  Jan.  13,  E-Loan's  board  gives  the 
O.  K.  to  interview  investment  bankers,  and  they're  off  to 
the  races.  By  early  February,  E-Loan  finishes  the  "bakeoff," 
the  competition  among  seven  investment  banks  to  under- 
write the  offering  and  earn  7%  of  the  proceeds.  This  fat 
sum — more  than  $3  million  in  E-Loan's  case — makes 
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Pawlowski  wonder  if  investment  banking  is  overdue  for 
its  own  middleman  massacre. 

But  E-Loan  needs  the  help,  especially  coverage  by  the 
investment  bank's  analysts  to  spur  investor  interest. 
That's  what  tips  the  scales,  ipo  powerhouse  Morgan 
Stanley  Dean  Witter  loses,  largely  because  it  can't 
promise  coverage  by  its  star  Net  analyst,  Mary  Meeker. 
Goldman,  whose  knowledge  of  E-Loan  and  its  industry 
shines,  will  lead  the  deal,  with  help  from  Don- 
aldson, Lufkin  &  Jenrette  Inc.  and  its  online 
arm  DIJ  Direct,  plus  Hambrecht  &  Quist  and 
E*Trade. 

The  timing  is  tight.  E-Loan  wants  to  go 
public  before  Memorial  Day,  when  investors 
start  vacationing  and  might  lose  interest.  The 
company  immediately 
jumps  into  drafting 
the  prospectus.  It's 
five  weeks  of  pure 
boredom,  painstakingly  writing  every  word, 
number,  and  possible  risk  to  investors.  Just 
hammering  out  a  one-line  mission  statement 
takes  the  execs,  bankers,  and  lawyers  four 
hours.  "It's  like  35  people  trying  to  write  a 
term  paper,"  moans  Larsen.  It's  crucial,  how- 
ever— not  only  is  the  prospectus  the  only 
document  a  company  can  use  to  attract  in- 
vestors, but  it's  the  chief  defense  against 
lawsuits  by  investors  if  the  stock  ever  tanks. 
NO  TURNING  BACK.  At  8  a.m.  on  Mar.  22,  Siskowski  ar- 
rives at  the  Palo  Alto  (Calif.)  office  of  financial  printer 
Bowne  &  Co.  to  wrap  it  all  up.  He  won't  leave  until  the 
final  draft  is  clone — 32  hours  later — except  for  one  short 
break  at  3  a.m.  to  chow  down  on  some  eggs  at  a  nearby 
diner.  Finally,  at  4:50  p.m.  on  Mar.  23,  Larsen  and 
Pawlowski  press  the  send  button  to  zap  the  prospectus 
electronically  to  the  sec.  E-Loan's  private  life  has  ended, 
and  there's  no  turning  back. 

After  the  filing,  strangers  keep  calling  and  E-mailing 
Larsen  and  Pawlowski.  They  claim  to  be  old  high  school 


PEOPLE... 
After  the  filing, 
strangers  want 
in  on  the  inside 
list.  E-Loan  even 
got  a  call  from 
Barbra  Streisand 


buddies,  even  while  spelling  their  names  wrong.  They're 
all  angling  to  get  on  the  "friends  and  family"  list,  people 
close  to  the  company  who  get  shares  at  the  initial  of- 
fering price.  They  even  get  a  caU  from  Barbra  Streisand. 
Pawlowski  is  so  thrilled — and  impressed  with  Streisand's 
gumption  to  call  people  she  has  never  met — that  she 
puts  her  on  the  list. 

With  the  world  now  watching,  E-Loan  must  quickly 
beef  up  its  operations  so  investors  can  find  no 
holes.  Indeed,  Larsen  uses  the  filing  dead- 
line to  spur  managers  and  partners  to 
close  at  least  five  deals  fast — including 
expansion  into  Japan  and  Europe  and 
higher  warehouse  credit  lines  to  fund 
consumer  loans.  Says  Doug  Galen, 
vice-president  for  business  develop- 
ment: "Everything's  happening  at  warp 
speed." 

So  is  the  market  for  ipos.  In  January  and 
February  alone,  36  Net  companies  have  filed 
to  go  public,  up  from  two  in  the  same  period 
last  year.  On  Mar.  30,  Priceline.com  slams  a 
home  run,  soaring  331%  on  its  first  day.  De- 
spite the  euphoria,  lots  of  industry  watchers 
worry  that  the  market  is  overheated.  Warns 
Yahoo!  ceo  Tim  Koogle,  an  E-Loan  director: 
"Too  much  capital  is  chasing  too  many  com- 
panies." Nobody  knows  how  long  the  longest 
bull  market  in  U.  S.  history  will  run,  but 


everybody  knows  it  won't  last  forever.  No  time  to  lose. 

"You're  fighting  just  to  have  investors  remember 
who  the  hell  you  are  when  they  write  the  check  two 
weeks  later." 

— Judith  McGarry,  roadshow  coach 

Throughout  April,  execs  and  bankers  spend  several 
days  carefully  crafting  a  roadshow  slide  presentation 
for  Larsen,  Pawlowski,  and  Siskowski.  Once  it's  com- 
pleted, they  do  practice  runs  in  front  of  Judith  H. 


nmnsBn 


ntel  Inside 

iewSonic 
on  top! 


(PC  Sold  Separately) 


F  PC  WORLD 

K>     !    f    >    1        B    U    » 


(800)  888-8583  •  Specilicalions  subject  lo  change  without  nolice  •  Copyright  ©  1999,  ViewSonic  Corporation  •  All  lights  reserved  •  Corporate  names  and  trademarks 
are  property  ol  Iheir  respective  companies  •  Intel  jnd  Intel  Inside  are  registered  Irademarks  ol  Inlet  'Newport  Beach- June  1999  tOVI  cable  required  •  "Slanlord 
Resources.lnc  Ouarteilv  Momtrak  report  0.1  '99  and  Display  Search  Quarter ly  Supply  vs  Demand  study  LCD  Monitors  02  '99  •  Pivot®  and  the  Pivot  Enabled™  logo  are 
registered  trademarks  ol  the  Portrait  Display.  Inc 


Demand  digital,  analog  and  video  gold 

with  PC  Magazine's  Golden  Gavel  Aw.ifl 
winner,  the  ViewSonic  VP151  ViewPanel® 
PC  Magazine  presents  this  award  to  the 
company  that  delivers  the  most  innovative 
technology  during  their  Editor's  Day  Tour*. 
ThenewVP151  and  VP181  introduce 
Optisync™  technology,  designed  to  deliver 
superior  digital  and  analog  capabilities. 
Compatible  with  DVI  technology1,  these 
ViewPanels  are  technical  marvels. 

The  newVP151  and  VP181  are  USB 
compliant  and  capable  of  picture  in 
picture  video  overlay  They  set  the 
standard  for  office  ergonomics  with  swivel, 
tilt,  height  adjustment  and  landscape  / 
portrait  functions.  Both  ViewPanels  contain 
two  integrated  speakers  and  are  wall 
mountable.  With  all  these  features,  it's  easy 
to  put  ViewSonic  on  top! 

•  ViewSonic  offers  the  #1  best  selling 
monitors  and  flat  panel  displays  in  the  USA** 

•  ViewSonic  has  won  over  550  prestigious 
industry  awards  to  date 

•  3-year  warranty  on  parts,  labor  and  backlight 

•  24-hour  customer  service,  7  days  a  week 

For  more  information  on  the  company 
that's  won  over  550  industry  awards,  call 
ViewSonic  at  (800)  888-8583,  or  visit  our 
website  at:  www.ViewSonic.com/busweek/ 
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McGarry — a  partner  at  Stone  Communications,  a  San 
Francisco  communications  consulting  firm.  They  need 
some  work:  While  Siskowski  seems  to  have  the  rhythm 
right,  Larsen  talks  too  fast,  and  Pawlowski  sounds  too 
tentative.  They  spend  hours  at  a  stretch  for  several 
days  trying  to  polish  the  delivery  to  keep  the  attention 
of  jaded  investors,  who  see  dozens  of  ipo  presentations  a 
week.  Selling  stock,  it  seems,  is  surprisingly 
like  selling  cars  or  deodorant. 

Now,  on  a  warm  early  May  afternoon,  it's 
time  to  hone  their  act  in  front  of  the  under- 
writers. Even  in  the  green  fluorescent  glare  of  a  ' 
glass-walled  E-Loan  conference  room  called  the 
Fish  Bowl,  the  trio  looks  smooth.  Then  one 
Goldman  banker,  play- 
ing investor,  fires 
some  tough  ques- 
tions at  them.  Lar- 
sen tells  the  "investor"  he's  mistaken  about  a 
couple  of  facts,  and  McGarry  objects:  Don't 
contradict  the  guy  with  the  fat  checkbook, 
she  warns.  "But  they're  wrong!"  Larsen 
protests,  breaking  into  a  sweat.  "I'm  not  go- 
ing to  water  down  what's  a  revolution.  If 
they  don't  like  it,  go  and  invest  in  Country- 
wide and  don't  f***in'  invest  in  us." 
"DELICATE  BALANCE."  There's  a  pause,  some 
pursed  lips,  and  downcast  eyes.  Then 
Pawlowski  quips:  "In  all  the  years  I've 
worked  with  Chris,  he's  only  pissed  off  40  people."  After 
the  meeting,  McGarry  winces.  "I'm  going  to  have  to 
beat  him  up  a  bit,"  she  says.  "He's  got  to  learn  how  to 
behave."  But  it's  a  delicate  balance,  she  adds:  "I  would 
hate  to  throttle  that  passion.  Investors  just  love  that." 
For  the  next  two  weeks,  E-Loan  is  busy  signing  a 
European  investment  deal  with  Group  Arnault,  closing  a 


WRINKLES 

As  a  flat  second 
quarter  took 

shape,  E-Loan 
had  to  delay 
its  IPO  ' 


HANDWRITING  ON  THE  WALL: 
ELATED  WORKERS'  GRAFFITI 


Japanese  deal  with  Softbank,  and  answering  the  sec's 
prospectus  questions.  They  also  prepare  themselves  for 
the  roadshow.  Pawlowski  gets  her  bangs  trimmed  and 
buys  a  Christian  Dior  suit.  Larsen  works  out  in  a  health 
club  to  steel  himself  for  the  roadshow's  dawn-till-past- 
dusk  daily  regimen. 

But  then,  their  smooth  road  to  the  ipo  suddenly  dis- 
&        solves  into  gravel.  Nearly  two  months  into  the 
second  quarter,  it's  apparent  that  rising  in- 
terest rates  have  slowed  refinancings, 
which  had  made  up  96%  of  E-Loan's 
completed  loans  in  the  first  quar- 
ter. Mortgages  for  new-home  pur- 
chases   are    growing    fast — great 
news — but  they  take  longer  to  close. 
That  means  they  can't  avoid  a  flat  quarter, 
which  could  spook  investors.  During  a  con- 
ference call  with  Goldman  on  May  24,  Larsen 
and  Pawlowski  reluctantly  agree  to  delay  the 
ipo  pending  a  conference  call  with  all  the  un- 
derwriters' analysts  the  following  week. 

Even  before  then,  the  market  heads  south. 
On  May  26,  two  Net  ipos — free  E-mail  ser- 
vice Juno  Online  Services  and  Internet  access 
provider  Ziplink  Inc. — "break,"  or  fall  below 
their  offering  price,  on  the  first  day.  That's  a 
disastrous  enough  sign,  but  the  next  day,  the 
Dow  Jones  industrial  average  plummets  235 
points.  Everything  seems  to  be  falling  apart. 
Indeed,  on  June  3,  Goldman  comes  back  with  gut- 
wrenching  advice:  Wait  until  the  end  of  July  to  get  the 
flat  quarter  behind  the  company.  "That  would  mean 
eight  weeks  of  waiting,"  moans  Larsen.  Afraid  they 
might  miss  the  ipo  window,  they  huddle  with  their 
board,  then  get  on  the  horn  again  with  Goldman 
bankers — who  pitch  another  option:  drop  E-Loan's  fifing 


E-LOAN'S  VOLATILE  START 


MAY  21:  E-Loan  sets  the  initial 
price  range  for  its  offering  at 
$11  to  $13  a  share. 


JUNE  4:  The  offering  range  is 
lowered  to  $9  to  $11  a  share. 
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JUNE  28:  The  offering 
range  is  raised  to  $12  to 
$14  a  share  early  in  the  _ 
afternoon.  By  the  end  of 
the  day,  the  final  price 
"is  set  at  $14.  DAILY  CLOSINGS 
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JUNE  29:  E-Loan  shares  almost 
triple  the  first  day  of  trading. 
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REHEARSAL  TIME:  AT  E-LOAN'S 
HEADQUARTERS  IN  DUBLIN,  CALIF. 
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ISSIOIM:  Space  is  called  the-  final  frontier,  but  these  clays  it's  also  called  a  business.  So  every  mission  points  in 
nvo  directions  at  once — toward  future  opportunity  and  todays  bottom  line.  To  us,  these  aren't  opposite*  because  both  are 
I  ached  the  same  way.  With  aggressive  innovation  backed  by  experience.  Which  points  in  one  direction.  To  Lockheed  Martin.' 
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LOCKHEED    MARTEN 


UCCESS:  Launch  vehicles  and  operations.  Satellites  of  all  kinds.  Planetary  explorers.  Space  transportation. 

Iclccommunications  services.  We  pioneered  in  all.  Today  we  lead  in  applying  commercial  practices ro  cut  costs  and  cycle 

limes,  to  improve  reliability.  We  have  more  space  experience  than  anyone.  Exactly  the  amount  your  investment  deserves. 
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range  by  about  $2  a  share,  to  between  $9  and  $11, 
which  should  keep  investors  interested.  "Ew — do  we 
want  to  do  that?"  asks  Pawlowski.  That  would  mean  a 
drop  of  around  $7  million  in  what  they  raise — and  might 
even  look  like  they're  desperate. 

They  finally  agree,  figuring  they  can  raise  the  range 
again  closer  to  the  ipo.  Besides,  they  need  to  move 
fast:  E-Loan  is  down  to  $4.1  million  in  cash,  after  losing 
$11.4  million  in  the  first  quarter.  It's  not  that  they  can't 
get  more  money.  Softbank  has 
offered  to  invest  more  in  E- 
Loan.  But  there's  no  telling  how 
much  longer  they  might  get  de- 
layed if  they  wait  now — or  when  rivals  might  file  to 
go  public.  They  can't  afford  to  wait. 

"This  is  way  worse  than  I  thought  it  would  be!" 
— President  Ja?/i?ia  Pawlowski 

Shortly  after  briefing  the  underwriters' 
sales  forces  in  New  York  and  San  Fran- 
cisco, the  show  gets  rolling  on  June  15  at 
mutual-fund  giant  T  Rowe  Price  Associ- 
ates Inc.  in  Baltimore.  It's  one  of  many 
large  investors  they'll  pitch  to  in  the  next 
two  weeks — usually  one-on-one  with  a  money 
manager,  sometimes  with  20  or  more  investors 
from  different  funds.  A  pattern  establishes  it- 
self right  away,  Pawiowski  writes  in  a  diary 
entry  posted  to  employees — all  of  them  share- 
holders— on  the  company  intranet: 

"Drive,  drive,  drive.  Park.  Go  to  the  bath- 
room. Present  [to  the  investors].  Get  feed- 
back. Go  to  the  bathroom.  Drive,  drive, 
drive . . .  Park,  run,  run,  run,  sweat,  run.  No 
time  for  the  bathroom! . . .  Whew! ...  Do  we 
have  to  do  this  again  tomorrow?"  It  soon 
strikes  her  that  they're  living  some  twisted 
version  of  the  movie  Groundhog  Day,  in  which 
Murray  relives  one  day  over  and  over. 

On  the  second  day  of  investor  meetings,  starting  in 
Milwaukee,  they  start  to  hit  their  stride — and  get  a  lit- 
tle taste  of  what  riches  can  bring.  Outside  a  meeting, 
Larsen  sees  their  stretch  limousine  and  shakes  his  head: 
"Isn't  this  the  height  of  capitalism?"  They're  driven 
right  onto  the  tarmac  at  the  Milwaukee  airport  to  their 


CAPPED  OFF 

Low  on  cash  and 
afraid  of  missing 
its  IPO  window, 
E-Loan  decides 
in  June  to  go  for 
it  full-steam 

Bill 


chartered  jet.  Onboard,  Pawiowski  hands  Larsen  a  mag- 
azine called  Millionaire.  He  flips  through  the  publication, 
spies  an  article  entitled  The  Rich  Man  in  His  Castle  and 
throw's  it  down,  muttering:  "You  get  really  twisted  read- 
ing this  stuff." 

GETTING  PUNCHY.  Talk  turns  to  other  money  matters, 
such  as  the  mystery  of  ipo  pricing.  They're  both  suspi- 
cious of  the  underwriters,  who  won't  say  much  about  the 
process.  "There's  some  banker  in  New  York  who  you've 
never  met  making  the  decision,"  says  Larsen. 

By  a  3  p.m.  meeting  in  Minneapolis,  their  fourth  city 
of  the  day,  they're  getting  punchy.  When  one  investor 
nods  off,  Larsen  almost  bursts  out  laughing — and  to 
avoid  it  must  hand  off  his  presentation  two  slides  early 
to  a  surprised  Siskowski.  To  avoid  laughing  herself, 
Pawlowski  digs  her  fingernails  painfully  into  her  palms. 
Still,  Larsen  suspects  one  money  manager  in  New 
York  didn't  invest — the  only  one  they  visited 
not  to  do  so — because  Larsen's  fake  cough 
failed  to  disguise  his  giggles. 

Finally,  on  the  chartered  jet  to  Kansas 
City  that  evening,  Larsen  and  Pawlowski 
relax.     Sipping    a     Red     Hook    beer, 
Larsen — like  Pawlowski,  an  active 
Democrat — muses  about  how  com- 
panies like  his  may  eliminate  so 
many  jobs  that  governments  will  be 
forced    to   become   more    socialist.    "Of 
course,"  he  adds,  "I  won't  be  describing 
this  scenario  to  investors." 

The  next  week  and  a  half  is  a  blur  of 
meetings,  sometimes  eight  a  day,  sometimes 
starting  at  7  a.m. — excruciating  for  Larsen 
and  Pawlowski,  who  hate  mornings.  They 
zip  from  Denver  to  San  Diego  to  Los  An- 
geles to  San  Francisco  to  Chicago  to  Hous- 
ton to  New  York  to  Boston,  and  finally  back 
to  New  York — 58  meetings  and  close  to  200 
money  managers  in  all.  They  often  subsist  on  Power 
Bars  and  water  until  dinner.  But  somehow,  they  get 
their  message  through.  Emmy  Sobieski,  a  fund  manager 
at  San  Diego  mutual  fund  group  Nicholas  Applegate,  is 
impressed  with  E-Loan's  passion  to  change  its  industry 
and  its  ability  to  roll  with  interest-rate  hikes.  "They 
reacted  very,  very  nimbly,"  she  says. 

By  the  last  day  of  the  roadshow,  Friday,  June  25, 
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they're  a  well-oiled  machine.  Ever  cautious,  however, 
Sean  Macnew,  one  of  two  Goldman  analysts  to  accom- 
pany E-Loan  on  parts  of  the  roadshow,  says  they 
should  not  get  too  excited  about  the  70  people  who 
show  up  for  their  noon  presentation  at  the  stuffy  Met- 
ropolitan Club  in  New  York:  "A  lot  of  people  come 
for  the  free  lunch."  By  now,  Larsen  wants  to  stran- 
gle him. 

After  their  presentation,  investors  pepper 
them  with  almost  two  dozen  questions: 
Why  are  12%  of  customers  dissatis- 
fied? When  will  you  break  even?  How 
do  you  avoid  bias  on  loans  that  they 
fund  themselves  compared  with  those 
referred  to  other  lenders?  "He  didn't  answer 
your  question,"  one  money  manager  says  to 
that  last  questioner.  Some  duck  out  early, 
while  others  seem  to  pay  more  attention  to  the 
chicken  and  the  mesclun  salad.  An  outsider 
might  think  E-Loan's  ipo  will  die  a  humiliating 
death.  But  the  trio,  drawing  on  some  sixth 
sense,  seems  happy. 
Or     maybe     they're 
just     relieved     that 
their  "two-week  death 
as  Siskowski  calls  it,  is  finally  over. 
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march. 


"I  have  a  bomb.  I  want  $16  a  share,  or  I 
blow  the  place  up." 

— Chris  Larsen 


GAME  OVER 

"If  it  wasn't  for 
the  Prozac, 

I  never  would 

have  gotten 

through  it," 

jokes  Larsen 


That  would  net  E-Loan  millions  of  dollars  more — about 
$3.5  million  for  each  extra  dollar  in  share  price.  Now,  this 
looks  unlikely.  And  since  Larsen  doesn't  actually  have 
the  bomb  he  joked  about  with  Pawlowski  before  the 
meeting,  he  has  little  leverage.  "It  was  like  a  kick  in  the 
stomach,"  says  Pawlowski.  "I  wanted  to  hear  some  en- 
couraging words,  and  there  was  nothing."  Adds  Siskows- 
ki: "I  feel  like  I've  been  to  a  proctologist — and  he  had  a 
very  cold  finger." 

It's  a  feeling  many  startups  experi- 
ence. Indeed,  Proxicom  Inc.,  which  went 
public  in  April,  dumped  Goldman  as  lead 
banker  after  disagreeing  on  the  compa- 
ny valuation.  But  most  can't  afford  such  bat- 
tles. "It's  easy  to  feel  overwhelmed  with  the 
process,"  says  Yahool's  Koogle.  "In  the  end, 
none  of  us  controls  any  of  it."  By  day's  close, 
when  E-Loan's  price  is  finally  set  at  $14,  at 
the  top  of  the  range,  it's  clear  that  investors 
liked  what  they  saw.  Orders  pile  in  for  109 
million  shares — 26  times  as  many  as  will  ac- 
tually be  sold.  It's  a  strong  show  of  sup- 
port— so  strong  that  E-Loan  execs  wonder 
anew  why  the  heck  they  couldn't  have  upped 
the  price  to  $16.  "All  this  work  on  the  IPO, 
and  we  could  have  raised  as  much  in  one 
day"  from  investor  Softbank,  grouses  Larsen. 


On  Monday,  after  a  weekend  that  feels  to  Larsen 
"like  waiting  for  open-heart  surgery,"  the  trio  has  a 
morning  conference  call  with  Fitt  to  review  investor 
demand.  Her  gut  feeling  based  on  knowledge  of  prospec- 
tive investors — and  it  seems  that's  about  as  scientific  as 
it  gets — tells  her  they  can  raise  the  price  range  to  be- 
tween $12  and  $14,  which  would  show  momentum. 

Problem  is,  Larsen  and  Pawlowski  had  been  hoping 
for  $16  a  share,  the  price  Softbank  had  offered  to  pay  a 
month  earlier  when  it  looked  like  the  IPO  might  not  go. 


"Now  it's  out  of  your  hands.  It's  all  up 
to  investors." 

— Goldman  Sachs  analyst  Roy  Navon 


Larsen  arrives  before  anyone  else  on  the  morning  of 
June  29  at  the  1  New  York  Plaza  offices  of  Goldman 
Sachs,  near  Wall  Street.  He's  red-eyed  after  a  sleepless 
night — although  he  fared  better  than  former  usWeb 
ceo  Joe  Firmage,  who  believes  he  saw  an  alien  one 
night  just  before  his  company  went  public.  "I  totally  get 
that  now,"  Larsen  deadpans.  "If  it  wasn't  for  the  Prozac, 
I  never  would  have  gotten  through  it."  Jokes  aside,  he 
wouldn't  miss  any  of  this  for  the  world.  In  less  than  an 
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hour,  the  first  shares  will  start  trading  and  Larsen  will 
know  whether  the  work  was  worth  it. 

He's  soon  joined  by  Pawlowski,  her  9-year-old  son,  Adri- 
an, who's  wearing  an  E-Loan  polo  shirt  and  a  Lion  King 
cap  on  backwards,  and  her  two  teenage  nieces.  Adrian 
offers  everyone  fluorescent-colored  candy  vines,  but  Lai*sen 
and  Pawlowski  decline — no  room  around  the  knots  in  their 
stomachs.  "This  is  it,  Chris!"  Adrian  shouts,  and  gives 
him  a  high-five.  On  the  way  down  to  Goldman's  trading 
floor,  Larsen  feels  for  his  lucky  charms — a  St.  Christo- 
pher medal  and  a  rubbing  rock — and  suddenly  looks  panic- 
stricken.  He  forgot  them!  "They're  still  in  my  bag,"  he  mut- 
ters uncertainly,  "so  that  counts." 

On  the  huge  trading  floor,  plas- 
tered against  a  wall,  Larsen, 
Pawlowski,  and  Siskowski  look 
powerless  and  vulnerable.  All  they're  allowed  to  do  is 
watch  as  hundreds  of  twentysomethings,  mostly  men  in 
starched  shirts  and  ties,  stare  at  large  PC  screens,  occa- 
sionally yelling,  "88,  Johnny!"  or  "737,000  Staples  to  buy, 
J.  M.!"  A  large  green  ticker  overhead  silently  spools  out  ar- 
cane stock  symbols  and  prices. 

Fitt  and  another  Goldman  managing  director,  Robert 
Shea,  lean  into  a  screen  that  stands  30  feet  away,  watching 
events  intently.  They're  waiting  for  the  end  of  a  15-minute 
no-trading  window  before  the  opening  that  Nasdaq  re- 
quires to  make  sure  there  are  no  pricing  anomalies — such 
as  bids  that  are  identical,  providing  no  incentive  for  trades. 
Breathless  with  anticipation,  Pawiow^ski  squeaks:  "C'mon,  1 
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can't  breathe!"  Then  Fitt  and  Goldman  analyst  Roy  Na\ 
hustle  over  to  explain  that  the  stock  likely  will  open  at  3 
then  fall  by  two  or  three  points.  "That's  cool,"  says  Lars 
"In    this    market,    that    would    be    very    successfi 

Back  at  the  screen,  Shea  yells,  "O.  K.,  you  got  20"^  ope  t 
Just  before  noon,  when  traders  aren't  quite  so  busy  as  e  F<* 
lier,  eeln,  E-Loan's  symbol,  comes  snaking  across  the  ti  - 
er.  "Awesome,"  says  Navon.  "You're  up  50%!"  Grinning  < 
to  ear,  Larsen  hugs  Pawlowski,  who  just  sighs  and  hugs  1 1 
nieces.  Siskowski  gives  Larsen  a  soft,  relieved  high-fi  fc 
It's  no  Priceline,  perhaps,  but  it's  "not  too  shabby,"  accord  i 
to  Siskowski.  Larsen  lingers,  drinking  it  all  in,  burning  it  i  i 
his  memory.  "I'm  never  going  to  sleep  again,"  he  says. 
"NO  WAY!"  Heading  back  upstairs,  they  call  the  troops  b;  I 
home  in  California,  who  have  been  watching  the  stock  r  m 
on  a  ticker  set  up  in  a  vacant  building  next  door.  On  t  tk  I 
floor,  someone  has  defiantly  spray-painted  "In  Your  Dreai  luh 
Quicken!"  and  dead-body  outlines  labeled  "iOwn.com"  a  a 
"Mortgage.com."  Emotions  are  mixed:  E-Loan's  Bob  Farra  r 
a  loan  specialist  in  his  60s,  died  of  a  heart  attack  the  nij  h 
before — a  big  loss  in  a  company  with  only  250  people. 'El  M 
there  are  also  tears  of  joy  as  champagne  corks  pop:  1  p 
stock  rises,  and  employees  egg  the  ticker  on:  "30,  30,  30  itl 

Over  the  squawk  box,  Larsen  hears  someone  say  t  in'> 
stock  just  hit  $38 — only  five  minutes  after  it  was  at  $23.  1 1 1 
possible.  After  they  hang  up,  he  laughs:  "They're  watchi  fc 
the  wTong  stock."  But  he's  wrong:  In  a  flash,  the  stock  I  Hit 
rocketed — now  it's  up  another  $5,  to  $43.  "No  way!"  m 
yells.  "Omigod!"  Finally,  after  all  the  struggle,  it's  pay  in 


The  tables 
are  turned 
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c.  When  the  market  closes  a  few  hums 
i'joan's  stock  will  have  risen  1(J4%  on  the 
n  >:ir  baby's  worth  a  cool  $1.4  billion. 

*  'Every  five  minutes  I  run  the  calculator, 
t  iw  can  you  not  have  that  on  your  mind?" 
ti ;  — Tara  Kelly,  E-Loan  production  manager 

: 

I  The  next  day,  back  at  E-Loan's  headquarters  in 

I  blin,  Calif.,  45  minutes  northeast  of  San  Jose, 
i  ployees  are  still  giddy  during  a  brief  after- 
i  >n  homecoming  for  the  road  warriors.  And 

y  not?  Some  41  employees,  such  as  loan  pro- 
is  jtion  manager  Debbie  Stith,  a  single  mom,  are 
i  idenly  millionaires  on  paper.  And  as  E-Loan's 
!  ck  keeps  rising — hitting  a  closing  high  of  $63 
ai  July  6— -others  can  afford  that  new  car,  or  set 

I I  a  college  fund.  But  there  won't  be  much 
ra  he  to  spend  it,  says  fellow  production  manag- 
ij  :Tara  Kelly:  "Now  you  have  to  work  even  harder." 

|  T  GAIN.  Her  warning  is  justified:  While  E-Loan's  stock 
1  nains  fairly  steady  for  several  weeks,  it  soon  becomes 
I  ar  that  the  IPO  cuts  both  ways.  By  early  August,  E- 
I  san's  stock  sinks  below  $22,  far  below  the  first  day's 
!  Be.  The  culprits:  higher  interest  rates,  a  sagging  overall 
hi  rrket,  and  investors  finally  sated  from  the  IPO  feast. 
I  The  stock  remains  well  above  its  $14  offering  price,  so 
'  I  ployees  and  early  investors  can  still  boast  a  fat  gain  on 
I  ir  investment.  And  there  is  an  upside:  Rivals  missed 


SOME  BABY 

At  the  end  of  the 

first  trading  day, 

E-Loan's  stock 

will  have  risen 

164%,  to  a  cool 

$1.4  billion 


th«*  window.  Before  Mortg  ipo 

dud,  Larsen  says,  "we  could  easily  have 
seen  two  or  three  competitor!    rai 
bunch  of  money."  Now,  he  says,  E-Loan  has 
the  upper  hand  in  deals. 
But  while  stock  declines  are  no  surprise,  they 
still  hurt.  Stith,  who  harbored  hopes  of  cutting 
buck  on  work  to  spend  more  time  with  her  son 
shortly  after  her  stock  vests  in  two  years,  must 
put  off  such  dreams  a  little  further.   Frets 
Pawlowski:  "I  always  worry  that  I  let  people 
down."  The  bigger  concern  is  how  reliable  its 
market  value  is  for  making  more  acquisitions. 
For  all  the  money  the  ipo  brought  in,  it's  ap- 
parent that  E-Loan's  currency — like  many  new 
issues  that  offer  relatively  few  shares  to  the 
public — is  nearly  as  volatile  as  a  South  Ameri- 
can country's. 

The  certainty  of  uncertain  stock  prices  is  why 
Larsen  and  Pawlowski  aren't  letting  up.  In  just  the  first 
week  after  returning  home,  they  signed  two  big  deals:  fur- 
ther expansion  in  Britain,  Australia,  and  New  Zealand,  and 
an  agreement  to  provide  multimedia  financial  material 
through  cable  Internet  access  provider  Road  Runner.  Says 
Larsen:  "It's  like  you  pass  the  finish  line  of  the  marathon  and 
people  say,  'Thanks  a  lot,  but  you  still  gotta  run.' "  So  they 
take  a  deep  breath,  another  step,  and  don't  even  think 
about  stopping. 

With  Gabrielle  Saveri 


)  1'joo  American  Hondj  Motor  Co.,  Inc. 


Now  you  get  to  deal  the  cards.  You  get  to  cut  the  deck.  You  wield  the  power  to  get  the  Honda 
you  love  at  the  price  you  want.  The  Accord.  The  CR-V.  The  Civic.  Or  the  Passport.  The  '99  Honda  Clearance. 

Don '/ you  just  love  it  when  you  win? 

The  '99  Honda  Clearance.  You  win. 

See  Your  Honda  Dealer  Today 


Finance 


MUTUAL  FUNDS 


FAST-BUCK  TRADERS 
GET  THE  HEAVE-HO 

Mutual  funds  turn  up  the  heat  on  so-called  market  timers 


M 


arket  timers  vs.   mutual-fund 

managers:  The  battle  between 

I  the  two  sides  may  be  somewhat 

I  arcane,  but  the  stakes  could  be 

high  for  fund  investors. 

Professional  timers,  many  of  whom 
control  millions  of  clients'  dollars,  dart  in 
and  out  of  funds,  taking  advantage  of 
the  cost-free  entrance  and  exit  features 
of  no-load  mutual  funds.  Depending  on 
their  trading  system,  the  timers  might 
keep  their  money  in  a  fund  for  months, 
weeks,  or — in  an  increasing  number  of 
cases — just  a  few  days. 

Fund  managers  complain  that  all  that 
sloshing  around  can  raise  a  fund's  over- 
head and  lower  returns.  Timers'  moves 
can  possibly  raise  the  tax  bill  for  the    ; 
buy-and-hold  investors  if  the  funds  are    J 
forced  to  sell  stocks  with  capital  gains   J 
to  meet  redemptions.  In  the  past, 
most  funds  dealt  with  frequent  switch-    J 
ers  with  warnings  to  stop  or  leave. 

Now,  fund  managers  are  getting  se-   J 
rious.  They're  slapping  on  redemption   I 
fees,  with  the  hope  that  the  timers    | 
will  curb  the  short-term  trading.  On    j 
Aug.  16,  Oakmark  posted  2%  redemp-    , 
tion  fees  for  shares  sold  in  less  than  90    \ 
days.  The  charge  applies  to  all  but  thf 
Oakmark  Fund  and  the  Oakmark  Eq- 
uity &  Income  Fund. 
WARNING.  The  fees  were  not  Oakmark's 
first  choice.  William  C.  Nygren,  portfolio 
manager  of  Oakmark  Select  Fund  says 
the  company  has  been  policing  suspect- 
ed timers  for  a  while,  sending  warning 
letters  to  accounts  that  made  short-term 
trades  of  $1  million  or  more.  The  mil- 
lion-dollar trades  eased  up,  says  Ny- 
gren, but  then  there  was  a  a  jump  in 
the  number  of  short-term  trades  in  the 
high  six  figures. 

Nygren  says  the  firm's  international 
funds  were  particularly  frequented  by 
timers  who  bought  international  funds 
when  Wall  Street  rallied,  betting  on  a 
follow-through  rally  the  next  day.  In- 
deed, Invesco  Funds  recently  slapped 
a  1%  exit  fee  on  four  international  and 
one  high-yield  bond  fund  that  applies 
to  redemptions  made  within  90  days. 


Some  companies  are  trying  to  timer- 
proof  their  funds  before  the  hot  money 
finds  them.  Firsthand  Funds  has  two 
new  technology  funds  in  registration 
that  will  have  2%  redemption  fees  on 
shares  held  less  than  six  months.  Ear- 
lier this 


all  its  funds  and  predicts  most  ft 
groups  will  adopt  them. 

To  the  timers,  these  latest  bars 
the  exit  doors  are  too  much.  "The  fui 
w^ant  to  accept  timer  money  but  then 
able  to  lock  the  door  when  the  mor 
wants  to  leave,"  says  David  Lucca 
timer  with  Rhoads  Grunden  Lucca  C; 
ital  Management  in  Lancaster,  Pa., 
president  of  the  Society  of  Asset  Al  t 
cators  &  Fund  Timers  Inc.  (sAAF'i 
"They  can't  have  it  both  ways." 

Lucca  suggests  that  the  fund  com]  ( 
nil's  are  going  through  a  tough  tin 
and  they're  trying  to  make  "timers  i] 
scapegoats."  Timers  are  easy  targe  j  i 
Academics  argue  that  timing  does 
work,  and  most  timers  have  underpi 
formed  the  bull  market. 

So   have   the  ..-«•*  k 
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year,  First- 
hand Technology  Innovators  Fund,  then 
$60  million  in  assets,  was  hit  with  a 
$10  million  redemption — "and  we  had 
to  sell  positions  we  otherwise  would 
not  have,"  says  Steven  C.  Witt,  a  First- 
hand managing  director.  Witt  says 
Firsthand  hopes  to  extend  those  fees  to 


funds.  Nearly  96 
of  the  diversified  U.  S.  equit 
funds  underperformed  the  Standard 
Poor's  500-stock  index  over  the  past  fi\ 
years.  That's  why  some  investors  ai 
choosing  low-cost  index  funds  insteaj 
of  the  high-fee,  actively  managed  por  gj 
folios.  Or  they  opt  out  of  funds  entire!  {, 
going  to  separately  managed  accounts  c  $, 
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'"■  ip,  do-it-yourself  online  investing. 
i  result,  cash  inflows  are  declining. 

'   >ws  to  equity  funds  peaked  at  $227 
^i_>n  in  1997;  so  far  this  year,  the  an- 
1    ized  rate  is  about  $1X0  billion. 
"l  hat  could  explain  why  fund  compa- 

are  getting  edgy  about  the  timers. 
1  lout  a  stream  of  new  money,  big  re- 

ption  orders  could  force  them  to  liq- 
■^  te  shares  often  at  inopportune  times, 
1  i  as  selling  into  a  falling  market.  But 

•rs  say  an  outflow  of  assets  could  be 
H|  e  detrimental  to  the  fund  compa- 
'«  ,  which  are  worried  about  their  own 
ii  inues.  "They're  raising  fees  to  hold 
?  :o  assets,"  says  Douglas  Fabian  of 
i  van  Premium  Investment  Resource, 
I1'  a  switch-fund  newsletter. 

"And    they    are 
doing  it  under 
the  guise  of 
helping  in- 


transaction  fee  fund  programs  al  Charlei 
Schwab  &  Co.  and  Fidelity  Brokerage 

Services,  which  keep  their  redemption 
fees  to  offset  their  costs.  "We  needed  to 
create  some  speed  bumps,"  says  Jeffrey 
M.  Lyons,  Schwab's  senior  vice-president 
for  mutual-fund  marketing.  "We  were 
looking  out  for  the  interest  of  the  funds, 
but  we  also  wanted  to  curb  excessive 
trading  because  that's  a  cost  to  us." 
UNFRIENDLY.  Earlier  this  year,  Schwab 
lengthened  the  amount  of  time  investors 
had  to  hold  a  fund  in  the  OneSource 
program  before  the  sale  would  trigger  a 
redemption  fee;  retail  accounts  must 
now  hold  180  days,  and  institutional  ac- 
counts, 90  days.  And  Fidelity  went  from 
five  free  switches  per  year  with  no  min- 
imum holding  period  to  levying  fees  for 
those  who  sell  within  180  days. 

While  funds  and  timers  often  have 
had  conflicting  interests,  they  usually 


elsewhere.  At  the  time,  Value  Trust  was 
more  than  $8  billion  and  Special  Inve  ' 

merit  more  than  $]    billion.  "They  were 

huge  rands,"  he  says.  "How  was  I  going 
to  adversely  affec!  them?" 

Load  funds  attract  fewer  tinier.-  than 
no-loads,  but  load-fund  managemi 
are  no  more  tolerant  of  them,  aim 
Funds,  a  $115  billion  group,  last  year 
booted  timers  with  a  collective  $600  mil- 
lion. And  starting  Sept.  15,  aim  share- 
holders will  be  limited  to  10  switches 
per  calendar  year — and  management 
says  frequent  traders  may  be  cut  off 
sooner.  Timer  Bob  Pritchard,  who  works 
out  of  Wedbush  Morgan  Securities  Inc. 
in  Eugene,  Ore.,  says  he  was  surprised 
in  June  when  mfs  Emerging  Growth 
Fund  refused  to  take  what  would  have 
been  his  13th  trade  of  the  year.  He  per- 
suaded them  to  take  his  sell  orders  but 
has  not  done  any  further  trading  with 


FIGHTING  FREQUENT  SWITCHERS 


To  discourage  short-term  trading  in  their  mutual  funds,  more  and  more  fund 
management  companies  are  instituting  redemption  fees. 

I   OAKMARK  Charges  a  2%  redemption  fee  on  shares  sold  within  90  days  of  pur- 
'.    chase.  Applies  to  all  funds  except  Oakmark  and  Oakmark  Equity  &  Income  Funds. 

|   INVESCO  Levies  redemption  fees  on  four  international  and  one  high-yield  funds. 
The  rate  is  1%  for  shares  sold  in  less  than  90  days. 

BRIDGEWAY  Small  fund  group  reserves  the  right  to  levy  a  2%  redemption  charge  on 
its  index  funds  if  the  Standard  &  Poor's  500  is  down  more  than  5%  in  five  days. 

AIM  Starting  Sept.  15,  investors  are  limited  to  10  switches  per  calendar  year. 

FIRSTHAND  Two  new  funds  will  have  2%  exit  fees  on  shares  sold  within  180  days. 

CHARLES  SCHWAB  Doubled  from  90  to  180  days  the  time  that  retail  customers  in 
OneSource  funds  must  hold  an  investment  or  pay  a  redemption  fee.  Institutional  cus- 
tomers' holding  period  was  extended  from  60  to  90  days. 

FIDELITY  BROKERAGE  Shareholders  who  sell  a  no-transaction-fee  fund  within  180 
days  now  pay  a  redemption  fee.  Previously,  shareholders  could  make  five  trades  a  year 
without  penalty  or  minimum  holding  period. 


ff  vestors." 
f  James  O. 
$?  Rohrbach, 
'    president  of 
Investment 
Models  Inc.  ar- 
gues that  exit  fees 
can    work    against    in- 
vestors' interests:  "A  2%  fee  may 
o  some  people  who  would  be  better 
selling  the  fund." 
Il^und  companies  insist  they  are  look- 
Sv   out  for  long-term  shareholders.  And 
ai  jinost  cases,  redemption  fees  go  back 
>a  )  the  funds  to  help  offset  higher  com- 
I  sions  and  market-impact  costs  result- 
from  increased  trading.  Two  notable 
leptions  are  charges  levied  by  the  no- 
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have  found  ways  to  work  them  out. 
saafti's  Lucca  says  the  association's 
Fair  Practices  Policy  tries  to  minimize 
timers'  impact  on  the  funds.  The  prac- 
tices include  clearing  timer  investments 
with  the  fund  beforehand,  limiting  to 
5%  the  amount  of  a  fund's  assets  that 
one  timer  controls  and,  if  possible,  giv- 
ing funds  advance  notice  of  withdrawals. 
But  that  isn't  enough  for  some  fund 
groups.  "More  and  more  funds  are  be- 
coming timer-unfriendly,"  complains  Bruce 
Freimuth,  president  of  Financial  Timing 
Services  Inc.  in  St.  Louis.  Last  winter,  he 
says,  Legg  Mason  Funds  asked  him  to 
take  his  $7.5  million,  split  between  the 
Legg  Mason  Value  Trust  and  Legg  Ma- 
son Special  Investment  Trust,  and  go 


mfs  Fund.  Pritchard,  who  switches  on 
average  once  a  week,  also  stopped  using 
Van  Kampen  Enterprise  Fund  because 
it  plans  to  limit  shareholders  to  eight 
exchanges  per  year. 

It's  not  as  if  timers  have  nowhere  to 
go.  In  fact,  several  mutual-fund  groups 
— Rydex,  ProFunds,  and  Potomac — ex- 
plicitly court  timers.  Freimuth  puts  new 
clients  in  timer-friendly  funds,  but  he 
still  has  more  than  $70  million  of  his 
$119  million  in  two  no-load  fund  families, 
which  he  declines  to  identify.  "They're 
grandfathered  in,"  Freimuth  says.  But 
he's  concerned  that  if  current  trends 
hold  up,  those  fund  groups,  too.  might 
show  him  the  door. 

By  Jeffrey  M.  Laderman  in  New  York 
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JUNK  BONDS 

THE  DEFAULT 
DILEMMA 

More  companies  are  walking 
away  from  their  debt 

On  Aug.  3,  Iridium  World  Commu- 
nications Ltd.,  a  satellite  mobile- 
phone  company  that  raised  more 
than  a  billion  dollars  of  high-yield  paper 
over  the  past  two  years,  defaulted  on 
its  debt.  But  the  event  was  far  from 
isolated.  Among  the  other  high-profile 
companies  that  have  recently  turned 
their  backs  on  debt  obligations  are  fu- 
neral-service operator  Loewen,  restau- 
rant chain  Planet  Hollywood,  and  dis- 
count clothing  retailer  Loehmann's. 

In  the  first  seven  months  of  1999, 
107  companies  defaulted  on  their  debt, 
to  the  tune  of  $28  billion.  That  com- 
pares with  75  defaults  in  the  same  pe- 
riod in  1998,  worth  $11  billion,  accord- 
ing to  Moody's  Investors  Service. 
Today's  5%  default  level  doesn't  reach 
1991's  10%,  the  height  of  the  Michael 
Milken  era.  But  the  level  now  is  near 
1989's  6%  default  rate,  which  signaled 
the  beginning  of  the  junk-bond  debacle. 

How  can  defaults  be  rising  against 
the  backdrop  of  a  strong 
economy,  the  longest  bull 
market  in  history,  and  a  hot 
initial  public  offering  market? 
"The  increase  in  defaults  in 
the  high-yield  market  is  one 
of  the  most  controversial  issues 
in  the  market  right  now,"  in  terms 
of  why  it  is  happening  and  how  long 
it  will  last,  says  Kingman  Penniman, 
director  of  research  at  kdp  Investment 
Advisors  Inc.,  a  high-yield  debt  re- 
search firm  based  in  Montpelier,  Vt. 
SMOKING  GUN.  "What  we're  seeing,  in 
part,  is  a  hangover  from  having  been 
too  generous  with  the  supply  of  credit," 
says  John  Lonski,  chief  economist  for 
Moody's.  In  the  three  years  ended  in 
1998,  there  was  a  66%  increase  in  junk- 
bond  issuance  from  the  previous  three 
years.  "If  more  people  are  smoking 
heavily,  there  will  be  more  lung  can- 
cer," says  Lonski. 

Nicholas  D.  Riccio  and  Leo  Brand, 
authors  of  a  Standard  &  Poor's  Corp. 
study,  say  that  in  the  third  quarter  of 
last  year,  "47%  [of  the  defaults]  can  be 
traced  to  the  Asian  and  Russian 
crises,"  says  Brand.  With  a  worldwide 
bottoming  of  commodity  prices,  any 


Recent  Defaults  of  Junk  Debt 

NAME                  INDUSTRY 

DEBT  AMOUNT 

MILLIONS 

DATE  OF 
DEFAULT 

IRIDIUM         Telecom 

$1,450 

8/13/99 

KCS  ENERGY   Energy 

275 

7/13/99 

LOEHMANN'S  Retail 

135 

5/18/99 

LOEWEN         Funeral 
GROUP           services 

276 

6/1/99 

SUN               Nursing 
HEALTHCARE   homes 

1,790 

6/1/99 

PLANET          Restaurants 
HOLLYWOOD 

250 

4/5/99 

company  whose  revenues  are  de[ 
dent  on  those  products  is  vulnerabl 
is  the  case  with  steel  and  ene 
companies. 

Further,  many  companies  skip 
latter-stage  venture-capital  financ 
and  without  strong  operating  histo 
behind  them  are  "extremely  vulner 
companies  that  would  default  at 
first  sign  of  trouble,"  says  Brand. 
Loose  bank  lending  is  also  a  fa* 
In  the  past  few  years,  banks  have 
co-dependent  partners  to  many  e 
panies  using  junk  debt.  Many  fina 
institutions  have  been  more  than  v 
ing  to  renegotiate  debt  covenant 
ailing  businesses  as  long  as  the  deb 
feel  they  can  get  the  cash  elsewh 
typically  equity  from  an  initial  pu 
offering.  But  as  the  IPO  market  has 
come  deluged  with  dot.com  offeri: 
many  non-Internet  companies  no  lon| 
have  that  backdoor  method  of  pa; 
down  debt. 

FINANCING  DREAMS.  "For  a  long  ti 
high-yield  financing  was  used  to  fin 
terrific  companies  with  great  cash  fli 
says  Neil  Subin,  president  of  Tren 
Capital  Management,  a  money-m 
agement  firm  based  in  Boca  Raton, 
"But  in  the  past  few  years,  subst 
tial  amounts  of  money  have  been  rai 
to  support  what  amounts  to  dream 
companies  with  no  revenue,  no  c 
flow,  but  terrific  projections." 

It  seems  investors  are  beginning 
get  nervous.  There  have  b 
redemptions  frorn  junk-b 
mutual  funds  during  the  p; 
four    weeks    totaling    mc 
than  $1.5  billion,  according 
amg  Data  Services,  a  mutu 
fund  tracking  company.  This  o 
flow  represents  the  fourth  cons< 
utive  week  of  redemptions. 
This  follows  a  year-long  trend 
which  companies  are  finding  it  mc 
difficult  to  access  the  high-yield  mark 
Already,  issuance  is  down  25%  so  i 
this  year,  compared  with  new  debt 
sued  last  year.  And  investors  are  c 
manding  higher  yields  to  compensa 
for  their  risk.  For  instance,  from  19 
to  1997,  the  average  junk-bond  yie 
was  3K%  above  comparable  Treasure 
vs.  4!4%  today.  Some  investors  wor 
that  even  those  yields  still  don't 
fleet  the  level  of  risk  in  high-yie 
bonds  today.  "Eventually,  there  will 
a  flight  to  quality,"  says  Brand,  pushii 
up  spreads  even  higher. 

One  thing  seems  clear:  Rising  sto 
prices  and  rising  defaults  can  remain 
tandem  only  for  a  relatively  short  tim 
Something  has  to  give. 

By  Debra  Sparks  in  New  Yo'i 
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Dmmunications  Solutions 
For  Businesses  with 


Great  Expectations. 


With  a  passion  for  books  and  a  couple  of  bucks  she  opened  her  first 
store. 'Now  Beth's  business  is  a  success  story.  Who  knows  where  she'll  be 
tomorrow?  Maybe  the  next  online  retail  giant.  When  she  needed  a 
communications  solution  to  support  her  next  chapter,  she  wanted  new 
tools  to  enhance  productivity,  increase  customer  satisfaction,  and 
provide  a  competitive  edge  for  her  business— communications  solutions 
like  desktop  call  management  and  voice  mail.  She  looked  at  the  Lucent 
and  Nortel  brands.  But  she  chose  Comdial.  Because  Comdial's  solutions 
gave  her  everything  she  needed,  tailored  to  fit  her  business. 
With  Comdial,  she  got  a  practical,  reliable  communications  solution 
just  for  businesses  like  hers— businesses  that  are  growing. 

So,  when  evaluating  communications  solutions  for  your  growing 
business,  consider  the  RISING  STAR.  Consider  Comdial. 


Call  1-800-COMDIAL  for  the  full  story  on  Comdial's  business  communications  solutions. 


COMDIAL 

The  Rising  Star 


www.comdial.com 


- 
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WALL  STREET 


NOWHERE  TO  GO 
BUT  UP? 

The  interest-rate  increase  could  mean  higher  stock  prices 


Just  as  Hurricane  Bret  threatened 
to  be  one  of  the  fiercest  ever,  it 
quickly  dissipated  into  a  tropical 
storm,  giving  way  to  sunny  skies  over 
choppy  seas.  The  market  may  have  tak- 
en a  similar  turn. 

Over  the  past  weeks,  investors  have 
been  dazed  and  confused  about  a  market 
depressed  by  rising  interest  rates.  But 
as  it  became  almost  certain  that  the 
Federal  Reserve  would  raise  rates,  the 


H" 


ill 


cording  to  strategists,  bodes  well  for 
the  stock  market  for  the  remainder  of 
the  year.  "It's  clear  that  the  correction 
over  the  past  few  weeks  is  over.  And 
now  that  the  rate  increase  is  out  of  the 
way,  the  market  should  continue  to  ad- 
vance," says  Goldman. 

One  clue  the  correction  may  be  over: 
The  number  of  New  York  Stock  Ex- 
change issues  hitting  new  lows  peaked 
some  two  weeks  ago,  with  new  lows 


rent:  Y2K  technical  problems  or  cone 
are  likely  to  cause  an  economic  si 
down  toward  the  year's  end. 

Earnings  are  a  major  factor.  Tli 
and  fourth-quarter  results  at  U.  S.  c 
panies  look  strong.  Profits  in  both  q 
ters  are  projected  to  be  21.4%  hit 
than  last  year's  comparable  periods 
cording  to  First  Call  Corp. 

Finally,  investors  have  become  n 
less  bullish  recently.  And,  as  inves 
become  more  bearish,  analysts  bee 
more  bullish.  According  to  a  mid- 
gust  PaineWebber/Gallup  poll,  inve 
optimism  regarding  the  econ 
dropped  to  its  lowest  levels  in 
than  two  years.  And  investor  optim 
regarding  the  stock  market  decli 
sharply  in  August,  down  from  an 
time  high  in  July. 

But  though  the  Dow  has  stage 
comeback,  the  average  S&P-500  in 
stock  is  still  18%  off  its  52-week  high 


NEW  LOWS  SHRINK 

New  stock  lows  peaked  in  early  Augu 
suggesting  a  market  turnaround 


A  NEW  LOWS 

NEW  HIGHS             ^V^^^ 

II         1         1         1         1         1         1         1         1         1         M 

AUG.  6.  '99 

AUG.  23 

FEDERAL  RESERVE:  Its  rate  hike 
brought  relief  to  the  market 

Dow  Jones  industrial  average  ended  up 
at  its  second-highest  level  ever  on  Aug. 
24.  The  Standard  &  Poor's  500-stock  in- 
dex and  the  Nasdaq  Composite  Index 
both  beat  their  previous  day's  high.  On 
Aug.  24,  in  what  seemed  almost  an  an- 
ticlimax, the  Federal  Reserve  came 
through  with  quarter-point  increase.  Yet 
the  market  hung  in,  even  though  the 
higher  Fed  funds  rate  was  coupled  with 
an  unexpected  quarter-point  increase  in 
the  discount  rate.  "The  only  thing  the 
market  hates  is  uncertainty.  It  can  deal 
with  anything  once  it's  on  the  table," 
says  Alfred  Goldman,  chief  market 
strategist  at  A.  G.  Edwards  &  Sons  Inc. 
In  fact,  the  interest-rate  hike,  ac- 
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outnumbering  new  highs  almost  5  to  1 
(chart).  Since  then,  new  highs  have  gone 
up  slightly.  "This  shows  the  sell-off  is 
over,"  says  John  E.  Gray,  editor  at  In- 
vestors Intelligence  newsletter. 
Y2K  AHEAD.  But  just  how  long  can  the 
market  continue  to  go  up?  Many  strate- 
gists say  that  it  will  drift  upward  at  least 
through  yearend.  One  reason  is  that  it's 
doubtful  the  Fed  will  raise  rates  again 
this  year.  "The  evidence  of  inflationary 
pressure  just  isn't  there,"  says  John  H. 
Shaughnessy,  chief  strategist  at  Advest 
Inc.  Also,  with  the  global  economy,  espe- 
cially Asia  and  Latin  America,  finally 
starting  to  improve,  Shaughnessy-  says 
a  rate  increase  could  cause  those 
economies  to  reverse.  "Greenspan  doesn't 
want  to  step  on  their  financial  toes,"  he 
says.  Yet  another  rate-increase  deter- 


If 


the  average  Nasdaq  stock  is  down  33 
That's  why  many  growth-stock  enthusia!  1 
have  gotten  pickier,  forsaking  highly  v  l 
ued  big  stocks  for  companies  with  so 
fundamentals  and  strong  earnings  m 
mentum.  "To  earn  money  from  here,  yoi 
better  own  a  company  that  can  grc  j( 
earnings,"  says  A.  G.  Edwards'  Goldrra 
Some  companies  he  likes:  Pfizer,  War 
er-Lambert,  Intel,  Dell,  Wal-Mart  Stow  0 
and  Fannie  Mae.  Others,  such  as  Adves  I 
Shaughnessy,  are  more  focused  on  stroi  |$ 
growth  companies  that  will  benefit  fro 
global  improvement  such  as  IBM,  Gener 
Electric,  Apple,  and,  once  again,  Intel. 
Going  forward,  investors'  best  b 
may  be  to  be  "cautious  bulls."  Howevc 
the  market,  like  hurricane  season,  ms 
still  bring  surprises. 

By  Marcia  Vickers  in  New  Yor 


Streamlined? 


Yes,  and  totally  fine-tuned.  In  fact,  we've  reengineered 

the  whole  Compaq  Armada  Series  to  travel  better.  So 

it  gives  everyone  in  the  enterprise  nonstop  computing 

convenience,  no  matter  what  part  of  the  globe  they 

happen  to  be  computing  from.  The  Compaq 

Armada  family  is  lighter,  with  new  rounded 

4lges  for  easier  packing.  Open  it,  and  the  intelligent  design  continues,  ffi.?™— 

I 

Jitli  colored  key  buttons  that  are  easy  to  identify,  and  a  new,  ergonomic  palmrest. 

lot  to  mention  the  high  quality  and  reliability  that  help  your  company  run 

fcnstop — in  the  office  or  on  the  road.  Details?  Call  1-800-AT- COMPAQ,  or 

■  sit  www.compaq.com/armada. 

COMPAQ.    Better  answers. 


Armada  M300  Series  @  $1,999* 

•  3.1  lbs,  0.9"  thin  •  Intel®  Mobile  Celeron'"  333  MHz  processor- 11.3"  color  TFT  display 
■  4  CB'"  Hard  Drive  •  64  MB  RAM  ■  56K  V.90  integrated  modem'  •  Optional  Mobile  Expansion  Unit 
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SEARCHING  FOR 
TURNAROUND  BARBIE 

But  Mattel  shareholders  are  wary  of  CEO  Barad's  promises 


Jill  E.  Barad  is  known  as  one  of 
the  great  performers  on  Wall 
Street.  Rare  is  the  presentation 
before  analysts  and  investors 
where  the  chief  executive  of  Mattel  Inc. 
doesn't  dance  or  sway  on  stage,  usually 
dressed  in  a  colorful  Chanel  or  Escada 
suit,  as  she  shows  off  Mattel's  latest 
Barbie  or  Winnie-the-Pooh  commercial. 
But  when  a  more  subdued  Barad  ap- 
peared before  investors  and  analysts 
at  the  Phoenician  resort  in  Scottsdale, 
Ariz.,  on  Aug.  6  to  unveil  Mattel's  new 
toys,  she  failed  to  work  her  usual  mag- 
ic. She  gave  a  seven-minute  overview 
and  left  hours  of  rousing  speeches 
promising  strong  performance  to  the 
heads  of  her  brands,  which  include  Bar- 
bie, Hot  Wheels,  Matchbox,  and  Fisher- 
Price.  But  instead  of  the  usual  bump 
up  after  a  Barad  presentation,  the 
stock  actually  fell  a  point  over  the 
next  two  days.  "People  left  shak- 
ing their  heads,  saying  these 
numbers  don't  link  with  re- 
ality," says  one  analyst  in 
attendance. 

STREET  SKEPTICS.  The  prob- 
lem: After  overpromising  and 
underperforming  spectacular- 
ly last  year,  Barad,  48,  is  un- 
der the  gun  to  prove  she  can 
deliver  the  goods  this  holi- 
day season.   But  she  still 
faces  a  deeply  skeptical  au-    l 
dience  on  Wall  Street.  After 
a  multibillion-dollar  acquisi- 
tion spree  and  an  overhaul 
of    top     management,     in- 
vestors still  aren't  buying 

HAPPY FACE 

So  far,  Barad  seems  to 
have  the  support  of  her 
board.  But  some 
investors  say  that 
could  change  if  Mattel 
again  fails  to  meet 
expectations 
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Barad's  projections  that  she  can  increase 
sales  by  5%  to  7%  this  year  and  gener- 
ate 159?  annual  earnings  gains  in  '99 
and  beyond. 

There  are  plenty  of  reasons  for  skep- 
ticism. Last  December,  just  a  month  af- 
ter Barad  enthusiastically  reassured  in- 
vestors that  Mattel  would  meet  its 
projections,  she  shocked  them  with  the 
news  that  revenue  would  fall 
5500  million  short. 
For      the 


year,  operating  income  tumbled  27' 
$364  million,  on  slightly  lower  salt 
$4.8  billion.  Sales  were  flat  through 
first  half  of  '99,  and  analysts  ques1 
whether  Barad  can  find  the  8%  to  ] 
growth  she's  counting  on  in  the  sec 
half.  That  has  helped  slash  the  st 
price  by  45%  over  the  past  12  mont 
So  far,  Barad — who  declined  to  be 
terviewed — seems  to  have  kept 
support  of  her  board.  "There  has  b 
zero  talk  of  Jill  leaving,"  says  William 
Rollnick,  a  board  member  for  16  ye 
who  describes  Barad  as  "the  best  rr 
keting  person  I've  ever  met  in  my  li 
But  some  investors  say  that  co 
change  if  Mattel  fails  to  meet  expe< 
tions  again.  "This  Christmas  is  the  s< 
inal  moment.  If  she  had  another  she 
fall,  the  board  would  have  to  t 
action,"  says  Erik  P.  Gustafson,  a  pc 
folio  manager  at  Stein  Roe  &  Farnh 
Inc.,  which  bought  4  million  shares  t 
year,  betting  on  a  turnaround. 

Barad  has  a  lot  to  prove  before 

wins  back  investors'  confidence.  Ms 

outsiders  laud  her  strategy  to  broac 

Mattel  beyond  toys.  But  it  could 

more  than  a  year  before  invest) 

know  if  there  will  be  big  rewards  fr 

deals  such  as  its  $3.5  billion  purch; 

this  spring  of  educational  software 

ant  Learning  Co.,  and  its  devel< 

ment  of  the  Mattel.com  Interr 

site.  In  the  meantime,  Barad  mi 

squeeze  more  growth  out  of  1 

core  brands. 

The  biggest  challenge  Mat 

faces  is  measuring  up  to 

recent  glory.  Fueled  by  t 

phenomenal  success 

Barbie,    revenu 

more  than  tripl 

in    the    past 

years,  while  op< 

ating    earnin 

climbed  an  an  i 

erage   annual  25 

But  to  get  those  nu 

bers   in  recent  yeai 

Mattel    overstuffed    1 

retail  pipeline.  Meanwhi 

retailers  have  been  cuttii 

the  number  of  toys  they 

der  and  shoving  the  risk 

carrying  inventory  back 

manufacturers. 

Barad  ran  into  trouble  la 

year  because  she  refused 

scale  back  Mattel's  revved-i 

goals.  In  early  1998,  Toys 

Us    Inc.,    now    the    secc 

biggest  toy  retailer  behii 

I  Wal-Mart  Stores   Inc.,  a 

}  nounced  it  was  slashing  i 

total   annual   inventory 


"More  than  4000  Compaq  sales  and 

marketing  representatives  rely  on 

Siebel  applications.  Compaq  and  Siebel 

eBusiness  solutions  are  establishing 

a  new  standard  in  the  industry." 

Mike  Capellas 

President  and  CEO 


COMPAQ 


"Siebel  Systems'  Internet-based 

applications  empower  our  employees 

and  our  customers  with 

up-to-the-minute  information. " 

Lew  Coleman 

Chairman 

Banc  of  America  Securities  LLC 
Bank  of  America.  _-^ 


"Siebel  Web-based  applications  are  the 

tried,  tested,  and  proven  market  leaders  in 

sales,  marketing,  and  customer  service. " 

Scott  Hartz 

Global  Managing  Partner 

PricewaTerhouseQdpers  B 


"We  standardized  on  Siebel  software 

for  our  sales  and  business  development 

activities.  We  are  excited  about  their 

new  Web-based  products." 

Charles  Schwab 

Chairman  and  Co-CEO 

Charles  Schwab 


"Thousands  of  our  sales  and  service 
representatives  are  now  able  to  better 
serve  millions  of  customers  every  day 

as  a  result  of  our  standardization  on 
Siebel's  Web-based  products." 

Omar  Leeman 

President  Business  Operations 


MCI  WORLDCOM 


"Siebel  Systems  fully  supports  Internet 
self-service  and  eCommerce. " 

Eric  Schmidt,  Ph.D. 

Chairman  and  CEO 


Novell 


'While  other  vendors  talk,  Siebel  delivers 
Internet-based  solutions. " 

Cristina  Morgan 

Managing  Director 

HAMBRECHT  &  QUIST 

Investment  Banking  for  the  New  Uconomy 


"Only  Siebel  delivers  true  Web-based 
front  office  applications. " 

Douglas  Massingill 

President  and  CEO 

IPEdwards 

Enterprise    Software 
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$500  million.  Barad  still  assumed  other 
retailers  would  reload  as  usual  after 
Thanksgiving.  When  they  didn't,  Mattel 
was  stuck  with  high  overhead  costs. 

Barad  vows  that  won't  happen  again. 
Mattel  claims  it  is  shipping  in  line  with 
what  retailers  are  selling.  It 
has  slashed  costs  through  a 
restructuring  and  a  13%, 
4,000-person  layoff.  Barad 
cut  out  a  layer  of  manage 
ment,  pushing  out  chief  op- 
erating officer  Bruce  L. 
Stein,  a  toy  marketing 
whiz  she  had  lured  from  I 
Sony  Corp.  2'A  years  earli- 
er. Mattel's  brands  are  now 
consolidated  under  four  new- 
ly promoted  division  presi- 
dents who  report  directly  to 
Barad  and  have  autonomy 
over  everything  from  pro- 
duction to  sales.  Meanwhile, 
Ned  Mansour,  Mattel's  long- 
time chief  of  administration 
and  legal  affairs,  was  made 
president.  "This  is  a  differ- 
ent company  than  we  were 
two  years  ago,"  he  says. 

The  new  structure  is  de- 
signed   to    speed    decision- 


making and  allow  Barad  to  focus  more 
on  her  strength — product  strategy  and 
marketing.  That  should  address  a  key 
weakness:  In  the  last  two  years,  some 
products  were  not  ready  to  ship  until 
the  fourth  quarter.  Some  investors  won- 
der, though,  whether 
the  shakeup  and 
Mansour's  pro- 
motion will  be 
enough  to  tem- 


per Mattel's  go-go  culture  and  Bai 
excessive  optimism.  "I  don't  see  fina 
discipline  emerging  from  Jill," 
Joseph  G.  Kinnison,  an  analyst  at  A: 
ican  Express  Financial  Advisers,  w 
sold  its  Mattel  stock  in  the  fall  of  1 
Indeed,  it's  not  clear  where  Bi 
will  get  the  growth  she's  promising, 
has  to  start  with  the  40-year-old  Ba 
franchise.  The  doll  still  accounts  for 
of  Mattel's  revenues  and  an  estim; 


NEW  GIRLS  IN  TOWN 


BARBIE 


The  new  Generation  Girl 
Barbie  line  is  hipper,  built 
around  urban  story  lines, 
and  July  sales  showed  a 
bump  upward.  But  Barbie 
is  getting  long  in  the 
tooth — girls  are  outgrowing 
her  at  an  earlier  age,  and 
sales  of  the  40-year-old 
doll  were  down  14%  last 
year. 


Fixing  up  the  Dollhouse 

After  last  year's  disappointing  results,  Barad  is  bank 
ing  on  growth  in  three  key  areas  to  turn  things  arouna 


DIRECT  SELLING 


Mattel  expects  to  move 
$550  million  worth  of 
American  Girl  dolls  and 
other  toys  this  year  through 
catalogs  and  the  Internet. 
And  a  consolidated  Mat- 
tel.com  Web  site  will  sell 
toys  at  higher  profit  mar- 
gins. But  startup  costs  will 
cause  the  Web  effort  to 
lose  $70  million  in  1999. 


INTERACTIVE  MEDIA 


The  Learning  Co.  gives  ' 
Mattel  a  commanding 
position  in  educational 
software.  Add  that  to  the 
Barbie  digital  cameras  an 
software  Mattel  already 
sold.  But  some  analysts 
wonder  if  Mattel  can  gain 
enough  synergies  to 
justify  the  $3.5  billion 
price  tag. 
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Sprint  ION  Integrated  On-Demand  Network.  Voice,  video,  data  and  Internet  on  a  single  connection.  It's  here.  It's  real. 
And  it  will  totally  revolutionize  the  way  employees,  suppliers  and  customers  share  information.  Because  Sprint 
ION  redefines  collaboration.  Now  everyone  will  be  able  to  work  together  in  real  time,  sharing  input  from  every 
source.  And  because  geographical  constraints  can  be  virtually  eliminated,  it  will  have  great  impact  on  your  entire 
business  world — from  facilitating  the  hiring  and  management  of  employees  to  improving  the  response  time  of 
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Jj,  of  profits.  But  Barbie  sales  fell  14% 
irear  and  were  flat  through  June  of 

year.  Mattel  is  counting  on  a  10% 
Jiase  in  Barbie  sales  in  the  second 
Ui ,  But  girls  are  bailing  out  at  younger 
H  so  Barbie  is  undergoing  a  hipness 
[jj  haul.  Mattel  recently  launched  a 
il  Barbie  friends  called  Generation 
The  six  trendily  outfitted  charac- 
come  with  talents  ranging  from 
^boarding  to  poetry  writing.  Early 
i  are  encouraging:  In  July,  retail- 
reported    that    Generation    Girls 
3d  drive  a  17%  increase  in  Barbie 
1  sales. 

jrad  has  also  made  considerable 
es  in  diversifying.  Her  1997  pur- 
fl|e   of  Tyco   Toys    Inc.    added   the 
•me  Street  and  Matchbox  brands, 
iding    dominance    in    the    infant, 
chool,  and  boys'  wheels  aisles.  And 
n  Mattel  bought  Pleasant  Co.  for 
million  last  summer,  it  added  the 
dar  American  Girl  line  of  histori- 
based  dolls  and  books  for  older 
i,  ages  7  to   12.  Analysts  expect 
;rican  Girl  to  increase  its  $300  mil- 
sales  by  10%  a  year.  More  impor- 
,  the  deal  helps  Mattel  reduce  its 
mdence  on  a  few  mass  retailers. 
sant  Co.  sells  through  catalogs  and 


m 


the  Internet,  and  brings  along  the  ware 
houses  and  packaging  to  handle  up  to  $1 
billion  in  direct  orders. 

Mattel  hopes  to  build  a  $1  billion  di 
rect-to-customer  business  within  a  few 
years,  double  what  it  will  do  this  year, 
though  some  of  that  could  certainly 
come  out  of  its  tradition- 
al retail  sales.  Pleasant 
Co.  is  developing  cata- 
logs for  Mattel's  major 
brands.  Mattel  is  folding 
80  separate  toy  and  soft- 
ware Web  sites  into  Mat- 
tel.com,  which  it  hopes  to 
spin  off  as  a  separate 
company.  Still,  the  Web 
venture  is  expected  to 
lose  $70  million  in  '99. 
WIGGLE  ROOM.  Even 
pricier  is  Barad's  push 
into  the  interactive  world 
through  Learning  Co.  Mattel  instantly 
acquired  $1  billion  in  software  sales,  to 
add  to  its  Barbie  digital  cameras  and  PC 
software.  And  unlike  toys,  software  is 
selling  fast — Learning  Co.  and  Mattel's 
other  software  posted  20%  growth  in 
the  first  half  of  '99.  Mattel  plans  to  add 
more  distribution  and  advertising  muscle 
to  the  games,  which  include  Reader 


LEARNING  CO.  SOFTWARE 


Rabbit,  Carmen  Sandiego,  and  M 
But  Mattel  paid  ;i    teep  '■',.■>  time    sale 
lor  the  company,  so  Learning  Co,  ha 
maintain  a  double-digit  growth  pace  to 

justify    the    deal.    And    .-orne    anal] 
question  whether  that  can  be  sustained, 
citing  the  age  of  some  of  the  software 

outfit's  brands  and  the  diffi- 
culty of  sorting  out  its 
growth  following  a  spate  of 
acquisitions. 

The  good  news  is  that 
after  a  year  of  slow  ship- 
ments from  Mattel,  store 
shelves  have  been  cleared 
of  excess  Barbies  and  oth- 
er toys.  And  through  a  re- 
structuring charge  taken 
this  summer,  Mattel  proba- 
bly bought  enough  wiggle 
room  to  meet  its  earnings 
target.  "We  feel  completely 
comfortable,"  Mansour  says.  But  in- 
vestors are  inclined  to  wait  and  see 
what  turns  up  under  the  Christmas 
tree.  Come  December,  if  they're  not 
staring  at  a  big  turnaround,  it  may 
not  matter  what  kind  of  song  and 
dance  Barad  has  planned. 

By  Kathleen  Morris 
in  Scottsdale,  Ariz. 


your  supply  chain.  But  it's  not  just  about  how  Sprint  ION 
will  help  you  face  the  future  as  a  faster,  more  responsive 
company.  It's  about  building  stronger  bonds  between  all  the 
people  who  push  your  business  further.  Isn't  that  the  point 
of  contact?  www.sprint.com/ion  Toll-free  1-877-SPRINT  ION 
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www.gs.com 
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How  does  Newport 
News  Catalog  predict 
buying  habits  for  millions 
of  customers? r 


GeVthe  whole  story  at 

iww.sas.com/bw/predict 
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Where  The  Presidents  Cup  meets  The  Ryder  Cup. 
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The  World  Golf  Championships  continue  with  the  NEC  Invitational. 

And  it  will  be  an  unprecedented  event.  For  the  first  time  ever,  players  from 

both  The  Presidents  Cup  and  Ryder  Cup  teams  will  be  vying  for  individual  glory 

All  the  action  takes  place  this  week,  at  Firestone  Country  Club  in  Akron,  Ohio.  So  tune  in 

2-6  p.m.  EX  August  26,27  and  29,  3-6  p.m.  EX  August  28. 

Thursday  and  Friday  on  USA  Network.  Saturday  and  Sunday  on  CBS. 
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INVITATIONAL 


THIS  TIME,  IT'S  FOR  THE  WORLD 

www.worldgolfchampionships.com 


lEIkington 


L  A  S  I  A 


Legal  Affairs 


)*mx 


THE  INTERNET 


WHAT'S  IN 

A  NAME.COM?  PLENTY 

A  brawl  over  Net  names  could  threaten  Web  self-government 


It  seemed  like  an  inspired  idea  at 
the  time.  Recognizing  that  the  In- 
ternet moves  too  quickly  to  be  reg- 
ulated by  government,  the  White 
House  last  year  decided  to  let  Web 
users  try  to  govern  themselves.  In  June, 
1998,  it  proposed  creating  a  series  of 
nonprofit  corporations,  run  by  Netizens, 
to  manage  vexing  issues  such  as  privacy, 
fraud  prevention,  and  intellectual  prop- 
erty protection. 

The  first  matter  handled  under  this 
groundbreaking  plan  seemed  simple:  the 
regulation  of  Internet  domain  names, 
those  "dot.com"  addresses  that  direct 
people  to  their  favorite  Web  sites.  Enter 
the  Internet  Corp.  for  Assigned  Names 
&  Numbers.  Chaired  by  author  and  busi- 
nesswoman Esther  Dyson,  a  sainted  fig- 


ure in  the  tech  world,  icann  was  sup- 
posed to  blaze  a  trail  for  self-regulation  of 
the  Internet. 

But  after  less  than  a  year,  the  White 
House's  bold  experiment  in  Internet  gov- 
ernance is  in  jeopardy,  icann  is  going 
broke  and  faces  accusations  of  misman- 
agement by  everybody  from  Ralph  Nad- 
er to  House  Commerce  Committee 
Chairman  Thomas  J.  Bliley,  Jr.  (R-Va.), 
who  sponsored  a  hearing  entitled  "Is 
icann  Out  of  Control?"  on  July  22. 
Above  all,  icann  is  at  war  with  Net- 
work Solutions  Inc.  (nsi),  the  highflying 
Herndon  (Va.)  company  that  has  a  gov- 
ernment contract  to  sell  Internet  names 
in  the  .com,  .org,  and  .edu  domains.  This 
battle  will  determine  who  controls  the 
Web's  address  system — and,  many  fear, 


T^a^* 


could  even  t< 
porarily  destabi 
the  Net. 
Indeed,  this  is  the  Int 
net's  constitutional  momen 
the  point  in  time  when  the  political  la 
scape  is  an  open  frontier  and  peo 
gather  to  draft  their  Magna'  Cartas  i 
Bills  of  Rights.  If  Dyson's  group  fails 
could  doom  the  White  House's  laiss 
faire  vision  of  the  Net.  Instead,  we 
likely  to  see  more  traditional  gove 
ment  regulation,  which  many  tech  ex 
utives  fear  will  create  a  patchwork 
contradictory  local  laws.  If,  howev 
icann  succeeds,  many  believe  it  coi 
evolve  into  the  preeminent  regulate 
body  on  the  Internet,  with  power 
tending  far  beyond  the  arena  of  dorm 
names.  Here's  a  primer  on  the  key  issu 


Why  is  ICANN  under  attack? 

There  are  two  main  criticisms  of  icais 
that  it's  operating  in  secret  and  that  i 
trying  to  grab  too  much  power.  Becau 
of  the  importance  of  icann's  mission,  cr 
ics  believe  that  its  decision-making  pr 
cess  should  be  as  transparent  as  possib 
and  they're  angry  that  its  board  has  he 
several  closed-door  meetings.  This  mi 
trust  has  only  grown  in  the  wake  of  a  s 
ries  of  recent  decisions  in  which  ica> 
has,  in  the  eyes  of  Representative  Blik 
and  others,  acted  outside  its  authorit 
In  March,  for  example,  icann  authorize  I 
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SOME  DATABASE 


COMPANIES  THINK 


THEY  ALSO  MAKE 


GOOD  ENTERPRISE 


APPLICATIONS. 


Eight  of  the  top  10  Internet  companies 


use  PeopleSoft  applications.  They  know 


that  successful   Internet  commerce 


demands  the  best  eBusiness  applica- 


tions for  buying  and  selling  over  the 


Internet  -  applications  like  PeopleSoft 


eProcurement  and  PeopleSoft  eStore. 


Our  applications  are  fast,  flexible,  and 


compatible  with  all  major  databases 


and  operating  systems.  So  the  next 


time  you  consider  purchasing  enter- 


prise applications,  don't  let  a  database 


company  lock  you  into  theirs  -  call 


Maybe  they 


the  leading  eBusiness  applications 


company  -  PeopleSoft. 


should  convince  their  own 
database  customers  first. 


Datamation 


Product 

ofthr 

lear 

IT  MANAGERS'  CHOICE 


Datamation  Product  of  the  Year, 
1998  and  1999. 


Applications  for  eBusiness"  www.peoplesoft.com 


888.773.8277 


Legal  Affairs 


a  $1  fee  on  domain  names  to  pay  for  its 
operating  expenses — which  Bliley  quick- 
ly lambasted  as  an  unauthorized  tax. 

icann  is  trying  to  mollify  its  critics.  It 
has  repeatedly  declared  that  it  has  no 
interest  in  regulating  anything  other  than 
domain  names.  And  it  has  decided  to 
open  up  its  Aug.  26  board  meeting  in 
Santiago,  Chile,  to  the  public.  In  July,  it 
also  rescinded  the  $1  domain  name  fee. 
These  steps  have  cut  down  the 
level  of  criticism  but  leave  icann 
with  a  serious  budgetary  crisis. 
When  former  White  House  In- 
ternet guru  Ira  Magaziner 
dreamed  up  ICANN,  he  decided 
that  the  U.  S.  government  should 
not  pay  for  the  group.  But  he 
didn't  devise  any  alternative  fund- 
ing method.  That's  still  a  prob- 
lem— not  only  for  icann.  but  for 
the  White  House's  entire  vision  of 
Internet  governance.  As  a  result, 
icann  is  now  more  than  $800,000 
in  the  red  and  hitting  up  big  tele- 
com and  computer  companies  for 
donations.  In  late  August,  MCI 
WorldCom  Inc.  and  Cisco  Sys- 
tems Inc.  lent  it  $650,000. 

That's  not  a  long-term  solution. 
While  the  money  will  ease 
ICANN's  short-term  cash  crunch, 
it  could  cause  Dyson's  group  to 
be   perceived   as   being  in   the 


What  will  happen  if  the  two  sides  can't 
reach  an  agreement? 

icann  has  given  NSI  a  deadline  of  Sept. 
10  to  sign  a  so-called  "accreditation 
agreement"  to  act  as  an  Internet  reg- 
istrar. If  no  deal  is  inked  by  then, 
things  are  going  to  get  dicey.  While 
it's  being  careful  to  avoid  making 
threats,  icann  clearly  believes  that  NSI 
will  have  no  right  to  remain  in  busi- 


No  one  wants  this  scenario  to 
out.  The  Commerce  Dept.  is  put 
heat  on  both  sides  to  wrap  up  an  ajj 
ment  as  soon  as  possible.  Meanwj 
the  Justice  Dept.  and  the  EuroJ 
Union  are  investigating  whether  n[ 
violating  antitrust  laws — which  c{ 
also  put  pressure  on  the  companj 
soften  its  position.  Although  there's 
of  talk  these  days  about  how  the  ICyj 
NSI  war  could  destabilize  I 
Net,  University  of  Pennsylvl 
telecommunications    ProfeJ 
David  Farber  predicts  "the 
ernments  would  step  in  to 
vent  that  from  ever  happer 
They  would  say,  'You  can't 
die  this  yourself,  we  will.' " 

Could  ICANN  go  out  of        > 
business? 

Just  as  the  domain-name 
threaten  nsi's  existence,  they 
could  doom   icann.   When 
White  House  created  the  gn| 
it  assumed  that  a  nonprofit 
out  governmental  police  pov 
would  be  able  to  manage  Net 
icy  issues  effectively.  If  this  tt 
out  not  to  be  the  case, 
ICANN  will  probably  be  shuttei 

At  that  point,  the  U.S. 
other  governments  would  h 


to  consumer  concerns. 


pocket  of  big  business  and  hostile  Esther  Dyson  has  her  hands  full  fixing  ICANN's  casl 

crunch.  Funding  is  one  of  the  issues  that  may  sink 
the  White  House's  vision  for  Internet  governance 


Why  is  ICANN  at  war  with  NSI? 
The  battle  between  icann  and 
NSI  was  probably  inevitable.  In 
1992,  the  Commerce  Dept.  award- 
ed nsi  a  contract  making  it  the  sole  reg- 
istrar of  Internet  names  ending  in  .com, 
.edu,  and  .net,  among  others.  The  busi- 
ness is  a  gold  mine.  One  of  the  few  prof- 
itable pure  Internet  plays  on  the  market, 
nsi  had  sales  of  $94  million  last  year  and 
boasts  a  market  cap  of  nearly  $2  billion. 
Among  icann's  most  important  duties 
is  to  devise  a  plan  for  breaking  up  this 
monopoly  by  the  time  nsi's  government 
contract  expires  on  Sept.  30,  2000,  and  to 
cut  down  the  $35  annual  fee  for  domain 
names.  Unsurprisingly,  the  two  sides  are 
at  odds  on  the  details  of  how  competition 
should  be  created,  icann  wants  nsi  to 
sign  a  contract  giving  it  the  unilateral 
right  to  terminate  nsi's  license  to  register 
domain  names — a  provision  the  company 
refuses  to  accept.  Adding  to  the  tension, 
nsi  claims  it  owns  the  master  list  of  ex- 
isting domain  names  and  plans  to  sell  it 
as  a  Yellow  Pages-style  directory  called 
the  Dot-com  Directory.  Both  ICANN  and 
the  government  argue  that  the  list  is 
public  property. 


ness.  nsi  contends  its  original  1992  con- 
tract with  the  government  gives  it  the 
legal  authority  to  continue  to  operate 
Internet  domains  without  icann's  bless- 
ing. Legal  experts  say  both  sides'  po- 
sitions have  some  legitimacy.  With  so 
much  money  at  stake,  this  fight  could 
very  well  wind  up  in  court. 

Could  the  Internet  be  destabilized  by  a 
battle  between  ICANN  and  NSI? 

If  the  two  sides  declare  an  all-out  war, 
it's  possible  the  day-to-day  functioning 
of  the  Net  could  be  slightly  impaired. 
nsi  manages  the  definitive  registry  of 
domain  names.  If  ICANN  or  the  govern- 
ment shut  down  nsi  on  a  Monday,  on 
Tuesday  there  would  be  no  central  list  of 
domain  names.  While  other  companies 
own  less  complete  lists,  problems  could 
crop  up.  For  example,  people  who  want- 
ed to  register  new  Net  addresses  would 
not  have  a  place  to  go  if  they  wanted  to 
ensure  that  their  domain  names  would  be 
universally  recognized. 


three  options,  according  to  Jonathan  \ 
train,  executive  director  of  Harvj 
University's  Berkman  Center  for  Int 
net  &  Society.  They  could  hold  on 
the  White  House's  vision  of  Interi 
regulation,  try  to  learn  from  ICAN 
mistakes,  and  create  a  new  nonprofit 
handle  domain  names.  Or  they  coi 
throw  up  their  hands  and  give  up 
the  idea  of  trying  to  regulate  Inten 
addresses  at  all.  But  most  likely, 
train  says,  they  would  assign  ICAN 
job  to  a  new  intergovernmental  tres 
organization,  such  as  NATO. 

Over  the  long  term,  that  would  pn 
ably  lead  to  more  "top-down"  govei 
mental  regulation  of  the  Net,  rath 
than  "bottom-up"  governance  by  users 
the  system  that  has  allowed  the  Int( 
net  to  thrive  so  far. 

Why  are  there  fears  ICANN  will  beco 
too  powerful? 

If  icann  survives  the  crisis,  many  p 
pie  believe  that  it  has  the  potential 
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Among  the  things  you'll  Jbe  testing  before  Christmas 
don't  forget  jyour  website. 


More  holiday  shoppers  than  ever  will  be  snarling  up  the  Internet  this  year. 
Make  sure  you  ean  handle  it.  Test  now  with  Mercury  Interactive,  while  there's 
still  time.  Mercury  Interactive's  application  testing  solutions  have  helped  the 
biggest  names  in  e-tail  do  big  business  on  the  Internet.  They  can  help  you  too. 

Are  you  ready  for  Christmas? 


^ 


MERCURY    INTERACTIVE 


www.testchristmas.com 


Mailing 


Business  Lists:  Over  11  Million  Businesses 

Select  by  Type  of  Business,  Employee  Size  &  Sales  Volume  for  any  ZIP  Code, 

County,  City  or  State. 

Consumer  Lists:  Over  195  Million  Consumers 
Select  by  Age,  Income,  Household  Value  &  More. 


Business  Credit  Reports 

only '5.00  each! 

aiso  Available,  Monthly  Updates! 

Plus,  FREE  Directory  Assistance  & 
National  Yellow  Pages  on  Our  Web  Site. 

www.infoUSA.com 

in/oUSA    \  Public  Compaq    Vasdaq  (USAA  &  IUSAB 


For  FREE  Catalog  & 
Personalized  Service  Call: 

(800)  555-5335 

or  Fax  Us  at:  (402)331-1505 

571 1  S.  86th  Circle  •  Omaha.  NE  68127 

E-Mail:  lists@infoUSA.com 

Media  Code:  01-BWK 


Stuttering  Didn't 
Keep  Her  Grounded* 


Annie  Glenn,  wife  of  astronaut 
John  Glenn,  was  grounded  for 
years  by  a  stuttering  problem. 
Speech  therapy  and  hard  work 
turned  it  around.  Today  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-free. 


1-800-992-9392 


Stuttering 
Foundation 
of  America 

A  Nonprofit  Organization 

Since  1947 — Helping  Those  Who  Stutter 

www.stutterSFA.org  •  stutter@vantek.net 


3100  Walnut  Grove  Road,  Suite  603  •  P.O.Box  11749  •  Memphis,  TN  38111-0749 
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wield  vast  power  over  the  Inte 
Why?  First,  because  if  Esther  Dys 
Co.  prove  that  they're  able  to  succ 
fully  manage  domain  names,  then  1 
would  be  in  a  strong  position  to  ha 
more    urgent    policy    problems    s 
as    protecting   intellectual    propc 
While  no  one  is  asking  icann  to 
on  more  responsibilities  yet,  the  gi 
could  tackle  problems  more  swiftly 
the  alternative:  new  and  untested 
ternet  regulatory  agencies. 

The  second  reason  icann's  influ 
could  grow  is  that  domain  names 
starting  to  be  viewed  as  a  potent 
powerful  method  of  getting  Neti 
to  obey  the  law.   When  people 
names  for  their  Web  sites,  they  a 
be  required  to  sign  a  detailed  cont] 
obligating  them  to  comply  with  a 
tain  set  of  rules  governing  the  sal| 
products,  the  use  of  someone  else': 
tellectual  property,  the  display  of  se 
content — you  name  it.  If  they  viol 
the  terms  of  the  contract,  they  w 
forfeit  the  domain  name.  That  may 
sound  like  a  particularly  serious  p 
ty,  but  on  the  Internet  it's  a  d 
sentence. 

While  this  may  sound  far-fete 
it  appears  to  be  the  most  efficient 
of  enforcing  the  law  on  the  Net. 
ready,  ICANN  is  contemplating  for 
applicants  for  new  domain  name 
agree  to  a  set  of  rules  bloc 
so-called  cybersquatting — the  prai 
of  registering  well-known  corpo 
brand  names  as  domain  names  be 
the  actual  owners  have  a  chanc 
do  so. 

"After  all  the  talk  over  the  past 
years  about  how  difficult  it  will  b 
regulate  conduct  on  the  Internet," 
David  Post,  a  cyberlaw  specialis 
Temple  University  School  of  Law, 
domain  name  system  looks  like 
Holy  Grail,  the  one  place  where 
forceable  Internet  policy  can  be 
mulgated  without  any  of  the  messy 
forcement"  problems. 

Aware  of  these  concerns,  IC^ 
says  it  has  no  intention  of  using 
main  names  as  a  form  of  backdoor 
ternet  regulation.  But  getting  pe 
to  obey  the  law  on  the  Net  is 
daunting  problem.  It  would  be  f( 
hardy  to  dismiss  the  idea  that  Inter 
addresses  could  be  used  as  a  level 
enforce  important  legal  rights.  Man 
ing  those  simple  .corns  and  .nets  is 
trivial  matter. 

By  Mike  France  in  New  It  F 
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For  more  on  the  domain 
name  controversy,  see 
ebiz.businessweek.com. 
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OKYO'S  VALLEY  OF 
HE  NETREPRENEURS 

ing  innovators  trade  business  tips  and  nab  capital 


M-SAWY:  Members  of  Bit  Valley,  a  business-networking  group  that  meets 
darly  in  Tokyo's  trendy  Shibuya  neighborhood,  a  playground  for  students 


Iff 

Iff1 


hen  Japanese  Net  entrepre- 
neur Satoshi  Koike  traveled 
back  to  his  native  Tokyo  last 
February  to  scout  out  promis- 
new  E-businesses  to  bankroll,  he 
disappointed  with  what  he  found.  A 
yo  convention  that  showcased  new 
"j  j  ness  ventures  gave  Koike  a  chance 
I  leet  some  of  Japan's  new  Web-sawy 
l  [epreneurs.  Some  had  good  ideas,  he 
tj  I  lis,  "but  nobody  knew  how  to  launch 
iperate  a  successful  Net  business." 
from  the  Tokyo  office  of  Netyear 
ap  Inc.,  the  Redwood  City  (Calif.)  E- 
ness  consultancy  that  he  runs,  Koike 
it    the    next    week    working    the 


A 


phones  and  his  contacts  in  Japan.  His 
goal:  to  organize  a  business-networking 
group  aimed  at  helping  Japan's  entre- 
preneurs get  wise  to  the  Web. 

The  result  is  Bit  Valley,  a  promising 
organization  that  is  bringing  entrepre- 
neurs together  regularly  to  build  Japan's 
Internet  economy.  Koike  believes  the 
Tokyo  group  will  give  young  innovators 
a  way  to  trade  business  tips  and  at- 
tract venture  capital.  The  organization's 
name  is  an  abbreviated  version  of  "bit- 
ter valley,"  the  English  translation  of 
Shibuya,  the  hip  Tokyo  neighborhood 
where  many  of  Japan's  Netrepreneurs 
are  headquartered. 


The  group  is  Btarting  something  of  a 
cultural  revolution  in  Japan.  In  an  econ 
omy  long  characterized  by  corporate  be 
hemoths  and  lifetime  employment,  a  sur- 
prisingly favorable  climate  is  emerging 
for  nimble  startups  that  aspire  to  be- 
come the  next  Yahoo!  or  eBay.  As  the 
Bit  Valley  group  grows,  its  influence  is 
spreading  beyond  Tokyo  to  the  rest  of 
Japan.  Since  its  first  meeting  in  March 
at  a  French-style  cafe  in  Shibuya's 
Bunkamura  theater  and  art  center,  Bit 
Valley's  membership  has  swelled  from 
100  to  more  than  1,200,  representing 
some  400  Shibuya  Net  businesses  and 
the  Japanese  offices  of  Microsoft,  Amer- 
ica Online,  and  others.  "Japan  desper- 
ately needs  a  breakthrough  movement 
to  make  way  for  an  Internet  boom," 
says  Koike. 

WAKE-UP  CALL.  Suddenly,  Japanese  con- 
sumers and  businesses  are  waking  up  to 
the  potential  of  the  Web.  While  the 
country  still  trails  the  U.  S.  in  develop- 
ing E-commerce,  the  importance  of 
building  a  Net-bolstered  economy  has 
not  been  lost  on  the  nation's  tradition- 
ally conservative  bureaucrats  and  politi- 
cians. Says  Iwao  Nakatani,  a  scholar 
and  deputy  chairman  of  the  state  Eco- 
nomic Strategy  Council:  "The  govern- 
ment here  still  tends  to  support  tradi- 
tional industry,  but  it's  well  aware  now 
that  the  robust  growth  of  the  U.  S. 
economy  is  the  result  of  E-commerce." 
As  a  gesture  of  support  to  startups, 
Japan  recently  approved  a  plan  to  ex- 
tend more  grants  and  financing  to  new 
ventures. 

At  the  forefront  of  this  new  con- 
sciousness are  tomorrow's  consumers: 
Japanese  high  school  and  university  stu- 
dents who  can  zip  off  short  E-mail  mes- 
sages on  their  tiny  cell  phones.  This  in- 
formation-savvy generation  is  fueling 
demand  for  handheld  computers  and 
other  Net-ready  communication  devices. 
And  it's  gaining  new  clout  here.  "Japan 
is  a  few  years  behind  the  U.  S.  when  it 
comes  to  E-business,"  says  Taizo  Son, 
26,  who  founded  online  systems  inte- 
grator Indigo  Corp.  in  1996  while  an 
economics  student  at  Tokyo  Universi- 
ty. "Now,  though,  the  younger  genera- 
tion is  starting  to  pop  up"  in  a  busi- 
ness world  that  for  decades  has  been 
ruled  by  older  men  whose  place  at  the 
top  was  dictated  largely  by  seniority. 

It's  not  just  the  business  world  that's 
changing.  According  to  a  survey  re- 
leased in  June  by  Japan's  Ministry  of 
Posts  &  Telecommunications,  some  17 
million  Japanese,  or  13.4%  of  the  popu- 
lation, now  log  on  to  the  Web,  up  from 
1.5  million  in  1995.  By  2003,  the  per- 
centage of  Japanese  households  wired  to 
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the  Net  should  rise  to  52%,  about  the 
current  level  in  the  U.  S.,  according  to 
market  researcher  International  Data 
Corp.  "We're  seeing  a  shift  from  early 
adoption  of  the  Internet  to  mass  pene- 
tration," says  Joichi  Ito,  chairman  of  In- 
foseek  Corp.'s  Japanese  operations. 

And  the  Japanese  aren't  simply  surf- 
ing: They're  shopping,  too.  E-commerce 
hit  $77  billion  in  Japan  last  year — double 
the  1997  amount.  The  market  is  expect- 
ed to  grow  to  $639  billion  by  2003,  com- 
pared with  $1.(5  trillion  in  the  U.  S.,  ac- 
cording to  a  joint  survey  by  Japan's 
Ministry  of  International  Trade  &  In- 
dustry and  Andersen  Consulting. 

There's  yet  another  reason  for  Bit 
Valley  optimism.  Because  of  Japan's  re- 
cession, large  companies  are  no  longer 
able  to  lure  the  best  and  brightest  with 
promises  of  lifetime  careers.  The  result: 
Students  and  managers  alike  are  willing 
to  take  a  chance  on  exciting  new  jobs 
with  risky  startups. 
BLUE-JEAN  BRIGADE.  Rakuten  Inc.'s  34- 
year-old  Hiroshi  Mikitani,  a  former 
banker  at  the  staid  Industrial  Bank  of 
Japan  Ltd.,  now  wears  blue  jeans  when 
he  visits  the  gray-suited  bureaucrats  at 
the  Ministry  of  Finance  to  brief  them  on 


E-commerce.  Mikitani  says  many  of  his 
consultant  and  banking  friends  also  are 
considering  the  fast  pace  and  intellectu- 
al freedom  of  a  Net  venture.  Bit  Valley 
entrepreneur  Kazuhiro  Ogura,  24,  went 
so  far  as  to  drop  out  of  Tokyo's  Hitot- 
subashi  University  to  start  his  business, 
Horizon  Digital  Enterprises  Inc.,  an  E- 
systems  integrator.  Although  Ogura 
graduated  a  year  behind  schedule  last 
spring,  he  doesn't  regret  his  unortho- 
dox choice.  "I  couldn't  imagine  Joeing  in 
a  corporate  army,"  he  says. 

A  flurry  of  recent  activity  promises  to 
keep  Shibuya  at  the  forefront  of  Japan's 
tech  movement.  Ito,  who  operates  Dig- 
ital Garage  Inc.,  sold  his  Net-search 
firm's  interest  in  Infoseek-Japan  in  June 
and  will  use  the  proceeds  to  launch  on- 
line music  and  concert  ticket  sites  this 
fall.  Nearby,  Kiyoshi  Nishikawa,  the 
founder  of  NetAge  Inc.,  just  sold  his 
Net  Dealers  online  consumer-ratings 
service  for  autos  to  CarPoint,  Microsoft's 
online  car-locator  service.  With  the  mon- 
ey from  the  sale,  NetAge  plans  to 
launch  two  E-businesses — retailing  and 
E-systems  ventures — in  September. 

To  be  sure,  not  everything  is  roses 
in  Bit  Valley.  For  starters,  the  govern- 


ment's economic  planners  could 
lot  more  to  ease  costly  regulation^ 
private  enterprises.  Startups  also 
more  deregulation  in  the  stock 
ket.  As  things  stand,  a  company 
show  a  profit  for  at  least  two  busir 
years  before  it  can  go  public.  Thatl 
luxury  that  expanding  Net  startups| 
ten  can't  afford. 
PROMISING  future.  Even  here,  howel 
relief  may  be  on  the  way.  Softbi 
Corp.  founder  Masayoshi  Son,  42,  pi 
to  launch  a  Japanese  Nasdaq  by 
end  of  next  year,  which,  if  appro\ 
would  do  away  with  the  stiff  listing  I 
quirements  of  the  existing  mark^ 
"That  means  Bit  Valley  startups 
myself  will  have  the  opportunity  to 
says    Indigo's    Son,    26,    who    is  t 
youngest  of  Masayoshi's  three  broth^ 

Indeed,  for  the  young  Bit  Valley 
trepreneurs   gathered   in   a   crowc 
Shibuya  bar  one  recent  night,  the  futj 
never    looked    more    promising, 
changes,  for  Japan,  are  revolutions 
True,  the  odds  aren't  high  that  any 
of  these  entrepreneurs  will  launcli 
Japanese  Microsoft.  But  for  the  fi| 
time,  they  have  the  opportunity  to  tl 
By  Irene  M.  Kunii  in  Ton 


Bit  Valley  Ventures 


Startups  are  springing  up  throughout  Tokyo's  Shibuya  neighborhood. 


INDIGO  Founded  in  1996  by 
Taizo  Son  when  he  was  an  eco- 
nomics student  at  Tokyo  Univer- 
sity, Indigo  designs  Web  sites 
and  provides  E-commerce  ser- 
vices to  Japanese  retailers — and 
U.S.  cyberauctioneer  Onsale. 


DIGITAL  GARAGE  Launched  in 
1995  as  an  E-business  media 
and  market  research  firm,  DG 
was  Infoseek's  partner  in  Japan 
until  June  25,  when  Infoseek 
Japan  bought  the  site  DG  creat- 
ed for  Infoseek  and  named  DG 
founder  Joichi  Ito  as  chairman. 
Ito,  meanwhile,  will  transform 
DG  into  a  Net  incubator  for  E- 
commerce  startups. 


CYBER  AGENT  The  biggest  on- 
line ad  network  in  Japan,  Cyber 
Agent  generates  150  million 
ads  each  month  for  more  than 
200  Japanese  corporate  clients. 
Sales  last  year:  $170,000. 
Founder  Susumu  Fujita  esti- 
mates 1999  sales  will  top 
$5  million. 


HORIZON  DIGITAL  ENTERPRISE 

Startup  founded  by  economics 
student  Kazuhiro  Ogura  in  1996 
outfits  small  and  medium-size 
businesses  with  servers  and 
software  programs  based  on 
Linux  for  small  network  sys- 
tems, intranet,  and  E-commerce 
needs. 


NETAGE  Launched  last  year  by  former  AOL  Japan  em- 
ployee Kiyoshi  Nishikawa,  NetAge  creates  online  car- 
sales  sites.  CarPoint's  Japan  venture  bought  his  Net  car- 
assessment  site  in  June.  NetAge  plans  to  launch  retail 
and  services  sites  this  fall. 


RAKUTEN  Rakuten  is  Japan's  biggest  Net  shopping 
mall,  with  850  cybermerchants.  It  provides  auction 
and  hosting  services  for  Japan  Airlines  and  leading 
retailers  such  as  Seibu  and  Hankyu.  Rakuten  expects 
to  earn  $1.5  million  this  year,  before  taxes. 


1 
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Science  &  Technology 


MOTHER  AND  SON:  / 

day  around  the  wor 
16,000  people  are  infi 


MEDICINE 


AN  AIDS  VACCINE  IS 
NO  LONGER  A  DREAM 

"Huge  progress"  is  spurring  human  trials  on  several  fronts 


The  waiting  is  hard  for  Dr.  Donald 
P.  Francis.  The  former  govern- 
ment virologist  who  helped  eradi- 
cate smallpox  in  the  1970s  is  now 
conducting  the  first  advanced-stage  tri- 
al of  a  vaccine  against  a  tougher  foe — 
the  virus  that  causes  aids.  The  vaccine 
or  a  placebo  has  been  given  to  5,400 
people  in  the  U.  S.,  and  2,400  more  are 
being  recruited  in  Thailand.  Francis  al- 
ready knows  through  monitoring  that 
some  of  the  volunteers  are  infected  with 
the  dreaded  virus.  But  he  won't  know  if 
the  vaccine  is  working  until  the  fall  of 
2001,  when  he  finds  out  who  got  the 
real  thing  or  the  placebo.  "We're  in  this 
frustrating  interval,"  he  says. 

Francis  and  his  company,  VaxGen 
Inc.,  are  also  way  out  on  a  limb.  Many 
scientists  believe  his  vaccine  doesn't 
have  a  prayer  of  working.  But  even 
skeptics  see  the  Phase  III  trial  as  an 
important  milestone  in  the  long  battle 
against  a  microbe  that  has  struck  more 


than  40  million  people  around  the  world. 
"It's  our  first  chance  to  know  if  we're  on 
track  to  have  a  vaccine  in  the  next  10 
years,"  says  Dr.  Jose  Esparza  of  the 
Joint  United  Nations  Program  on 
HIV/AIDS  (UNAIDS)  in  Geneva.  Even  more 
encouraging,  second  and  third  chances 
are  waiting  in  the  wings. 

Indeed,  after  hundreds  of  animal  ex- 
periments and  dozens  of  small-scale  hu- 
man trials,  researchers  are  confident 
that  new  vaccine  attempts  are  promis- 
ing enough  to  put  to  the  ultimate  test  in 
people.  The  advances  range  from  inno- 
vative ways  to  prod  the  immune  system 
into  attacking  HIV  to  studies  identifying 
vulnerable  targets  on  the  virus  itself. 
"I've  been  the  ultimate  cyme  and  pes- 
simist," says  Dr.  Norman  L.  Letvin, 
professor  of  medicine  at  Harvard  Med- 
ical School.  "But  I've  become  very  opti- 
mistic. The  truth  of  the  matter  is  that 
huge  progress  has  been  made  in  the 
last  couple  of  years." 


Progress  is  desper 
needed — and  long 
due.  While  new  drug: 
helping  keep  aids  at 
in   the   U.  S.   and   c 
industrialized  count 
around  the  world,  1 
people  are  being  inf< 
with  HIV  each  day. 
95%  of  these  new  vie 
are    in    the    develo 
world,  where  treatm 
are  unavailable  or  far 
expensive   (page 
That's  why  "the  only) 
swer  will  be  a  vacc 
says  California  Insti 
of  Technology  Presi 
David  Baltimore. 
NO  PROFIT  PAYOFF. 
answer  has  been  slo 
coming.  "We're  18  y 
into   the   epidemic, 
we've  got  only  one  Phase  III  trial,"  { 
Francis.  "You  have  to  ask  whether 
are  committed  to  developing  a  vac 
or  not."  Part  of  the  problem  has 
that  drug  companies  can't  profit 
an  Hiv  vaccine  the  way  they  can 
say,  aids  drugs  or  Viagra,  which 
be  taken  over  and  over.  For  tiny 
phaVax     Human     Vaccines     Inc 
Durham,  N.  C,  "at  first  blush,  it  se 
we  are  on  a  suicidal  path,"  says  Ch 
man  Robert  Johnston.  'We  picked  a 
get  for  which  no  one  has  manage 
make  a  vaccine,  for  a  third-world 
ket  in  which  no  one  can  pay." 

A  few  big  pharmaceutical  compa 
such    as    Merck,    Wyeth-Ayerst 
Rhone-Poulenc's  Pasteur  Merieux  C 
naught  unit,  are  supporting  Hiv  vac 
research  efforts.  But  there  remains 
sheer  difficulty  of  the  task.  In  its  ah 
to  evade  the  immune  system,  "hi 
especially  nasty,"  says  Baltimore. 

The  basic  theory  of  vaccination 
simple.  First,  give  the  body  somethi 
that  looks  like  an  invading  micro  F 
That  stimulates  the  immune  system 
respond — and  remember.  Then,  if  t 
actual  microbe  does  invade,  the  immu 
system  is  primed  for  a  massive  atta 
Its  response  can  take  two  forms.  One 
like  a  naval  battle,  where  the  immu 
system  makes  torpedo-like  antibodi 
They  search  for,  bind  to,  and  neutral 
microbes  navigating  through  the  bloc 
stream.  The  other  response  resembi 
an  army  going  door  to  door  in  a  city 
cells,  seeking  enemies  that  are  hidd 
indoors.  The  immune  system's  killer 
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UlF  YOU'RE  IN  THE  THROES  OF 
MANAGING  AN  OUTSOURCING 
STRATEGY,  THE  LAST  THING 
ON  YOUR  MIND  IS  ATTENDING 
ANOTHER  CONFERENCE.^     A 


Umaybeit 
should  be 
the  first.}} 


Frank  J.  Casale,  President 
The  Outsourcing  Institute 


The  Fourth  Annual 
Outsourcing  Leadership  Forum 

Managing  in  an 
Outsourced  World 

October  21  •  The  Millennium  Broadway  Hotel  •  New  York  City 


o 


OUTSOURCING  INSTITUTE 


BusinessWeek 


WORLDWIDE 

SOCIAL    SECTIONS 


Learn  key  strategies  and  tactics  from  business  assessment  to 
RFP  development...to  vendor  selection...to  negotiating  the  deaL.to 
managing  the  relationship. 

Meet  and  hear  Professor  James  Brian  Quinn,  award-winning  author  of 
"Innovation  Explosion"  and  leading  authority  on  the  use  of  outsourcing  as  a 
management  strategy. 

Network  with  your  peers  and  other  industry  leaders  at  this  unique,  one-day  event 
hosted  by  THE  OUTSOURCING  INSTITUTE,  the  global  clearinghouse  for  unbiased 
information,  advice  and  networking  for  all  types  of  outsourcing. 

| For  complete  program  and  registration  details, 
aase  call  (516)  681-0066  ext.  112  or  e-mail  events@outsourcing.com 


Conference  Sponsors 


©Bell  Atlantic 


Pricq/vaTerhouseQopers 


Integris 


Computer  Horizons  Corp. 


Science  &  Technology 


As  HIV  is  binding  to  cells,  its  shape  changes-exposing 
vulnerable  areas  that  could  be  good  targets  for  antibodij 


cells  destroy  the  microbe-infected  cells. 

Scientists  believe  most  vaccines  follow 
the  first  method,  stimulating  antibod- 
ies. So  when  Hiv  appeared,  researchers 
rushed  to  design  vaccines  to  do  just 
that.  The  main  tack:  inject  a  big  chunk 
of  the  protein  that  forms  an  envelope 
around  the  aids  virus,  stimulating  anti- 
bodies against  the  virus'  own  coat.  But 
human  trials  in  the  early  1990s  failed. 
The  antibodies  stimulated  by  the  enve- 
lope vaccines  turned  out  be  about  as 
effective  as  popguns  against  a  rhino. 
"We  quickly  learned  that  most  antibod- 
ies that  are  elicited  against  the  virus 
are  notoriously  incapable  of  neutraliz- 
ing it,"  says  Merck's  aids  vaccine  chief, 
Dr.  Emilio  Emini. 

VaxGen  is  trying  to  generate  more 
potent  antibodies  with  a  vaccine  that 
includes  envelope  proteins  from  two  vi- 
ral strains  instead  of  one.  But  many  sci- 
entists hold  out  little  hope — and  some 
see  financial  motives  behind  the  trial. 
With  VaxGen  coming  off  a  successful 
IPO  on  June  30,  "the  investors  and 
founders  will  recover  their  investment 
before  the  efficacy  data  are  published," 
says  Jack  H.  Nunberg,  director  of  the 
University  of  Montana  Biotechnology 
Center.  VaxGen's  Francis  retorts  that 
vaccine  trials  have  often  proved  the  ex- 
perts wrong.  "All  this  gum-gnashing  of 
whether  ours  will  work  or  not  has  been 
true  of  most  vaccines,"  he  says. 


Perhaps.  But  past  disappointments 
with  the  antibody  approach  have  led 
most  aids  scientists  to  focus  on  the  oth- 
er arm  of  the  immune  system — killer 
T-cells.  They're  trying  to  design  a  vac- 
cine that  mimics  an  actual  infection  so 
the  body's  cells  will  make  viral  proteins. 
That  prods  the  T-cells  into  action. 

One  approach  is  to  genetically  modify 
a  benign  virus  to  carry  a  few  Hiv  genes. 
During  a  brief,  harmless  infection  period, 
cells  will  make  HIV  proteins  along  with 
those  of  the  carrier  virus,  thus  stimulat- 
ing the  immune  system  against  both. 
The  best  human  results  have  come  from 
studies  using  a  canary-pox  virus  devel- 
oped by  Pasteur  Merieux  Connaught. 
REWRITING  THE  CODE.  The  pox-virus 
vaccine  has  protected  some  monkeys 
from  getting  the  simian  equivalent  of 
aids — and  has  stimulated  the  T-cell  re- 
sponse in  humans.  "So  far,  this  is  the 
only  [vaccine]  injected  into  humans  that 
can  do  that,"  says  Dr.  Michel  H.  Klein, 
Pasteur's  vice-president  for  science  and 
technology.  "But  we  don't  know  yet  if  it 
is  protective." 

Other  virus-based  vaccines  in  devel- 
opment may  be  even  more  potent.  Gov- 
ernment and  academic  scientists  are  ex- 
perimenting with  a  weakened  version 
of  vaccinia,  the  virus  used  to  help  erad- 
icate smallpox.  Based  on  monkey  trials, 
'there  is  some  enthusiasm"  that  it  might 
be  more  effective  than  canary  pox,  says 


Bernard  Moss,  a  virologist  at  theB 
tional  Institute  of  Allergy  &  InfectB 
Diseases.  Scientists  at  Alpha Vax  I 
been  able  to  protect  monkeys  from  I 
an  aids  using  a  vaccine  basedB 
Venezuelan  equine  encephalitis  virdj 

But  virus-based  vaccines  aren't  \i 
out  flaws.  The  immune  system  re 
not  only  to  proteins  made  from  thel 
genes  but  to  proteins  from  the  can 
virus,  too,  thereby  dividing  its  atl 
tion.  As  a  result,  some  scientists  [ 
experimenting  with  vaccines  consisl 
of  DNA  with  Hiv  genes  inserted.  Inf 
ed  into  the  body,  the  DNA  is  taken  un 
some  cells,  where  its  genetic  inst] 
tions  are  used  to  make  Hiv  prote 
The  trick  is  getting  the  cells  to 
enough  of  the  HIV  proteins  to  attl 
the  immune  system's  attention.  WorH 
with  Apollon  Inc.  (acquired  by  Wyj 
Ayerst),  David  B.  Weiner  of    the 
versity  of  Pennsylvania  has  boosted 
duction  of  Hiv  proteins  by  adding 
HIV  gene  called  rev.  And  Merck  scj 
tists  are  rewriting  the  genetic  cod( 
Hiv  genes  to  make  them  look  more 
human  genes.  The  researchers  are 
ting  higher  levels  of  HIV  proteir 
enough  to  generate  impressive  ldllei| 
cell  responses  in  monkeys. 

Many  experts  think  the  best  vacd 
will  be  a  combination  of  the  varil 
candidates.  "There  is  every  reasor 
believe  that  using  these  together 


The  Path  to  an  AIDS  Vaccine 

Two  decades  into  the  epidemic,  researchers  are  coming  up  with  some  new  approaches 


RESEARCHERS /STRATEGY 


PROGNOSIS 


VAXGEN,  CHIRON  Inject  a  protein  found  in  HIV's  outer 
coat  that  stimulates  the  immune  system  to  make  antibodies. 


Proven  safe,  stimulates  antibodies,  but  many  scientists  think  those  | 
antibodies  aren't  effective.  VaxGen  Phase  III  trials  in  progress 
in  the  U.S.  and  Thailand,  with  results  expected  by  late  2001. 


UNIVERSITY  OF  MONTANA  Freeze  the  virus  in  the  act  of 
fusing  to  cells,  when  its  coat  proteins  are  in  a  more 
vulnerable  shape,  to  stimulate  more  potent  antibodies. 


In  early  studies,  antibodies  stimulated  in  mice  neutralized  a 
number  of  viral  strains.  Too  early  to  know  if  it  will  work  in  humans. 
Beginning  primate  studies. 


NATIONAL  INSTITUTES  OF  HEALTH,  PASTEUR  MERIEUX 
CONNAUGHT,  OTHERS  Use  modified  viruses,  such  as  canary 
pox  or  vaccinia,  to  carry  HIV  genes  into  cells,  which  then  make  HIV 
proteins  that  stimulate  the  immune  system  to  make  killer  T-cells. 


Delivering  HIV  genes  with  a  modified  virus  can  stimulate  the 
immune  system,  but  it  doesn't  work  in  all  cases,  and  subsequent 
vaccinations  can  be  difficult.  In  human  trials. 


MERCK,  WYETH-AYERST,  UNIVERSITY  OF 
PENNSYLVANIA  Insert  DNA  containing  HIV  genes.  Cells  that 
take  up  the  DNA  then  make  HIV  proteins,  stimulating  an  immune 
T-cell  response  and,  possibly,  antibodies. 


Can  be  effective  in  stimulating  killer  T-cells,  but  getting  high  enougl 
levels  of  HIV  proteins  made  has  been  a  challenge.  In  human  trials. 
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Where  will  mobile  computing  be  in.  the  new  millennium?  What  does  the  future  hold? 
Introducing  Go  Mobile,  a  new  and  unique  industry  executive  conference  that  brings 
together  leading  IT  decision  makers  witJr*VBBdor  and  reseller  executives.     ■«*«» 

Go  Mobile  will  cover  such  important  topics  as  service  and  support,  total  cost  of  ownership, 

inancing  mobile  computing  assets  and  backing  up  while  mobile.  WelVfocus  on  new  technology  in 

mobile  information  appliances*,  wireless  data  communications,  companion'PCs  and  more.  Attendees 

will  also  get  to  see  on-stage  derlfDBuand  sessions  led  by  some  of  the  industry's  most  noted 

personalities,  including  Steve  Wildstrom "^Sysfness  Week),  Sandy  Reed  (InfoWbfj.d) ,  Maryfran 

Johnson  (Computenvorld) ,  Bill  HowarafjEC  Magazine),  Jerry  Michalski  (Socaate) 

-^■^^  and  Chris  Barr  (CNET).  \ 

Every  IT  attendee  will  get  to  «se  the  world's  first  totally  online  wireless  network  that 

includeskan  IBM  ThinkPad,  3Com/Symbol  wireless  LAN,  Palm  VII  and 

custom  applications  developed  by  The  Windward  Group. 


accommodations  to  Go  Mobile  are 
Register  online  at:  www.mobileinsights 
For  more  information,  ca 


T  decision  makers. 

-6497. 
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September  21  -23, 1 999    Hilton  La  Jolla  Torrey  Pines    San  Diego,  Cfl 
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Wireless  Connectivity  Divisio: 
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Additional  Sponsors:  fluantGo  /  Callisto  Software  /  CDF  /  Fujitsu  Personal  Systems  /  Fusion  One  /  iGo,  Corporation  /  Infocus,  Inc.  /  Itronix 
Lernout  and  Hauspie  /  (louadigm  /  PC  Support.com  /  Puma  Technology  /  Sterling  Commerce  /  Synchrologic  /  UJayport 


Science  &  Technology 


do  better  than  using  them  independent- 
ly," says  Harvard's  Letvin.  At  Emory 
University,  the  most  successful  monkey 
trials  used  a  dna  vaccine  first,  followed 
by  a  pox  vaccine,  says  Harriet  L. 
Robinson,  chief  of  microbiology  and  im- 
munology at  Emory. 
ACHILLES'  HEEL.  Moreover,  there's  new- 
hope  that  the  antibody  arm  of  the  im- 
mune system  can  also  play  a  major  role. 
Scientists  now  know  that  the  envelope 
protein  surrounding  HIV  is  able  to  resist 
antibody  attacks.  But  as  the  virus  binds 
to  cells  and  prepares  to  force  its  way  in, 


the  envelope  protein  changes  shape. 
That  exposes  its  vulnerable  parts,  much 
the  way  a  porcupine  does  as  it  uncurls, 
exposing  its  defenseless  belly.  The  Uni- 
versity of  Montana's  Nunberg  has  been 
able  to  "freeze"  the  virus  in  the  act  of 
binding.  When  he  injected  the  frozen 
bits  into  mice,  he  stimulated  antibodies 
capable  of  neutralizing  a  broad  range 
of  virus  types.  At  the  Massachusetts 
Institute  of  Technology,  Peter  S.  Kim 
has  been  able  to  pinpoint  the. envelope 
protein's  precise  shape  change — and  find 
a  newly  exposed  region  that  could  turn 


out  to  be  an  excellent  target  for 
bodies. 

The  next  large-scale  trial  after 
Gen's  is  expected  to  use  a  combin 
of  canary-pox  vaccine  and  another  l 
No  one  thinks  it  will  be  the  ulti 
answer.  But  scientists  now  can  s 
clear  path  to  creating  better  vac 
combinations.  A  truly  protective 
cine  is  still  years  away,  but  for  the 
time  since  aids  became  a  global  scoi 
the  possibility  of  protection  seems 

By  John  Carey  in  Washington 
Amy  Barrett  in  Philadelphia 


WE  HAVE  TO  FIND  A  SOLUTION' 


If  aids  is  the  viral  equivalent  of  a 
neutron  bomb,  then  sub-Saharan 
Africa  is  ground  zero.  More  than 
22  million  people  there  are  infected 
with  HIV — in  addition  to  the  11.5  mil- 
lion who  have  already 
died.  In  several  coun- 
tries, HIV  lurks  in  the 
cells  of  more  than  25% 
of  all  adults.  Elsewhere 
in  the  developing 
world — India  and  East- 
ern Europe,  especially — 
the  modern-day  plague 
is  also  spreading 
unchecked. 

Although  new  drugs 
have  made  the  disease 
manageable  for  many  in 
the  U.  S.,  such  costly 
treatments  are  out  of 
the  question  in  countries 
where  food  is  often  a 
luxury.  That's  why  a 
vaccine  is  desperately 
needed.  But  the  task  of 
creating  and  delivering  a 
vaccine  to  the  developing  world  pre- 
sents even  greater  hurdles  than 
making  one  for  the  West.  Among 
them:  uncertainty  over  how  tailored 
a  vaccine  must  be  to  different  strains 
of  the  virus  and  how  to  fund  vaccina- 
tion programs  for  possibly  millions  of 
impoverished  people.  "We  are  watch- 
ing the  equivalent  of  a  Black 
Plague,"  says  Dr.  Seth  Berkley,  pres- 
ident of  the  International  AIDS  Vac- 
cine Initiative  (iavi).  "We  have  to 
find  a  solution." 

There  are  signs  that  the  effort  is 
picking  up.  While  few  pharmaceutical 
companies  are  pumping  money  into 
finding  vaccines  for  the  developing 
world,  some  public-private  partner- 


ships have  taken  up  the  challenge. 
The  U.  S.  Army  is  funding  Hiv-vac- 
cine  trials  in  Thailand  in  cooperation 
with  biotechnology  company  Chiron 
Corp.  and  other  corporate  partners. 


■I 


Microsoft  Corp.  Chairman  William  H. 
Gates  III  and  his  wife  Melinda  have 
donated  $25  million  to  IAVI  for  vac- 
cine research. 

TWO  FOR  ONE?  IAVl's  goal  is  to  bring 
together  Hiv-vaccine  researchers 
with  health  experts  in  the  develop- 
ing world.  The  organization  is  under- 
writing work  on  an  experimental 
vaccine  from  Alpha Vax  Human  Vac- 
cines Inc.  that  is  targeted  for  South 
Africa,  as  well  as  a  vaccine  under 
development  by  Oxford  University 
and  the  University  of  Nairobi  that  is 
based  on  the  dominant  virus  circu- 
lating in  Kenya.  Both  groups  hope  to 
start  human  testing  next  year,  but 
even  if  those  trials  are  successful,  a 


ready-to-use  vaccine  is  still  years 
away. 

Adding  to  the  challenge  is  scien 
tific  uncertainty  over  how  tailored 
Hiv  vaccines  need  to  be.  The  com- 
mon strain  of  Hiv  in 
Kenya  is  about  90% 
identical  to  the  strain 
found  in  North  Ameri 
ca  and  most  of  Europe 
Researchers  are  un- 
sure whether  that  10*3 
difference  means  a 
U.  S.  vaccine  would  b 
ineffective  in  Africa 
Pasteur  Merieux  Con 
naught  began  human 
trials  in  Uganda  in 
February  using  a  vac- 
cine based  on  the  HIV 
strain  prevalent  in  the 
U.  S.  If  that  vaccine 
stimulates  a  response 
against  the  two  strain 
common  in  Uganda,  it 
may  be  possible  to 
find  one  vaccine  that 
can  be  used  globally. 

The  biggest  hurdle — continued, 
sufficient  funding — will  remain.  Mead 
Over,  a  senior  economist  at  the  Work 
Bank,  says  a  proposal  has  been  craft 
ed  under  which  the  bank  would  lend 
money  to  some  AIDS-ridden  countries 
if  an  Hiv  vaccine  is  developed.  Anoth 
er  option  has  been  floated  to  estab- 
lish a  trust  fund  financed  by  wealthy 
nations  to  pay  for  research  and  dis- 
tribution of  vaccines.  Such  a  concert- 
ed effort  may  be  the  only  hope  if 
aids  is  to  be  kept  from  wiping  out 
large  swaths  of  the  world's  people. 

By  Amy  Barrett  in  Philadelphia 
and  John  Carey  in  Washington,  with 
Heidi  Dawley  in  London 
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ANA.  Japan's  largest  and  most  lovable  airline. 


eing  Japan's,  and  Asia's,  largest  airline  is  a  good  reason  to  like  ANA.  But  to  love  All  Nippon  Airways,  we  have  to  give  you 
more.  So  we  do.  Exceptional  service.  Superb  cuisine.  A  choice  of  non-stop  flights  to  Tokyo  from  New  York,  Los  Angeles, 
Washington,  D.C.,  Chicago,  San  Francisco  and  Honolulu*.  Our  Business  Privilege  offer  that  can  save  you  up  to  75%  on 
.elected  hotels  in  Japan.  Plus,  a  joint  mileage  program  with  United  Airlines.  Want  to  fall  in  love  with  flying  all  over  again? 
Make  a  date  to  fly  ANA  on  your  next  trip  to  Japan  by  calling  1  -800-2-FLY-ANA  or  contacting  your  travel  agent. 


ANA 


All  Ninoon  Airways 
Japan's       Best      To      The      World 


:ly  from  Honolulu  non-stop  to  Tokyo  and  Nagoya 


www.fly-ana.com 


Woodside  -  Atherton  Auxiliary  Presents 

Tally  Ho 

Venetian  Fantasy 

•  enefit   for  the   Love  of  Children 


Saturday,  September  11,  1999 
Menlo  Circus  Club 
Atherton,  California 

PARADE  OF  HORSES  TO  EXCITE  AND  DELIGHT 

International,  National,  and 
State  Champions,  plus  local  stars 


SUMPTUOUS  FIVE  COURSE  DINNER 

or 

CASUALLY  ELEGANT  BUFFET 

All  prepared  by  leading  San  Francisco 
and  Peninsula  chefs 


NEW  PICKLE  CIRCUS  TO  THRILL  &  AMAZE 

A  one  ring  extravaganza  of  colorful 
characters  performing  amazing 

feats  of  balance,  grace  and  daring 


For  information  call 

1-877-TALLY  HO 

A  Benefit  for 


Lucile  Salter  Packard 
Children's  Hospital  at  Stanford 
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s  healthcare  becomes  harder  to  get, 
\we're  keeping  doors  open. 


These  days  a  lot  of  businesses  are  feeling  shut  out  when  it  comes  to 

healthcare.  That's  why  we've  dedicated  our  resources,  strength  and 

experience  to  making  sure  you  can  offer  your  employees  the  care  they 

need  at  a  price  both  you  and  your  employees  can  afford.  We  have  the 

largest  PPO  in  California  and  the  fastest  growing  HMO.  And  those  are  just 

a  few  of  the  many  ways  we're  bringing  the  power  of  one  of  California's 

most  respected  companies  to  work  for  you.  So  call  about  getting 

Blue  Cross  coverage  for  your  company.  And  see  how  easy  it  is  to  get  in. 


The  Power  of  Blue. 


www.bluecrossca.com  \ 


Blue  Cross  of  California  (BCC)  is  an  Independent  Licensee  of  the  Blue  Cross  Association  (BCA).  ®  Registered  Mark  and  SM  Service  Mark  of  the  BCA.  ©  1999  BCC 


We're  excited  about 
our  Internet  ordering  system. 


KenfVan 

Marketing  Systems 

Administrator 

Joel  Stemple 
Account  Manager 

Kyle  Morgan 

Account  Manager 

Charlotte.  NC 


bcop.com 


Its  a  fast,  simple  crowd  pleaser. 


Boise  Cascade   We  think  you'll  share  our  enthusiasm  for  the  Boise  Cascade  Office  Products  Internet  ordering  site.  It's  one 
Office  Products     ,  ,     , 

www.bcop.com      °f tne  fastest,  easiest,  most  secure  ordering  systems  in  the  industry.  With  lots  of  setup  options  that  let  yoi»r 

customize  the  site  to  fit  the  way  you  do  business.  As  a  contract  customer,  you  can  buy  anything  from  paper  clips  to  furniture  to  an 
entire  computer  network  for  your  office.  You're  in  control.  And  our  ongoing  upgrades  assure  a  smooth  visit  every  time.  We  also 
offer  a  variety  of  other  e-commerce  capabilities:  Electronic  Data  Interchange,  Electronic  Funds  Transfer,  electronic  catalogs  and 
more.  Find  out  how  easy  Internet  ordering  can  be.  Call  888-B0ISE-88.  You  may  become  a  big  fan. 


BOISE.  IT  COULDN'T  BE  EASIER: 


OFFICE  SUPPLIES  •  TECHNOLOGY  PRODUCTS  •  FURNITURE  •  PROMOTIONAL  PRODUCTS 
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>evelopments  to  Watch 


CLLEN  LICKING 


ICKER  PULP, 
D  THAT'S 
FICTION 


ERMAKING   REQUIRES  A 

)f  harsh  and  toxic  chemi- 
to  strip  wood  pulp  of 
in,  a  tough  polymer  that 
:es  trees  strong  and  rigid, 
od  chemist  Vincent  L. 
ang  and  a  team  of  re- 
-chers  from  Michigan 
inological  University  are 
ng  to  come  up  with  a 
^er  solution:  aspen  trees 
;  are  bioengineered  to 
duce  less  lignin.  Their 
■k  was  published  in  the 
just  issue  of  Nature 
technology. 

b  create  their  trees,  the 
ntists  blocked  the  activity 
a  key  lignin-producing 
ecule  in  the  woody  part 
he  tree.  The  result  was  a 
'  strain  of  aspen  with  45% 
lignin.  Surprisingly,  en- 
tered trees  also  grew  1.5 
es  faster  and  laid  down 
•e  extensive  root  systems 
i  their  unmodified  cousins. 
s  may  mean  that  more 
)d  can  be  grown  from  less 
i  using  Chiang's  trees, 
s  reducing  the  environ- 
ntal  impact  of  forestry. 
:  aspens  aren't  normally 
ccssed  to  make  paper,  so 
ang's  team  is  trying  to  re- 
t  the  result  in  two  more 
■ular  pulpwood  species,  eu- 
/ptus  and  pine.  "It's  a 
.t  result  that  could  make 
>er  production  easier  and 
re  economically  viable," 
s  Ronald  R.  Sederoff,  a 
estry  expert  at  North 
i*olina  State  University.  □ 


SWEET  RELIEF 
FOR  VICTIMS 
OF  EARTHQUAKES 

AS  THE  DEATH  TOLL  FROM 
Turkey's  earthquake  contin- 
ues to  climb,  relief  workers 
are  busy  caring  for  the  sur- 
vivors. Of  these,  up  to  40% 
may  be  at  risk  for  "crush 
syndrome,"  in  which 
blood  and  other  fluids  ac- 
cumulate in  the  muscles, 
resulting  in  substantial 
swelling.  If  left  untreat- 
ed, the  condition  can 
trigger  kidney  failure.  A 
simple  preventive  mea- 
sure— immediate  and 
massive  injections  of  flu- 
id containing  the  syn- 
thetic sugar  mannitol — 
is  now  being  tried  in  Turkey. 
The  new  method  was  devel- 
oped by  Dr.  Ori  S.  Better  of 
the  Technion-Israel  Institute 
of  Technology  in  Haifa. 

Similar  concoctions  have 
been  tried  before,  but  two 
factors  may  give  Better's  for- 
mula an  edge.  Damaged  mus- 
cles ooze  toxins  that,  in  large 
amounts,  are  poisonous  to  the 


kidneys.  By  injecting  big  dos- 
es of  fluid  into  the  body — up 
to  15  liters  a  day — Better 
claims  he  can  preserve  the 
body's  normal  fluid  balance. 
He  also  has  evidence  that 
mannitol  alleviates  muscle 
swelling.  After  less  than  an 
hour's  exposure  to  it,  15  pa- 
tients all  showed  signs  of  de- 
creased swelling.  How  man- 


nitol works  is  a  mystery — and 
the  method  has  its  own  po- 
tential dangers:  In  large  dos- 
es, the  sugar  can  cause  kid- 
ney failure.  Still,  Dr.  James 
P.  Knochel,  an  expert  on  mus- 
cle injury  at  Presbyterian 
Hospital  of  Dallas,  says:  "If 
this  has  the  potential  to  save 
quake  victims  in  Turkey,  it  is 
important  to  try  it."  □ 


CAUTION:  SLIPPERY  WHEN  COLD 

A  TEAM  OF  FRENCH  SCIENTISTS  FROM  THE  CENTRE 

national  de  la  Recherche  Scientifique  and  chemical 
company  Elf  Atochem  have  developed  the  first  poly- 
mer that  can  switch  from  slick  to  sticky  in  response  to 
a  slight  temperature  rise.  The  results  were  reported  in 
the  Aug.  20  issue  of  Science. 

Two  key  structural  features — roughness  of  the  sur- 
face and  elasticity — determine  a  polymer's  tackiness. 
The  smoother  the  surface  and  the  more  pliable  the  poly- 
mer, the  stickier  it  will  be.  Led  by  polymer  chemist 
Ludwik  Leibler,  the  scientists  designed  their  polymer  to 
switch  between  a  rigid,  rough  crystal  and  a  softer,  elas- 
tic substance  at  body  temperature — 98.6F.  Below  this 
temperature,  the  polymer  has  a  nontacky,  Teflon-like  ex- 
terior. Above  it,  the  surface  is  smooth  and  gummy. 

Because  the  polymer  turns  from  slippery  to  tacky  at 
body  temperature,  experts  say  it  could  be  used  in  a 
wide  range  of  products.  For  instance,  self-cleaning  ten- 
nis grips  coated  with  this  polymer  would  become  sticky 
from  the  hand's  warmth.  Drop  the  racket  and  the  poly- 
mer cools  off  and  hardens,  and  dirt  clinging  to  the  grip 
simply  falls  off.  Or  it  could  be  used  to  make  the  first 
truly  "ouch-less"  Band-Aid — just  chill  the  skin  and  that 
sticky  bandage  would  slide  right  off.  □ 


DECLARING 

A  GERM  WAR 

ON  NUCLEAR  WASTE 

CLEANING  UP  RADIOACTIVE 

waste  is  a  dirty  job — but 
somebody,  or  something,  has 
to  do  it.  Now,  researchers 
from  the  Energy  Dept.'s  Ida- 
ho National  Engineering  & 
Environmental  Laboratory 
have  devised  a  way  to  use 
the  bacteria  Thiobacillus 
thioxidans  to  clean  up  conta- 
minated concrete  walls  and 
ceilings. 

The  researchers  mixed  mil- 
lions of  bacteria  with  sulfur 
and  cellulose  to  create  a  fluo- 
rescent yellow  gel  thick 
enough  to  be  slapped  on 
walls  and  ceilings.  At  high 
temperatures  and  humidity, 
the  bacteria  feed  on  the  sul- 
fur and  generate  the  corro- 
sive byproduct  sulfuric  acid, 
which  etches  the  concrete  so 
that  the  contaminated  layers 
flake  away.  When  enough 
concrete  has  been  loosened, 
the  researchers  kill  off  the 
bacteria  by  dropping  the  tem- 
perature and  humidity.  Then 
they  vacuum  up  the  contami- 
nated material.  Using  this 
method,  the  researchers  es- 
timate they  can  remove  up 
to  half  an  inch  of  radioactive 
concrete  a  year. 

The  traditional  cleanup 
method,  called  scabbling,  re- 
quires workers  to  chip  away 
layers  of  contaminated  sur- 
face concrete  until  they  reach 
a  "clean"  layer.  But  this 
process  can  expose  laborers 
to  damaging  levels  of  radia- 
tion and  generates  a  substan- 
tial amount  of  rubble  and 
dust — all  of  which  must  be 
disposed  of  as  radioactive 
waste.  Because  the  microbial 
"goo"  can  be  applied  remote- 
ly, the  risk  to  workers  is  min- 
imized. And  cleanup  costs 
could  be  up  to  10  times 
cheaper,  since  much  less 
waste  is  generated.  The  re- 
searchers plan  to  field-test 
their  microbial  janitors  at  a 
closed  nuclear  reactor  in  Sel- 
lafield,  England,  this  fall.     □ 
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WHERE  YOU 
SHOULD  LOOK 

FOR  RISING 
MARKET  STARS 


High  Tech:  Don't  Let  the 
Swoon  Scare  You  Off 

Carefully  chosen  funds  can  boost  returns  over  the  long  haul 


BY  GEOFFREY  SMITH 

Most  long-term  investors  should  have  at 
least  some  of  their  investments  in  tech- 
nology stocks.  After  all,  high  tech  is 
the  engine  behind  the  powerful  U.  S. 
economy  and  the  bull  market  over  the 
past  decade.  The  downside:  These 
stocks  are  exceptionally  volatile.  But 
their  swoons  create  buying  opportunities,  and 
this  summer  has  been  no  exception,  according  to 
many  tech-fund  managers. 

If  you're  thinking  of  buying  tech  while  it's 
down,  a  good  way  to  do  so 
while  reducing  the  risk  of  own- 
ing individual  stocks  is  to  buy  a 
high-tech  mutual  fund  or  a  di- 
versified equity  fund  with  a  big  tech  stake.  In- 
deed, despite  the  recent  pullback,  specialized 
tech  funds  as  a  group  have  racked  up  a  strong 
record.  The  17  tech  funds  with  five-year  records 
tracked  by  Mornlngstar  produced  an  average 
return,  annualized  through  July  31,  of  31%. 
That  beat  the  Standard  &  Poor's  500-stock 
index  by  4  percentage  points.  Last  year, 
the  overall  tech  group — numbering  50 
funds — had  an  average  55%  return,  near- 
ly double  that  of  the  S&P  500.  Through 
July  31,  they  were  up  40%,  four  times 
the  SAP's  return.  The  big  numbers  result 
in  part  from  a  handful  of  Internet  funds 
with  huge  gains.  Still,  a  well-chosen 
tech  fund  stands  a  good  chance  of  rais- 
ing your  returns  over  the  long  haul. 


Mutual  Funds 


The  question  is,  which?  There  are  huge 
ations  in  performance,  and  tech-fund  strate 
and  risk  profiles  can  differ  radically.  This  y( 
top-performing  tech  fund  through  July  3 
Nicholas-Applegate  Global  Technology  Fund] 
156%.  The  worst?  Fidelity  Select  Softwan 
Computer  Services,  up  11%.  The  former,  a  y 
old  fund  designed  for  institutions  and  wealth 
dividuals  who  can  afford  its  $250,000  minim 
vestment,  profited  from  a  timely  switch 
spring  from  Net  stocks  to  a  diverse  grou 
telecom  and  chip  issues.  The  Fidelity  fund 
virtue  of  its  narrow  objec 
had  most  of  its  assets  stuc 
a  sluggish  sector:  software 
Performance   numbers 


not  the  entire  picture,  though.  Before  adc 
tech  to  your  portfolio,  you  need  to  decide 
much  risk  you're  willing  to  take.  Investr 
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specialists  suggest  that  before  you  take 
plunge,  you  should  check  the  technology  weig 
ing  in  your  existing  portfolio.  "Chances 
you've  already  got  more  than  you  think,"  se 
Morningstar  associate  editor  Christine  Benz. 
tech  stocks  make  up  21.2%  of  the  s&P  500,  y 
already  have  a  pretty  good  stake  in  the  sector 
you're  heavily  invested  in  s&P  index  funds.  Ma 
diversified  growth  funds  are  also  loaded  w 


Fidelity  Magellan  has  27%  of  its  assets  in 
.ology,  including  telecom  stocks  that  it  label 
Lies."  That  might  be  enough  technology,  ( Ic- 
ing on  your  time  horizon  and  stomach  for 
y  money, 
quick  way  to  assess  a  tech  fund's  risk  level 

checking  its  volatility  vis-a-vis  the  SAP. 
pa  is  a  key  statistic.  A  fund  with  a  beta  of 
uld  be  exactly  as  volatile  as  the  market, 
funds  are  more  volatile.  Morgan  Stanley 
i  Witter  strategist  Leah  Modigliani  cal- 
es  that  the  average  tech  fund  with  three 
I  of  results  has  a  beta  of  1.35 — in  other 
s,  it's  35%  more  volatile  than  the  s&p. 
j  funds  are  considerably  more  volatile: 
www  Internet  Fund,  for  one,  has  a 
of  1.7.  But  don't  use  beta  as  your 
guide.  High  betas  often  mean 


returns,  and  low  betas  can  pop  up  in  con- 
rated  funds. 

■nce-earnings  ratios,  on  the  other  hand,  may 
necessarily  be  good  risk  indicators.  Many 
Is  own  stocks  in  Net  companies  that  have 
to  post  earnings,  so  stocks  can  be  left  un- 
ted  in  a  fund's  p-e  ratio,  resulting  in  a  mis- 
ing  indicator,  www  Internet  Fund  has  the 


same  p-e  as  the  average  tech  fund:  49. 
Investors  also  should  bear  in  mind 
that  tech  funds  are  susceptible  to  high 
capital-gains  distributions  that  can 
sharply  reduce  pretax  returns  unless 
the  fund  is  held  in  a  tax-deferred  ac- 
count. And  shun  funds  with  high  loads. 
Remember,  tech  funds  have  higher-than- 
average  expense  ratios,  usually  because 
managers  trade  rapidly  in  and  out  of 
stocks.  This  shouldn't  be  a  problem  if 
the  fund  produces  stellar  returns. 
OLD  HANDS.  Tech  funds  come  in  two 
basic  flavors:  broadly  diversified  ones 
that  own  companies  across  a  wide  swath  of  the 
landscape  and  highfliers  that  focus  on  narrow 
segments,  such  as  the  Net  or  small  companies.  In 
general,  the  narrower  the  focus,  the  riskier  the 
fund,  but  the  higher  the  potential  short-term 
return.  Funds  with  the  best  three-to-five-year 
records  tend  to  be  diversified. 

Most  tech  funds  fare  poorly  in  business 
week's  risk-rating  system  because  we  use  tough 
criteria  that  exclude  most  of  them  from  our 
rankings.  Our  rating  system,  which  covers  all 
kinds  of  mutual  funds,  includes  only  those  with 


Tech  Funds:  Choose  Your  Flavor 


TECHNO 
CHECKUP 

Want  to  find  out  how 
much  technology  is 
in  your  portfolio? 
Check  out  www. 
morningstar.com.  For 
a  $9.95  monthly 
subscription  fee, 
Morningstar  will  drill 
down  into  your  port- 
folio and  tell  you 
what  your  sector 
weightings  really  are. 
To  get  your  Portfolio 
X-Ray  report,  all  you 
need  to  do  is  type  in 
your  stock  and  mutu- 
al fund  holdings  and 
wait  a  few  seconds 
for  an  answer. 


TOTAL  RETURN 


TOTAL  RETURN 


TOTAL  RETURN 


YTD*  3-YR** 

TOP  HOLDINGS 

ii             AGGRESSIVE 

98% 
Y 

NA 

YAHOO!, 
AMAZON, 
ARIBA 

t  ER             96 
jliYO/WTKX) 

NA 

ONHEALTHNET, 
C0M21,  INTEL 

a'TNET          41 

NA 

CISCO,  MCI, 
INFOSPACE 

L  37       48%    TXINSTRU- 

:S  MENTS,  MICRON 

TECH,  ANALOG 
DEVICES 


FUND 

YTD*  3-YR** 

TOP  HOLDINGS 

DIVERSIFIED  TECH 

DRESDNERRCM 
GLOBAL  (DRGTX) 

34% 

50% 

AMAZON,  AOL, 
YAHOO! 

NORTHERN 
TECHNOLOGY 

(NTCHX) 

30 

53 

XILINX, 
TELLABS, 
ST  MICRO 

FIRSTHAND  TECH. 
VALUE  (TVFQX) 

76 

43 

APPLIED  MICRO, 

PMC-SIERRA, 

IMMUNEX 

FIDELITY  SEL  TECH. 

(FSPTX)' 


34       48 


CISCO,  LUCENT, 
NOKIA 


FUND 

YTD*  3-YR** 

TOP  HOLDINGS 

DIVERSIFIED/HEAVY  TECH 

WHITE  OAK  GROWTH 

(WOGSX) 

17% 

35% 

TELLABS, 
APPLIED  MATE- 
RIALS, LUCENT 

JANUS  OLYMPUS 

(JAOLX) 

24 

38 

AIRTOUCH, 
AOL,  CISCO 

SPECTRA  (SPECX) 

14 

33 

MICROSOFT, 
YAHOO!,  TYCO 

FIDELITY  AGGR. 
GRTH.  (FDEGX) 

32 

37 

EXODUS,  MCI. 
QUALCOMM 

"Through  July  31.  "Avg.  annual 

DATA:  MORNINGSTAR  INC..  BUSINES  WEEK 
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five  years  of  results.  Many  tech  funds,  especially 
Net  funds,  haven't  been  around  five  years.  More- 
over, our  system  heavily  penalizes  funds  that 
have  wide  downward  swings — standard  for  most 
tech  funds.  But  in  the  rapidly  changing  world  of 
high  tech,  three  years  of  results  covers  a 
broader  range  of  tech  funds  and  is  suffi- 
cient to  tell  the  winners  from  the  dogs. 
Indeed,  BUSINESS  week's  top-rated 
tech  fund,  Firsthand  Technology  Value, 
has  the  best  five-year  record  of  any  U.  S. 
mutual  fund,  with  a  51.5%  average  an- 
nual return  for  the  five  years  through 
July  31.  It  recently  saw  the  departure  of 
co-manager    Ken    Kam,    who    picked 
health-care  stocks.  But  Kevin  Landis, 
now  the  fund's  sole  manager,  picked  the 
bulk  of  its  investments — mainly  chip 
stocks — and  says  Kam's  departure  won't 
breed  major  changes. 
accountS:...  Among  diversified  tech  funds,  there 

are  other  good  choices.  Morningstar's 
to]>-performing  funds  with  below  average 
risk  ratings  over  the  past  three  years  in- 
clude Northern  Technology  (BW — .July  5) 
and  Dresdner  RCM  Global  Technology, 
with  three-year  annualized  returns  of  53%  and 
.">()' ,,  respectively.  Northern  Tech  fund  co-man- 
ager George  Gilbert  says  he  looks  for  "unique 
and  durable  franchises,"  and  his  fund  typically 
holds  about  100  stocks  across  a  range  of  sec- 
tors. He  attributes  his  big  gains  this  year  main- 
ly to  chip  stocks  such  as  Xilinx  and  STMicro- 
electronics.  Dresdner  rcm,  meanwhile,  has  done 
well  investing  in  Net,  communications,  and  soft- 
ware stocks.  Another  fund  to  consider  is  Fideli- 


What  to  Look  for 
in  a  Tech  Fund 

RISK  Tech  funds  come  in  many 
risk  levels.  Make  sure  you  choose 
a  fund  that  suits  your  tolerance 
for  volatility — and  losses. 

TAXES  Capital-gains  distribu- 
tions can  be  high,  sharply  reduc- 
ing pretax  returns.  Consider  tech 
funds  for  tax-deferred  retirement 


RESULTS  Be  wary  of  high 
short-term  returns.  Some  funds 
have  untested  managers,  so  look 
for  funds  with  long  track  records. 


ty  Select  Technology.  Its  appeal  is  due 
to  manager  Andrew  Kaplan,  who  has  been 
Fidelity's  hottest  technology  managers  since 
He  took  over  the  fund  early  in  1998  anc 
duced  a  74%  gain  last  year;  he's  up  34%  thi 
July  31  by  taking  big  stakes  in  telecom  si 
Investors  who  want  to  gamble  on  big  re 
might  also  consider  a  fund  run  by  man 
with  strong  track  records.  A  leader  in  this 
is  Amerindo  Technology,  up  98%  through  Jv 
run  by  veteran  tech  investor  Alberto  Vilai 

Some  diversified  equity  funds  with  heavy 
weightings  can  also  give  your  portfolio  a 
with  less  risk  than  a  pure  tech  fund.  Th 
Batterman,  a  financial  planner  in  Wausau, 
likes  White  Oak  Growth,  a  five-star  Mornin 
fund  with  more  than  half  its  assets  in  techn 
and  average  annual  growth  of  35%  over  the 
five  years.  "I  don't  like  to  put  all  my  asset: 
one  sector,"  Batterman  says,  adding  that 
Oak  typically  rotates  out  of  poorly  perfo: 
dustry  sectors. 

Another  highly  rated  aggressive  growth 
with  heavy  tech  exposure  is  Janus  Oly 
With  45%  of  its  assets  in  tech,  it  boasts  a 
average  return  over  the  past  three  years 
ager  Claire  Young  gets  fast-growing  comp; 
where  she  finds  them  and  owns  Tiffany 
Time  Warner  along  with  America  Online 
eBay.  Olympus  has  a  beta  of  1.1,  meani 
has  achieved  its  gains  with  just  a  bit 
volatility  than  the  s&P.  Whether  you're  l 
ested  in  a  pure  play  or  a  more  diversified 
it's  not  hard  to  spice  up  your  portfolio  by 
ing  a  performer  with  the  high-tech  expo 
you  want. 


'IT'S  ALWAYS  A  GOOD  TIME  TO  INVEST  IN  TECHNOLOGY 


Alberto  Vilar  manages  the  Amer- 
indo Technology  fund,  with  a  re- 
turn of  98%  through  July  31  on 
top  of  an  85%  return  in  1998. 
The  25-year  veteran  investor  special- 
izes in  future  tech  superstars.  One 
prescient  buy  was  America  Online — 
his  cost  was  360  a  share.  A  big  fan 
of  Net  stocks,  Vilar  has  only  H  is- 
sues in  his  $171  million  portfolio,  in- 
cluding Yahoo!  arid  eBay.  He  chatted 
with  Boston  correspondent  Geoffrey 
Smith: 

Q:  Is  now  a  good  time  to  invest  in  a 
technology  fund? 

A:  It's  always  a  good  time  to  invest 
in  technology.  We're  in  the  early 
stages  of  the  third  major  generation 
of  the  technology  revolution.  The 
first  generation  was  the  mainframe. 
The  second  was  client-server  com- 
puting. Now,  we  are  in  the  Internet 


stage,  and  there  is 
nothing  on  the  horizon 
that  will  succeed  this. 
A  significant  amount 
of  global  gross  domes- 
tic product  will  be  dig- 
itized through  the 
Net.  Every  investor 
needs  to  participate  in 
this  explosion. 

Q:  Wliy  do  you  focus 
your  fund  on  such  a 
small  number  of  Net 
stocks? 

A:  We  try  to  pick  to- 
morrow's winners.  The    " 
Internet  is  the  future  of  technology, 
and  if  you're  not  [invested]  in 
the  Internet,  you're  not  in  tech- 
nology. Any  portfolio  that  doesn't 
have  Internet  stocks  is  going  to 
underperform. 


SAVVY:  Amerindo's  Vilar 


Q:  How  do  you  value 
tech  stocks? 
A:  Standard  valuation 
strategies  don't  apply 
when  you  have  an  ex- 
plosive new  technology 
I  look  at  a  wide  range 
of  things — Internet  us- 
age data,  market  shan 
top-line  growth,  margi 
expansion,  whether 
companies  have  first- 
mover  advantage.  Higl 
valuations  will  not  kee 
me  away,  but  our  goal 
is  to  get  there  early. 


Q:  Wliat  is  the  outlook  for  tech 
stocks  for  the  rest  of  the  year?  j 
A:  The  bulk  of  the  correction  has  tat 
en  place.  At  our  high  point  this  year,| 
we  were  up  125%.  [Before  yearend] 
we'll  blow  right  through  that. 
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esses  encounter  challenges  of  all  shapes  and  sizes.  To  be  successful  you  have  to  adapt.  At  Wausau,  our  experience  and 
ility  enable  us  to  handle  your  toughest  tasks.  And  our  accommodating  professionals  always  come  through  in  a  pinch. 
au  Insurance  Companies  ■  2000  Westwood  Drive,  Wausau,  Wl  54401  ■  www.wausau.com  ■  A+  A.M.  Best  Rating 
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Staying  Insured  When 
You're  on  Your  Own 

How  to  sort  out  health-care  options  for  the  self-employed 


BY  ELLEN  HOFFMAN 


Write  for  Info 

ASSOCIATION  OF 
HEALTH  INSURANCE 
AGENTS  For  info  on 
how  to  find  an 
agent,  send  a 
self-addressed, 
stamped  envelope 
to  AHIA,  1922  F 
St.,  NW,  Washing- 
ton, DC  20006 

HEALTH  INSURANCE 
ASSOCIATION  OF 
AMERICA  Order  the 
free  "Guide  to 
Health  Insur- 
ance," including 
a  checklist  of 
what  to  look  for 
when  you're  shop- 
ping for  a  policy, 
by  writing  to  555 
13th  St.  N.W., 
Washington,  D.C. 
20004 

U.S.  LABOR  DEPT. 

Free  brochures  on 
COBRA  and  other 
health  insurance 
issues  are  avail- 
able by  calling 
the  toll-free  pub- 
lications number: 
(800)  998-7542 


btaining  health  insurance  if  you're  leaving 
ithe  corporate  fold  or  already  on  your 
I  own  can  be  a  grueling  endeavor.  Ask 
Ruth  Sheridan,  a  freelance  business 
I  writer  from  New  York.  When  she  wanted 
change  from  her  health  maintenance 
organization  recently,  Sheridan  turned 
herself  into  a  one-woman  search  engine.  She 
scoured  the  yellow  pages,  read  articles,  and 
grilled  friends  to  find  insurance  companies  with 
plans  for  the  self-employed.  A  physics  major  in 
college,  Sheridan  also  explored  coverage  through 
her  alumni  association,  the  national  physics  hon- 
or society,  and  the  National  Writers  Union.  Then, 
Sheridan  made  a  spreadsheet  to  compare  premi- 
ums, out-of-pocket  costs  such  as  copayments  and 
deductibles,  and  coverage  of  such  services  as  flu 
shots,  Pap  smears,  and  prescription  benefits. 

Eventually,  Sheridan  signed  up  for  a  policy 
through  the  Dramatists  Guild,  which  she  was  el- 
igible to  join  because  she  had  written  a  play. 
The  policy's  selling  points:  It  allowed  her  to 
go  out  of  network  and  provided  coverage  for 
preventive  measures  such  as  physicals  and 
mammograms. 

Comparison-shopping  is  a  must  if  you're  self- 
employed  and  in  the  market  for  health  coverage, 
says  Maryland  Insurance  Commissioner  Steven 
Larsen.  "People  don't  think  anything  of  going 
from  Best  Buy  to  Circuit  City  and  several  other 
stores  to  save  $50  on  a  television  set,"  he  ob- 
serves, but  often  they  don't  devote  similar  ener- 
gy to  finding  a  health  policy  that  will  protect 
them  and  their  family  when  they  really  need  it. 
MANY  CHOICES.  Effort  is  necessary.  Not  only 
does  coverage  vary  from  state  to  state,  but  pre- 
miums can  differ  widely  even  within  one  state, 
says  Alpha  Center,  a  Washington,  D.  C,  non- 
profit health  policy  center.  Its  March,  1998,  study 
showed  that  the  monthly  premium  for  an  indi- 
vidual California  Blue  Cross/Blue  Shield  policy 
for  a  45-year-old  could  cost  anywhere  from  $97  to 
$211;  for  a  60-year-old  it  ranged  from  $172  to 
$339.  A  commercial  insurer  offering  a  similar 
policy  charged  45-year-olds  $229  to  $403  per 
month,  and  as  much  as  $807  for  someone  of  60. 

Despite  the  disparate  choices,  there  are  some 
common  options  that  experts  recommend  you 
check  out  in  your  search.  If  you're  leaving  a 
corporate  job,  you  may  continue  your  health  in- 


surance under  the  fe 
Consolidated  Omnibus 
get  Reconciliation  Act 
bra).  But  you  must  pa; 
entire  premium,  includin 
portion  that  your  emp 
paid  before,  and  the  ins 
may  charge  up  to  102 
the  total  charged  to  the 
ployer  for  current  emplo 
Remember  that  you're 
guaranteed  coverage  f< 
months.  Ask  your  emp] 
for  details  before  you  le 
The  federal  Health  Ii 
ance  Portability  &  Ace< 
ability  Act  provides  extra  protection  for 
victuals  with  preexisting  medical  conditions 
limit  access  to  coverage.  If  they  have  exhai 
their  cobra  or  other  options  for  continuing 
policy,  they  must  be  offered  at  least  two 
vidual  insurance  options.  The  rules  are  com 
though,  and  states  have  wide  latitude  in  i 
menting  the  law.  To  find  out  if  you  qualify, 
with  your  state  insurance  department.  Be 
warned  that  policies  that  cover  a  preexi 
condition — for  example,  diabetes — often 
more  than  a  standard  policy. 

If  your  COBRA  coverage  has  ended  or  if 
want  a  less  pricey  policy,  Lar- 
sen   suggests    you    call    your 
state  insurance  department  for 
a  list  of  companies  that  offer 
individual  policies.  Many  states 
provide  consumer  tips  and  sum- 
maries   of  the   benefits   they 
mandate.  You  can  also  ask  an 
insurance  agent  to  search 
for  you.  Martha  Spenny, 
vice-chair  of  the  individ- 
ual insurance  committee  of 
the  Health  Insurance  As- 
sociation of  America,  says 
when  choosing  an  agent, 
"ask    how    much    health 
insurance  they  sell.  An 
agent  who  sells  $100,000 
in     premiums     annually 
probably  knows  the  busi- 
ness   and    products    out 
there  pretty  well." 

When  considering  a  particular  policy,  Spe 
advises,  "ask  the  agent  how  many  years 
product  has  been  on  the  market  in  that  sta 
A  new  policy  could  turn  out  to  be  mispri 
she  cautions.  If  claims  are  more  expensive  t 
the  company  anticipated,  you  might  find 
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Costs  can  vary  wildly— from  $ 
$211  per  month  for  Blue  Grosi 
Shield  for  a  Californian  of  45 
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um  soaring  when  it  is  time  to  renew, 
ernet-based  services  that  claim  to  offer 

coverage  for  the  self-employed  may  not  of- 

good  a  menu  of  choices  as  real,  live  agents 
okers.  A  search  of  Net  insurance  site 
quotesmith.com  in  my  home  state  of  West 
ia  delivered  a  list  of  options  that  was  much 
:r  than  those  offered  by  an  agent  or  by 
tate  insurance  department.  A  search  of 
eHealthInsurance.com  yielded  nothing, 
•smith  and  eHealthlnsurance  say  they're 
ig  their  databases  more  comprehensive. 
few  states,  including  Florida,  require  in- 
i  to  offer  the  same  coverage  to  a  self-em- 
i  individual  as  to  employees  of  a  business 
ip  to  50  workers.  To  verify  that  you  really 

business,  these  states  allow  the  insurance 


company  to  ask  to  review  your  tax  forms  and 
other  relevant  information.  Hut  the  least  expefl 
sive  way  to  buy  coverage  is  usually  as  a  member 
of  a  group  rather  than  as  an  individual.  Organi- 
zations that  offer  such  insurance  include  local 
chambers  of  commerce,  alumni  associations,  pro- 
fessional organizations  such  as  the  American  Bar 
Assn.,  or  national  small-business  groups. 

You  also  can  join  a  company  for  independent 
professionals  such  as  Aquent  in  Boston,  which  of- 
fers various  types  of  insurance,  retirement  sav- 
ings plans,  and  other  services  to  self-employed 
people  by  making  them  "employees"  of  the  com- 
pany. To  buy  Aquent's  health  insurance,  which 
costs  $190  per  month  for  an  individual  and  $450 
for  a  family,  you  must  pay  a  monthly  $99  mem- 
bership fee.  So  if  health  insurance  is  the  only 
benefit  you  use,  be  sure  to  factor  the  $1,188  per 
year  cost  into  the  price  you'll  pay  to  be  insured. 
Aquent  CEO  John  Chuang  says  that  in  a  few 
months  a  related  company,  Aquent  Insurance 
Brokerage  Services,  will  offer  insurance  with- 
out requiring  the  membership  fee. 
FLEXIBLE  PLAN.  In  recent  years,  Uncle  Sam  has 
created  a  new  health  insurance  option.  Called  a 
Medical  Savings  Account  (msa),  it's  available  only 
to  the  self-employed  or  people  who  work  for 
businesses  with  50  or  fewer  employees.  Modeled 
on  the  Individual  Retirement  Account,  the  msa  is 

an  account  to  pay 
medical  bills  that  al- 
lows you  to  receive 
a  tax  deduction  for 
money  you  stash  in 
it.  Along  with  the 
account,  you  buy 
a     catastrophic 
health  insurance 
policy,  with  a  de- 
ductible of  $1,500 
to  $2,250  a  year. 

You  may  put 
up  to  60%  of  the 
amount  of  the 
deductible  on 
your  insurance 
policy  (and  up 
to  75%  for  a 
family  policy) 
into  the  savings  account. 
The  account  can  be  located  at  an  insurance  com- 
pany, a  bank,  or  other  financial  institution.  The 
money  in  the  msa  will  pay  deductibles  and  other 
medical  expenses  not  covered  by  the  policy.  When 
you've  used  up  the  deductible,  the  policy  kicks  in. 
To  start  an  account,  you'll  need  the  cash  to 
pay  the  premium  and  all  your  expenses  up  to  the 
high  deductible,  as  well  as  contribute  to  the  ac- 
count. A  costly  illness  shortly  after  opening  an 
msa  can  quickly  leave  you  with  an  empty  ac- 
count and  a  bill  for  next  year's  insurance  premi- 
um. In  fact,  however  you  go  about  it,  insurance 
shopping  is  not  easy.  But  with  careful  research, 
you  can  find  options  that  will  give  you  peace  of 
mind  and  protection  against  medical  bills  draining 
your  savings.  □ 


Online 


www.actorsfund.org 

A  state-by-state 
list  of  arts  and 
national  small- 
business  groups 
that  offer  health 
insurance  to 
members 

www.aquent.com 

Company  offers 
insurance  cover- 
age and  other 
benefits  to  self- 
employed  people 
who  pay  a  month- 
ly membership 
fee 

www.georgetown.edu/ 
research/iherp/hipaa 

Georgetown  Uni- 
versity site  has 
links  to  basic  in- 
formation on 
health  insurance 
benefits  mandat- 
ed in  each  state 

www.insure.com 

Tips  on  choosing 
and  evaluating 
health  insurance 
policies 

www.msapage.com 

Information  on 
how  medical  sav- 
ings accounts 
work  and  a  list  of 
insurance  compa- 
nies that  sell 
them 
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What  Am  I  Bid  for 
This  Well-Aged  Bottle? 

To  buy  vintage  wines,  auctions  are  the  place  to  go 


BY  WILLIAM 
ECHIKSON 


So  you  want  to  buy  a  special  wine  to  cele- 
brate the  millennium.  How  about  a  double 
magnum  of  1870  Chateau  Lafite  Rothschild? 
Unfortunately,  similar  thoughts  have  oc- 
curred to  many  other  wine  lovers,  too. 
When  Christie's  auctioned  a  bottle  of  that  rare 
Lafite  in  London  this  summer,  it  went  for 
$44,000.  At  a  Christie's  auction  in  New 
York  in  June,  select  red  Burgundies  went 
for  three  times  their  top  estimates. 

Wine  auctions  are  booming  on  both 
sides  of  the  Atlantic,  fueled  not  only  by 
preparations  for  millennium  celebrations 
this  New  Year's  Eve  but  also  by  a 
strong  economy  and  an  easing  of 
American  laws  on  liquor  sales.  New 
auction  houses  are  pouring  into  the 


Strategies  for  Oenophiles 

TARGET  OLDER  VINTAGES  Auctions  are  best  for  hard- 
to-find  wines,  especially  those  more  than  40  years  old. 
Retailers  may  offer  better  buys  on  younger  vintages. 

THINK  BORDEAUX  It  offers  the  most  liquid  market  and 
may  be  the  best  long-term  investment.  While  California, 
Italian,  Spanish,  and  Australian  wines  are  showing  up  at 
auctions,  they  don't  have  much  of  a  price  history.  Prices 
of  rare  California  wines  seem  particularly  inflated. 

BID  OVER  THE  NET  Online  wine  auctions  are  on  the  rise,  increas- 
ing the  number  of  available  bargains.  Web  auction  leaders  include 
Morrell  &  Co.  (winesbymorrell.com;  212  688-9370)  and  eBay's 
Butterfield  &  Butterfield  (www.butterfields.com;  415  861-7500). 


AT  SOTHEBY'S:    field,  challengin 
Selling  off  dominance  of  n 

Andrew  Lloyd    leaders  Christie 
Webber's  wine    Sotheby's.  Sales 

"  the    Internet 
provide  further  stimulus.  But  whi 
major  auction  houses  have  sales 
uled  for  September,  good  buys  ar 
ting  harder     to  find.  "The  mar 
hot,"  says  Christopher  Burr,  Chi 
director  of  wine  sales. 
REPEAL  OF  BAN.  Rather  than  bi 
for  bargains,  serious  oenophile 
flocking  to  the  auctions  to  searc 
"rarities  more  than  40  years  old 
no  longer  can  be  found  in  retail 
lets,"  according  to  Lindsay  Han 
of  Fan*  Vintners  in  London.  Indeed,  wb 
you're  bidding  in  the  salesroom  or  over  th 
ternet,  vintage  Bordeaux  continue  to  dom 
the  fine-wine  trade,  accounting  for  65% 
auction  sales.  But  younger  California  reds, 
as  Screaming  Eagle  and  Colgin,  are  making 
appearances.  Christie's  recently  sold  three  b 
of  1994  Screaming  Eagle  Cabernet  Sauvi 
for  $3,335,  up  389%  from  the  wine's  last 
Italian,  Spanish,  and  Australian  wines  are 
edging  their  way  onto  the  auction  scene 

Today's  hot  market  is  a  far  cry  from  th 
only  a  few  years  ago.  New  York  State  act 
used  to  forbid  liquor  auctions,  but  since  the 
was  repealed  in  1994,  New  York  has  bee 
the  world's  wine-auction  capital.  As  intere; 
wine  auctions  soars,  competition  is  driving 
missions  down.  Sotheby's  and  Christie's,  an 
traditional  auctioneers,  charge  both  buyer 
seller  10%  of  the  price.  But  one  newcom 
Acker  Merrall  &  Condit,  a  New>  York  li< 
store — charges  only  the  buyer.  It  is  also  offe 
wines  that  are  less  rare  and  lower-priced 
those  at  Sotheby's  or  Christie's.  Says  A> 
President  John  Kapon:  "Not  everyone  can  sj 
10  grand  in  an  hour.' 


AT  CHRISTIE'S: 

This  1870  wine 
fetched  $U,000 


Last     spring,     A 

hooked       up       w 

LiveBid.com,    an    A 

"  zon.com  subsidiary,  to 

a  real-time  Internet  wine  auction.  E 

though  the  computer  system  broke  d( 

$600,000  worth  of  bottles  were  sold.  > 

Sotheby's  and  Christie's  are  considering 

line  auctions.  Web  auction  giant  eBay,  w 

owns  Butterfield  &  Butterfield  in  San  F 

cisco,  an  auction  house  that  handles  1 

wine  sales,  plans  to  announce  an  agg 

sive  wine-auction  strategy  soon.  But  m 

states  still  bar  individuals  from  recen 

wine  by  mail. 

Before  you  bid,  remember  that  in  S( 
cases,  it  can  be  cheaper  to  forgo  an  auctior 
together  and  buy  at  retail.  London  dealer  Ha 
ton,  for  example,  sells  cases  of  1982  Petrus 
$17,000,  while  recent  auction  prices  have  gone 
high  as  $22,500.  Still,  if  you're  looking  for  that ; 
cial  bottle  to  grace  your  cellar  or  cap  a  millenn 
gala,  auctions  remain  the  way  to  go. 
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The  Mardens  can't  explain  how  Benchmark  Notes  helped  them  finally  own 
a  home.  But  they  can  certainly  tell  you  what  it  meant  to  them. 


Little  do  the  Mardens  know,  but  the  home  they  can 
finally  call  their  own  was  made  possible  with  financial 
innovation  from  Fannie  Mae.  When  we  saw  investor 
demand  for  safety  and  liquidity  in  a  shrinking 
Treasuries  market,  we  also  saw  a  golden  opportunity. 
So  we  issued  our  first  Benchmark  Notes,  a  noncallable 
intermediate  maturity  debt  security.  They  successfully  met 
investor  needs,  and  so  far  every  issue  has  been  oversold. 


And  for  the  Mardens?  It  means  their  dream  of  homeownership 
came  true  —just  like  it  did  for  the  more  than  four  million 
families  we  served  in  1998.  At  Fannie  Mae,  we  are 
constantly  looking  for  new  ways  to  make  sure  low-cost 
mortgage  funds  are  readily  available  for  families  just  like 
the  Mardens  all  across  America. 


t£\  FannieMae 


www.tanniemae.com 
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The  Barker  Portfolio 


HOW  TASTY  IS 
MARTHA'S  IPO? 


BY  ROBERT  BARKER 

Stock  from  Martha 
Stewart  Living 
Omnimedia  is 
almost  sure  to  be 
popular— at  first. 
But  the  average 
investor  should 
use  great  care  in 
sampling  this  dish 


T: 


|urning  plain  circles  of  cork  into  beautiful 
beaded  coasters,  as  Martha  Stewart  re- 
cently demonstrated  on  TV,  is  the  last  thing 
you'll  ever  catch  me  doing.  I  wouldn't  know  a 
glue  gun  from  a  Glock.  But  when  I  recently 
heard  that  Martha  has  begun  crafting  an  initial 
public  offering  for  sometime  this  fall,  I  had  to 
wonder:  Could  this  be  a  good  thing? 

Just  one  look  at  the  securities  filing  for  her 
company,  Martha  Stewart  Living  Omnimedia, 
makes  quite  an  impression.  Her  two  magazines 
reach  nearly  10  million  readers.  Her  Emmy-win- 
ning TV  show  can  be  seen  six  times  weekly 
across  the  U.  S.  Her  27  books  have  sold  more 
than  8.5  million  copies,  her  radio  show  reaches 
1.5  million  listeners  each  weekday,  and 
her  column  appears  in  233  newspa- 
pers. Martha  as  an  Internet  play7 
Her  Web  site,  marthastewart.com, 
each  month  hosts  027,000  visitors. 

Brilliantly,  Martha  has  exploit- 
ed her  omnipresence  by  "omn- 
imerehandising."  That's  Martha- 
speak    for    selling    some    2,800 
items,  from  towels  and  linens  to 
house  paint  and  $39  garden  clogs, 
every  which  way — via  her  Martha 
by  Mail  catalog,  the  marthastore 
at  her  Web  site,  or  through  such 
big  retailers  as  Kmart  and  Sears. 
Last  year,  her  company  took  in  total 
revenues  of  $180  million  and  posted  operat- 
ing income  of  more  than  $27  million. 
That  was  good  enough  for  John  Do 
err,  who  is  to  venture  capital 
what  Martha  is  to  hors  d'oeuvres. 
With  his  partners  at  Silicon  Val- 
ley's Kleiner  Perkins  Caufield  & 
Byers,  backers  of  such  miracle 
stocks  as  Amazon.com, 
Doerr  in  July  put  $25 
million  into  the  company. 
He  also  joined  the  board, 
where  he  is  set  to  guide 
Martha's  budding  E-com- 
merce  business. 

Led  by  Morgan  Stan- 

Martha's  Numbers 


1998 

1999* 

GAIN  IN  REVENUES 

36% 

26% 

GAIN  IN  OPERATING  INCOME 

65 

7 

OPERATING  MARGIN 

15.2 

13.9 

•Quarter  ended  Mar.  31 


DATA:  MARTHA  STEWART  LIVING  OMNIMEDIA 


ley  Dean  Witter,  the  underwriters  have 
set  a  price  or  the  number  of  shares  to  b< 
At  whatever  price,  I  have  little  doubt  the 
will  prove  popular — at  least  at  first.  That 
actly  why  most  investors  need  to  take  can 
this  deal:  Any  quick  gains  will  go  to  the  f 
vestors  lucky  enough  to  get  shares  at  the 
offering  price — a  prize  reserved  for  brok 
firms'  best  customers.  That's  certainly  n< 
and  it  probably  isn't  you,  either. 
BLIP  OR  OMEN?  A  better  bet  may  be  simj 
wait.  Yes,  you  risk  cursing  your  caution 
stock  goes  cyberspheric.  But  you'll  have 
facts  to  comfort  you:  The  company's  fin 
statements  show  that  its  rapid  growth  is  si 
(table).  Revenue  gains  of  36%  last  year  tail 
to  26%  in  this  year's  first  quarter.  Worse, 
ating  income,  which  in  1998  surged  65%, 
less  than  7%,  as  costs  rose  and  margins 
rowed.  A  blip?  Martha  Stewart  declined  tc 
ment,  but  her  company's  securities  filing 
"We  expect  these  expenses  to  cor 
to  increase  through  the  remainc 
1999."  After  the  hype  of  th 
wears  off,  these  financial  re 
could  bear  down  on  the  stoc 
If  you're  still  eager  to 
shares  in  Martha,  it's  also  i 
recalling  another  once-co\ 
ipo,  the  June,   1997,  deal 
brought  Polo  Ralph  Lauren 
lie.  There  may,  in  fact,  be  no 
ter  analog  for  Martha  than  R 
^    By   dint   of  their   own   style 
smarts,  each  has  created  enduring 
richly  profitable  brands.  And  since 
public,  Polo  Ralph  Lauren  hasn't  n 
on  its  sterling  money  clip:  It  keep 
vesting,  and  profits  keep  growing 
the  stock,  first  priced  at  $25,  clost 
higher  than  $32.38.  It  plunged 
year  to  $16.  Today,  it  bumps  z 
around  $20.  In  his  IPO,  it  se 
Ralph  got  full  price. 

Would  you  expect  Marth 
do  one  whit  worse?  Me  nei 
So  I'm  zeroing  in  on 
Doerr    valued    Marl 
company.      He      w; 
around  to  comment, 
in  July,  his  firm's 
lion  bought  5%,  pli 
warrant  allowing  it 
sibly     to     cash     in 
Martha's  Internet  op 
tion.  Doerr's  deal  indicates  a  value  of  about 
million.  Linda  Killian,  a  manager  of  the  ipo 
Aftermarket  Fund,  thinks  the  offering  will  cr 
a  market  value  of  at  least  $1  billion.  Keep  in 
back  of  your  mind  the  gap  between  those 
numbers  if  you  find  yourself  wondering  at  \? 
price  Marthastock  is  a  good  thing. 

For  barker.online,  go  to  www.businesswet 
com/investor/  or  AOL,  keyword:  BW  Daily 


I 


\: 


i 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 


ERi 
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AOLDWORK? 

It's  easy  to  enjoy  the  same  AOL  benefits 
you  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


STEPh 

Connect  to  the  Internet  using  your  local  Internet 
Service  Provider  or  by  using  the  Local  Area 
Network  (LAN)  Internet  Connection  at  work. 


NetMail  lets  you  check 

your  AOL  e-mails  from 

your  Web  browser! 

Go  to  www.aol.com  for  details. 


STEP  3: 


STEP  2: 


Start  up  your  AOL  software*  Before  signing-on  to 
AOL,  you  will  first  need  to  reconfigure  your  AOL 
connection  setup  to  connect  via  TCP/IP.  Here's  how: 

1.  On  the  Sign-on  screen,  click  "Setup." 

2.  Choose  Create  a  location  for  use  with  new 
access  phone  numbers  or  an  ISP  option 
and  click  "Next." 

3.  In  the  "Add  Location"  window,  type  a  name 
for  the  location  (for  example,  TCP/IP 
location). 

4.  Choose  Add  a  custom 
connection  (for 
example  TCP/IP)  and 
click  "Next."  A  TCP/IP 
location  will  be  created 
automatically. 


Sign-on  to  America  Online.  If  you  are  already  an 
AOL  member,  use  your  existing  screen  name  and 
password  and  sign  on  as  normal.  If  you  are  not 
an  AOL  member,  you  can  download  the  current 
software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  to  get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for  customers 
who  use  AOL  exclusively  via  TCP/IP.  The  Bring 
Your  Own  Access  Plan  is  just  $9-95  per  month 
for  unlimited  use  of  America  Online** 

Next  time  you're  looking  for  the  best  of  the  Internet 
and  more  at  work,  check  out  AOL. 


Includes 

0 


A 

AME  R.\  CA 

So  easy  to  use, 
no  wonder  it's  #/ 


To  receive  FREE  AOL 
software  call, 


1-800-4-ONUNE 


"  II  you  are  not  an  AOL  member,  you  can  download  Ihe 
current  software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  to  get  software  delivered  to  you. 

"Additional  charges  apply  it  you  do  not  connect  through 
TCP/IP  Go  to  AOL  Keywont  Billing  to  switch  to  this  plan. 

©1999  America  Online,  Inc. 


It's  not  just  about  small  businc  g 


Michelle ' 
President 
International  Speak 


Get  all  these 
services: 


Long  distance,  toll  free, 
local  toll,  calling  cards 


International  voice 
and  data  services 


EarthLink  Sprint 
Internet  Access 


Paging 

PLUS  monthly 
volume  discounts! 


Build  your  business 
communications  plan 
your  way! 

Today's  small  business  owner  needs  a  variety  of 
communications  options  to  stay  on  top  of  business. 
That's  why  Michelle  Lemmons,  President  of  International 
Speakers  Bureau,  chose  Sprint  Business  Flex. 

It  allows  her  to  customize  a  communications  plan 
her  way,  with  services  including  international  long 
distance  to  reach  beyond  borders. .  .toll-free  service  to 
invite  customer  calls... Internet  access  to  open  new 
doors... paging  for  instant  access.  If  her  needs  ever 
change,  Michelle  can  add  other  Sprint  services 
without  changing  her  plan.  With  Sprint  Business  Flex, 
you  don't  have  to  be  locked  in. 

Why  not  let  Sprint  help  your  business,  too.  You  can  get 
low  flat  rates  and  a  volume  discount  every  month — 
to  help  you  stay  on  top  of  the  competition  and  your 
customers'  needs.  Isn't  that  the  point  of  contact? 


with  Sprint  BusinessFlex. 


, 


s  about  staying 


.  top  of  it  all. 


Sign  up  for  Sprint  BusinessFlex  nov 
and  get  three  special  offers:  > 

(ij^if   Up  to  $600  of  Toll-free  service  to  give 
jvJjMil     customers  convenient  access 


Up  to  six  months  of  FREE  EarthLink  Spi 
Internet  Access  to  open  new  doors 


Up  to  $100  off  every  Sprint  PCS  Phone" 
when  you  choose  a  wireless  term 
agreement 


Offer  expires  September  30,1999 — call  today! 

1-888-SPRINT-BIZ 


www.spnnt.com/bizflex 


Ext. 11 


Sprint 


The  point  of  contact" 


Restrictions  apply.  Volume  discount  based  on  monthly  Sprint  spending  Paging  is  contributory  but  not  eligible  for  volume  discount  Toll-Free  offer  capped  at  $50  per  month  up  to  three  months  for  Sprint  Business  Flex  50  Capped  at  $20 
per  month  up  to  three  months  for  Sprint  Business  Flex  500.  Both  paid  out  in  months  3, 6  and  9  Internet  Access  capped  at  $29  85  per  month  For  Sprint  Business  Flex  50  paid  out  in  months  3, 6  and  9  For  Sprint  Business  Flex  500  paid  oi 
in  months  3, 6, 9.12,15  and  18.  Sprint  PCS  Equipment  Discount  Offer  is  valid  July  1, 1999-September  30. 1999,  and  may  not  be  combined  with  Sprint  PCS  Consumer  Plans  Shared  Minutes  option  and  certain  other  promotional  offers  Offe 
may  not  be  available  in  all  Sprint  PCS  markets  $50  Equipment  Discount  requires  one-year  contract  $100  Equipment  Discount  requires  two-year  contract  Early  termination  fees  apply  Sen/ice  Plans  are  subject  to  business  credit  approva 
Sprint  PCS  is  not  eligible  for  volume  discount  A  complete  statement  of  the  terms  and  restrictions  is  available  in  the  Sprint  PCS  Clear  and  Simple  Facts  Guide  for  Business  Sprint  Spectrum  LP  Sprint,  the  Sprint  logo,  and  the  Sprint  PCS 
logo  are  trademarks  of  Sprint  Communications  Company  LP  Earthlink  and  the  Earthlink  logo  are  trademarks  of  Earthlink  Network.  Inc  Copyright©  1999  All  rights  reserved 
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;ord  Camera 
for  new 
ready  gear. 
Jersey's 
lesex  Water 
get  lapped  up. 
]  New  Century 
ncial  looks  like 
tting  duck,  too 


>r» 


LOOKS  GOOD  EVEN 
UNRETOUCHED 


Some  big  investors'  excitement  over  Con- 
cord Camera  (LENS)  goes  way  beyond  the 
solid  earnings  it  posted  on  Aug.  2(5.  Here's 
why  these  pros  are  accumulating  shares:  Concord 
is  poised  to  make  a  digital  camera,  said  to  be  co- 
developed  with  Hewlett-Packard,  and  will  also  in- 
troduce a  "digital  image-capture"  product  that 
can  transmit  pictures  to  a  cell  phone.  The  latter 
is  being  co-developed,  says  one  pro,  with  a  major 
European  wireless-phone  company. 

The  digital  camera,  which  sources  say  will 
cany  the  HP  name,  uses  a  chip  to  deliver  images 
to  a  PC  or  directly  to  a  printer.  One  reason  for 
HP's  interest  in  a  digital 
camera,  says  one  money 
manager,  is  the  windfall  it 
could  bring  to  its  printer 
and  ink  business.  Concord's 
other  product  (digital  im- 
age-capture camera)  uses 
radio  waves  to  transmit  to 
cell  phones — or  to  the  Net. 

The  new  products  will 
catapult  Concord  from  a 
camera  maker  to  a  tech- 
nology company,  says  Ulysses  Yannas,  an  analyst 
at  investment  firm  Mercer,  Bokert,  Buckman  & 
Reid.  The  digital  camera,  he  figures,  will  help 
nearly  double  Concord's  earnings,  to  $1.10  a 
share  in  the  year  ending  June  30,  2000,  on  pro- 
jected sales  of  $135  million.  In  fiscal  2001,  Yannas 
expects  earnings  of  $1.40  a  share  on  sales  of  at 
least  $175  million.  Yannas  thinks  Concord,  now  at 
7%,  is  way  undervalued:  Trading  at  just  6.3  times 
estimated  2000  earnings,  the  stock  is  worth  21, 
he  says. 

Concord  is  the  largest  publicly  traded  manu- 
facturer of  disposable  cameras  in  the  world,  sup- 
plying Eastman  Kodak,  Polaroid,  Bayer's  Agfa- 
Gevaert  subsidiary,  and  Mattel's  Fisher-Price 
unit.  It  is  also  a  big  private-label  supplier  to 
Wal-Mart  Stores,  Kmart,  and  Sears.  Concord 
ceo  Ira  Lampert  says  manufacturing  deals  with 
other  noncamera  companies  are  in  the  works. 

MIDDLESEX  WATER: 
THIRSTY  NEIGHBORS? 


CONCORD  CAMERA 
STOCK  PRICE 


▲  DOLLARS 
DATA  BL00MSERG  FINANCIAL  MARKETS 


SPLASHING 
HIGHER 


'FEB.  23. '99  AUG  .24 

A  DOLLARS 
OAIA  BLOOMBERG  FINANCIAL  MARKETS 


Water  is  hot,  and  more  of  it 
than  most  people  realize  is 
sold  by  publicly  held  com- 
panies. Stock  picker  Charles  LaLog- 
gia,  who  has  been  high  on  water  util- 
ities since  December  as  potential 
takeover  targets,  has  seen  two  of  his 
picks  bought  out  in  the  past  three 
months:  Aquarion,  operating  in  Con- 
necticut,'received  a  bid  in  June  from 
Britain's  Yorkshire  Water,  and  United 
Water  Resources,  based  in  Harrington 


Park,  N..I.,  got  an  offer  on  Aug.  2.':  from  Frai 
Sue/  Lyonnaise  des  Eaux.  Two  others  got 
quired  earlier  in  the  year.  So  who's  next? 

LaLoggia,  editor  of  LaLoggia's  Special  Situa- 
tion Investor  newsletter,  is  convinced  thai  .Mid- 
dlesex Water  (MSEX),  which  serve-  part-  of  New 
Jersey  and  Delaware,  will  attract  one  of  the  ma- 
jors for  two  important  reasons:  Middlesex  is  an 
unrecognized  "growth"  water  utility,  and  its  op- 
erations are  near  the  regions  that  the  acquisitive 
outfits  serve.  Among  them:  American  Water 
Works,  which  is  acquiring  National  Enterprises, 
has  operations  in  New  Jersey;  Philadelphia  Sub- 
urban, which  has  bought  Consumers  Water,  op- 
erates in  Philadelphia  adjacent  to  New  Jersey; 
and  New  Jersey's  United  Water. 

In  January,  Middlesex  won  a  contract  to  pro- 
vide services  to  the  water  and  waste  systems  in 
Perth  Amboy,  N.J.,  and  on  May  13,  the  company 
was  granted  authority  for  an  11.5%  rate  increase. 
These  two  factors,  says  LaLoggia,  led  to  a  30.4% 
rise  in  sales,  to  $13.8  million,  in  the  latest  quar- 
ter, and  a  50%  jump,  to  51(2  a  share,  in  earnings. 

LaLoggia  figures  that  in  a  buyout,  Middle- 
sex, now  at  28>4  a  share,  is  worth  43,  based  on 
the  takeover  price  of  its  peers. 

NEW  CENTURY  MAY 
GET  A  NEW  OWNER 

It  has  been  a  tough  grind  for  subprime  mort- 
gage lenders,  particularly  for  the  underfi- 
nanced small  fry  in  the  business.  Many  of 
them  have  either  gone  under  or  been  acquired 
by  larger  companies.  One  survivor  that  some 
money  runners  believe  is  buyout-bound  is  New 
Century  Financial  (NCEN),  which  has  had  im- 
pressive growth  in  total  assets,  revenues,  and 
earnings. 

"We  won't  be  surprised  if  New  Century  gets 
taken  over,"  says  investment  manager  Vince 
Carino,  president  of  MnTKmnTVTSTCTH 
Brookhaven  Capital  Man- 
agement, which  has  accu- 
mulated a  10%  stake.  New 
Century  provides  loans — 
secured  primarily  by  first 
mortgages  on  single-fami- 
ly homes — to  borrowers 
with  impaired  or  limited 
credit  profiles. 

Although  the  stock  has 
already  climbed  from  10  a 
share  in  late  March  to  17,  Carino  argues  that 
New  Century  is  still  "ridiculously  cheap."  Trading 
at  just  5.6  times  his  2000  estimated  earnings  of 
$3  a  share,  the  stock  is  worth  25  to  30  in  a  buy- 
out, says  Carino.  He  figures  the  company  will 
earn  $2.50  a  share  in  1999,  vs.  last  year's  $2.03. 

Some  pros  believe  a  likely  buyer  is  U.  S.  Ban- 
corp, which  already  owns  23%  of  the  stock.  U.  S. 
Bancorp  "sees  New  Century  as  a  vehicle  for 
growth,  and  that's  the  reason  it  has  bought  into 
the  company,"  says  one  big  investor.  Both  U.  S. 
Bancorp  and  New  Century  declined  comment. 
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Figures  of  the  Week 


I  STOCKS 

S&P  500 

Aug   Feb.  Aug.  Aug. 19-25 


U.S.  MARKETS 


Aug.  25 


%  change 
Week  Year 


GLOBAL  MARKETS 


Aug.  25 


%  chan| 
Week 


1310 
1180 
1050 
920 


J 


1390 

1381.79 

1370 


Dow  Jones  Industrials  11,326.0 

Nasdaq  Composite  2805.6 

Nasdaq  100  2460.9 

S&P  MidCap  400                     '  404.9 

S&P  SmallCap  600  180.3 

S&P  Super  Composite  1500  289.6 

SECTORS  Aug.  25 


3.0 
5.6 
6.2 
1.1 
0.5 
3.4 


31.7 
56.0 
77.3 
24.4 
9.5 
25.8 


%  change 
Week  Year 


52-week  change  1 -week  change 
+27.4%  +3.7% 

COMMENTARY 

The  market  ended  the  week  with 
a  sigh  ot  relief.  After  the  Feder- 
al Reserve's  much-anticipated 
interest  rate  increase  of  25  ba- 
sis points  on  Tuesday,  the  Dow 
Jones  Industnal  Average  hit  new 
highs.  And  the  S&P  500  and 
the  Nasdaq  Composite  finished 
the  week  at  their  highest  levels 
since  mid-July.  The  bond  market 
also  rallied,  with  the  30-year 
Treasury  bond  at  its  lowest  lev- 
el since  the  end  of  May 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth  787.6  5.4  30.2 

S&P/BARRA  Value  616.8  1.8  22.0 

S&P  Basic  Materials  135.0  -1.2  18.6 

S&P  Capital  Goods  1047.8  4.0  29.5 ' 

S&P  Energy  890.1  -0.1  28.2 

S&P  Financials  140.3  1.7  13.9 

S&P  REIT  80.2  -0.5  -13.4 

S&P  Transportation  683.7  3.8  7.2 

S&P  Utilities  263.6  5.0  9.8 

GSTI  Internet  441.8  5.3  176.8 

Morgan  Stanley  Cyclical  595.9  1.0  32.7 

PSE  Technology  639.0  4.9  87.7 


S&P  Euro  Plus  1374.9  3.1 

London  (FT-SE 100)  6369.5  2.7 

Frankfurt  (DAX)  5400.3  3.2 

Tokyo  (NIKKEI  225)  17,855.2  -0.2 

Hong  Kong  (Hang  Seng)  13,479.1  3.7 

Toronto  (TSE  300)  7223.5  2.6 

Mexico  City  (IPC)  5379.9  4.1 

Week 

FUNDAMENTALS  Aug.  24  ago 


' 


S&P  500  Dividend  Yield  1.20% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  32.2 
S&P  500  P/E  Ratio  (Next  1 2  n.os. )'  24. 1 
First  Call  Earnings  Revision*  -0.04  % 

"First  Call  Corp. 

TECHNICAL  INDICATORS  Aug.  24 


1.23% 
31.6 
23.7 
-0.11% 

Week 
ago 


-3 


Re 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1283.6      1277.9  Pc 

43.0%      43.0%  N 

0.52          0.54  Ne| 

1.40           1.36  Po 


BEST-PERFORMING         Last 


GROUPS 


month  °o 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


Las 

monl 


Instrumentation 
Semiconductors 
Metals 

Machine  Tools 
Household  Products 


22.9  Instrumentation  124.3 

21.9  Semiconductors  118.5 

9.9  Communications  Equip.  79.3 

8.7  Aluminum  73.5 

8.4  Computer  Systems  73.1 


Pollution  Control 
Life  Insurance 
Drug  Chains 
Forest  Products 
Personal  Loans 


-27.6  Pollution  Control 

-13.4  Manufactured  Housing 

-12.5  Toys 

-9.4  Homebuilding 

-9.2  Metal  &  Glass  Containers 


I  MUTUAL  FUNDS 

■■  S&P  500"  wm  U  S  Diversified 
4-week  total  return 


I  All  Equity  Weekending  Aug 

52  week  total  return 


I 


%      -3        -2      -1        0         1        2 
Data:  Mormngstar,  Inc. 

EQUITY  FUND 


12       18       24       30 
"Vanguard  500  Index 
CATEGORIES 


36 
fund 


Leaders 

Four-week  total  return 


°o 


Laggards 

Four-week  total  return 


°o 


Japan  9.8 

Natural  Resources  7.3 

Diversified  Pacific/Asia  6.5 

Precious  Metals  5.7 

Technology  4.5 

Leaders 

52-week  total  return  % 


Technology 

Pacific/Asia  ex-lapan 

Japan 

Diversified  Pacific/Asia 

Communications 


87.8 
86.1 
77.1 
69.9 
48.9 


Communications  -3.7 

Latin  America  -3.3 

Utilities  -3.1 

Small-cap  Value  -2.4 

Financial  -2.3 

Laggards 

52-week  total  return  % 

Real  Estate  -2.9 

Small-cap  Value  5.0 

Europe  5.1 

Precious  Metals  7.7 

Financial  8.9 


■  INTEREST  RATES 

KEY  RATES  Aug.  25 


Week      Year 
ago        ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
1-YEAR  TREASURY  BILLS 
10-YEAR  TREASURY  NOTES 
30-YEAR  TREASURY  BONDS 


4.72%  4.69%  5.10% 

4.91  4.76  5.06 

5.13  5.19  5.16 

5.72  5.88  5.26 

5.85  6.01  5.44 


BLOOMBERG  MUNI  YIELD  EQUIVALEh  > 

Taxable  equivalent  yields  on  AAA-rated,  tax-exem 
municipal  bonds,  assuming  a  31%  federal  tax  ra  j 
10-yr.  bond  30-yr.  b 


R 


GENERAL  OBLIGATIONS      4.90%      5.5:  6 


TAXABLE  EQUIVALENT 


7.10         8.01 


INSURED  REVENUE  BONDS    5.08 


30-YEAR  FIXED  MORTGAGEt     7.76      8.04      6.99 


TAXABLE  EQUIVALENT 

f  BanxQuote,  Inc. 


7.36 


5.81| 
8.4 


BW  PRODUCTION  INDEX 


Change  from  last  week:  0.7% 


Change  from  last  year:  7.4% 


The  index  is  a  4-week 
—  moving  average  — 


Aug 
1998 


Dec. 
1998 


Apr. 
1999 


Aug. 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  was  up  for  th 

consecutive  week.  However,  in  the 
ended  Aug.  14,  the  unaveraged  i 
dipped  0.3%,  to  149.7,  from  150.2 
seasonal  adjustment,  the  production  c 
tos,  electric  power,  crude  oil,  and 
freight  traffic  increased.  Lumber  prodi 
declined  4.7%,  reflecting  some  slowi 
home  building.  Output  of  steel,  trucksfi! 
coal  also  dropped. 


I  THE  WEEK  AHEAD 


NEW  HOME  SALES  Monday,  Aug.  30,  10 
a.m.EDT*  New  homes  likely  sold  at  an  an- 
nual rate  of  910,000  in  July,  says  the  medi- 
an forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  division  of  The 
McGraw-Hill  Companies.  In  June,  929,000 
homes  were  sold.  Higher  mortgage  rates 
suggest  the  robust  housing  sector  may  be 
peaking. 

CONSUMER  CONFIDENCE  Tuesday.  Aug.  31, 
10  a.m.EDT*-  The  Conference  Board's  index 
of  consumer  confidence  probably  dipped  to 
134.9  in  August  from  135.6  in  July.  House- 
hold optimism  remains  historically  quite 
high, 


NAPM  SURVEY  Wednesday,  Sept.  1,  10 
a.m.EDT>-  The  National  Association  of  Pur- 
chasing Management's  business  index  likely 
rose  to  54.5%  in  August,  from  53.4%  in 
July.  A  reading  above  50%  indicates  that 
the  factory  sector  is  expanding. 

CONSTRUCTION  SPENDING  Wednesday,  Sept. 
1,  10 a.m. EDi  ►  Outlays  for  building  pro- 
jects probably  increased  0.3%  in  July,  says 
the  s&p  mms  survey,  after  rising  0.5%  in 
June. 

LEADING  INDICATORS  Wednesday,  Sept.  1, 
10 a.m.EDT>  The  Conference  Board's  com- 
posite index  of  leading  indicators  probably 


edged  up  0.2%  in  July,  on  top  of  a  0.3% 
gain  in  June. 


EMPLOYMENT  Friday,  Sept.  3,  8:30  a.m. Em 
►  The  s&p  mms  median  forecast  expects  th  7\ 
nonfarm  payrolls  increased  218,000  in  Aufoi 
gust,  after  a  larger-than-expected  310, OOC  '■'■ 
jobs  were  added  in  July.  The  unemploymer| 
rate  is  expected  to  remain  at  July's  tight 
4.3%. 


BusinessWeek  ONLINE 


For  more  investment  data  and  the 

components  of  the  production  index, 

visit  www.businessweek.com. 
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Eastman  Kodak  (EK)  111 
eBay  (EBAY)  30,60,100,106 
Edison  Schools  Inc  40 
Edwards  (AG )  (AGE)  33,  78 
EFDEX  8 

eHealthlnsurance.com  104 
E-Loan  (EELN)  60,114 
Employee  Provident  Fund  52 
EPIC-MRA  44 
eToys  (ETYS)  30 
E-Trade  (EGRP)  60,114 
Excite@Home  (ATHM)  34 


Fannie  Mae  (FNM)  78 
Farr  Vintners  106 
Fidelity  Investments  48,74,100 
Filene's  Basement  (BSMTQ)  42 
Financial  Timing  Services  74 
First  Call  78 
Firsthand  Funds  74, 100 
Fisher-Price  (MAT)  111 
Forrester  Research  (FORR)  30, 
90D 

Fox  Broadcasting  (NEWS)  38 
Fuga  19 
Fuji  Bank  48 


Gap  (GPS)  30 
Garden.com  (GDEN)  60 
GE  Capital  Services  (GE)  42, 48 
General  Electric  (GE)  78 
General  Motors  (GM)  27 
Goldman  Sachs  (GS)  48,  60 
Group  Arnault  60 
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Hambrecht  &  Quist  60 
Hewitt  Associates  26 
Hewlett-Packard  (HWP)  34,  42, 
111 

Hoover's  (HOOV)  60 
Horizon  Digital  Enterprises  91 
Hughes  Electronics  (GMH)  35 


ICO  Global  Communications 
(ICOGF)  35 
Immunex  (IMNX)  100 
Indus  Group  60 

Industrial  Bank  of  Japan  48,  91 
Infoseek  (SEEK)  91 
ING  Group  (ING)  54 
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International  Data  8,  91 
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Invesco  Funds  74 
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Janus  Olympus  (JAOLX)  100 
Juno  Online  (JWEB)  60 
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Lanston  (Aubrey  G.)  32 
Learning  Company  80 
Legg  Mason  Funds  74 
LiveBid.com  106 
Lloyds  TSB  Group  54 
Loehmann's  (LOEHQ)  76 
Loewen  (LWN)  76 
Long  Term  Capital 
Management  22 


Loral  Space  &  Communication . 
(LOR)  35 
Lufthansa  (DLAGY)  42 
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MarketWatch.com  (MKTW)  114 
MarketXT  42 
Marshall  Field  (DH)  30 
Martha  Stewart  Living 

Omnimedia  108 
Mattel  (MAT)  30,80,111 
MCI  WorldCom  (WCOM)  86 
Mercer  Bokert  Buckman  & 

Reid  111 
Merck  (MRK)  94 
Merita  Pankki  54 
Merrill  Lynch  (MER)  30,  54 
MFS  Emerging  Growth  Fund  74 
Microsoft  (MSFT)  19,34,42,60, 

90D  91   98 

MiddlesexWater (MSEX)  111 
Mitchell  Securities  33 
Moody's  Investors  Service 

(DNB)  76 

Morgan  Guaranty  Trust  40 
Morgan  Stanley  Dean  Witter 

(MWD)  34,48,52,60,100, 

108 

Morningstar  100 
Mortgage.com  (MDCM)  60 
Momest  Mortgage  60 
MP3.com  (MPPP)  6 
MSNBC  34 
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National  Enterprises  1 1 1 
NBC(GE)  38 
NetAge  91 
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(AOL)  42 

Net2Phone  (NTOP)  42 
Network  Solutions  (NSI)  86 
Netyear  Group  91 
New  Century  Financial 

(NCEN)  111 
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Technologies  (NGTIX)  100 
Nippon  Credit  Bank  48 
Nordbanken  Group  54 
Nordstrom  (NOBE)  30 
Northern  Technology 

(NTCHX)  100 


Oakmark  Funds  74 

Onex  42 

Oxus  Fund  Management  57 
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Palm(COMS)  19 
Paragon  Capital  42 
Paribas  54 
Pasteur  Mearieux  Connaught 

(RP)  94,  98 
Penney  (J.C.)  (JCP)  30 
Pfizer  (PFE)  78 
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Philadelphia  Suburban 
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ProFunds  74 
Proxicom  (PXCM)  60 

Q,R 


Quicken  60 
Quotesmith.com  104 
Rakuten  91 
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Red  Hat  (RHAT)  60,114 
Rhoads  Grunden  Lucca 
Capital  74 

Rhone-Poulenc  (RP)  94 
Ripplewood  Holdings  48 
RJ.  Reynolds  Tobacco  (FUR) 
Rydex  74 
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Schwab  (Charles)  (SCH)  74 
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Softbank  48,  60,  91 
Sotheby's  (BID)  106 
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Standard  &  Poor's  (MHP)  52,  74, 
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Sumitomo  Bank  48 
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This 

Week, 

Online 


Business  Week  presents 
frequent  live  chats  on 
America  Online-your 
opportunity  to  ask  ques- 
tions about  timely  topics. 

Tuesday  *" 

How  brightly  does  your  favorite 
stock  shine  in  Standard  & 
Poor's  ranking  system,  STARS? 
Ask  Sam  Stovall,  S&P 
sector  strategist,  in  this  chat 
co-hosted  by  S&P  Personal 
Wealth,  the  financial- 
planning  tool.  Aug.  31 
4:30  p.m.  EDT 

Thursday 

The  Nevis  Fund  tops  BW's 
latest  Mutual  Fund  Scoreboard 
And  David  Wilmerding,  the 
fund's  manager,  can  guide 
you  to  hidden  gems  in  the 
stock  market. 
Sept.  2 
9  p.m.  EDT 

Transcripts 

Thanks  to  our  twice-weekly 
investment  chats,  the 
transcript  library  is  loaded  witl 
ideas  for  you  to 
check  out. 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E   Ryl  C  A 


Editorials 


A  HEALTHY  SHAKEOUT  IN  NET  STOCKS 


It  has  been  a  wild  summer  for  Internet  stocks.  The  high 
reached  in  July  was  followed  by  the  first  great  Internet  sell- 
off  in  August.  DPO  euphoria,  then  IPO  sadness.  Dreams  of  getting 
rich  quick — and  young — became  real,  then  were  tempered. 
Even  though  Net  stocks  have  recovered  from  their  lows,  does 
the  giant  sell-off  mean  the  end  of  the  Internet  stock  boom?  Will 
it  close  the  great  capital  spigot  pouring  billions  into  new  Inter- 
net enterprises?  Some  say  yes.  We  say  no. 

In  fact,  the  shakeout  may  indicate  that  dot.com  mania  is 
starting  to  evolve  into  market  maturity.  Only  now  is  stock  pric- 
ing beginning  to  reflect  the  true  financial  prospects  of  the  hun- 
dreds of  Net  companies  out  there.  And  only  now  are  investors 
stalling  to  distinguish  between  those  that  have  profits  and 
those  that  don't,  those  with  significant  revenue  growth  and 
those  without,  and  those  that  have  major  market  share  and 
those  that  don't.  Investor  discrimination  is  a  good  thing,  not 
something  to  anguish  over.  Taking  air  out  of  the  Net  bubble 
makes  the  market  as  a  whole  much  more  sustainable. 

Not  that  the  shakeout  hasn't  been  painful,  even  for  those  com- 
panies that  have  successfully  raised  capital.  At  its  low  in  early 


August,  Amazon.com  Inc.  was  down  60%  from  its  52- 
high.  E*Trade  Group  was  down  67%,  MarketWatch.com 
TheStreet.com  72%,  and  Yahoo!  50%.  E-Loan's  initial  pub 
feiing  was  priced  at  14,  w^ent  off  at  20/4  on  June  29,  shot 
63  on  July  6,  only  to  tumble  below  its  first-day  price  by 
August  (page  60).  It  has  since  rebounded  to  40,  and  most 
other  Net  stocks  are  off  the  bottom,  too.  But  for  Net  comj 
that  had  hoped  to  use  high-price  stock  to  buy  other  com] 
and  rapidly  expand  market  share,  the  gyrations  were  q 
blow.  Web  folks  working  their  24-7  days  hoping  to  hit  it  bi] 
fast  got  a  cold  dose  of  reality. 

But  a  salubrious  one.  The  Net  bubble  deflated  smoi 
Had  it  popped,  it  could  have  brought  down  the  entire  m 
and  perhaps  the  economy.  There  is  still  plenty  of  froth.  Red 
which  offers  the  Linux  operating  system  but  has  no  profits 
a  recent  ipo  priced  at  14,  soared  to  90  in  days,  and  now  t] 
at  73.  But  risk  and  reward  are  a  bit  more  closely  matched, 
institutions  are  beginning  to  ask  w7hat  individual  Net  s 
and  ipos  are  really  worth.  For  the  economy  as  a  whole,  the 
in  Net  stocks  was  a  plus.  If  we're  lucky,  we  got  off  easy. 


' 


SORRY,  EUROPE-A  VS.  CRASH  ISN'T  COMING 


A  scary  rumor  is  floating  around  European  financial  circles 
this  summer:  The  U.S.  economy  is  about  to  tank.  A  lot  of 
it  is  schadeiifreude,  but  the  logic  of  the  argument  is  worth  ex- 
amining. The  danger  is  that  it  contains  just  enough  truth  to 
turn  investors  into  believers.  We're  not,  and  here's  why. 

The  argument  is  a  variation  on  the  bubble  theme.  It  starts 
with  one  true  thing:  The  U.S.  is  running  a  record  current-ac- 
count deficit  in  its  balance  of  payments  that  will  soon  hit  3.7% 
of  gross  domestic  product,  surpassing  the  1986  record  of  3.6%  of 
GDP,  which  triggered  a  major  dollar  crisis.  Therefore,  runs  the 
argument,  another  dollar  crisis  is  inevitable,  and  soon.  This 
will  make  U.S.  investments  by  foreigners  less  attractive,  cause 
an  overpriced  stock  market  to  crash,  and  lead  to  a  recession  by 
2000.  Consumers,  saving  nothing,  running  up  big  debts,  and  re- 
lying on  stock  market  gains  for  spending,  will  fold.  At  the 
same  time,  faster-than-expected  expansion  of  European  and 
Asian  economies  will  draw  capital  away  from  the  U.S.,  wors- 
ening the  market  collapse. 

There  is  no  denying  the  American  dependence  on  foreign 
capital  to  finance  its  yawning  account  deficit.  Through  August  of 
this  year,  the  U.S.  sold  foreign  investors  almost  $45  billion  in 
equities,  $113  in  corporate  bonds,  $63  billion  in  government- 
agency  paper,  and  only  $13  billion  in  Treasury  securities.  And  in 
the  first  quarter  alone  of  1999,  there  was  a  net  inflow  of  near- 
ly $50  billion  in  direct  foreign  investment. 

But  odds  are  extremely  low  that  this  flow  of  overseas  capital 
will  cease  financing  the  U.S.  trade  deficit.  The  current-account 


deficit  is  already  poised  to  begin  shrinking  in  the  months  a 
U.S.  exports  are  up  dramatically,  thanks  to  higher  Euroj 
Asian,  and  even  Latin  American  growth.  Export  volume 
ready  rose  at  a  22%  annualized  pace  over  the  past  three  mo 
Imports  are  growing  fast,  too,  but  the  acceleration  is  like 
stop.  The  trade  gap  will  probably  narrow  and  reduce  the  d 
ward  pressure  on  the  dollar.  Rising  exports  will  also  sharpl 
crease  profits  for  U.S.  corporations,  making  their  stocks  mor 
tractive  to  all  investors,  including  those  overseas.  Impro 
European  and  Asian  economies  have  already  led  to  a  s 
boost  in  U.S.  corporate  profits.  Earnings  growth  is  expect* 
come  in  at  20%  or  more  for  the  third  quarter. 

The  Fed,  too,  is  cooperating.  Its  small,  gentle  tighte 
measures  appear  to  be  taking  the  air  out  of  the  second,  and 
haps  more  important,  asset  bubble  in  America  after  st< 
housing.  Higher  mortgage  rates  have  cut  refinancing  activi 
setting  the  stage  for  a  cooling  of  home  building  and  consu 
spending.  That  should  also  help  cut  the  trade  deficit  as 
sumers  buy  fewer  imports. 

There  is  always  the  danger  that  investors  could  make 
European  scenario  a  self-fulfilling  prophecy  by  pulling  oi 
U.  S.  markets  in  anticipation  of  a  crash.  Or,  policymakers  c 
sharply  increase  interest  rates — to  prevent  the  dollar  f 
falling  further — and  wind  up  triggering  a  major  market  dec 
But  a  smarter  bet  would  be  that  the  rebalancing  going  on  in 
world  economy  will  prove  beneficial  to  U.S.  growth — and 
equity  markets. 
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At  Centra  Health,  financial  performance  is 
driven  by  clinical  quality... and  offering  the 
right  procedures  based  on  market  demand. 

Our  goal  is  superior 
patient  service 
backed  by  technical 
and  financial  strength. 

And  that  means  identifying  market  needs 
faster  than  our  competitors.  That's  how  we 
capture  more  market  share. 

Before  we  had  CFO  Vision ""  software,  too 
much  time  was  spent  accessing,  organizing, 
and  reporting  information.  And  that  meant 
less  time  spent  evaluating  financial 
impact,  identifying  new  trends,  or  answering 
business  questions.  With  CFO  Vision  ", 
we've  combined  financial  and  non-financial 
data  into  business  information  that's  readily 
accessible  to  everyone  on  the  front  lines. 

Decision  support  is 
integral  to  the  whole 
continuum  of  patient 

Care.  We're  all  part  of  one  team  and 
technology  should  bring  us  together. 

For  the  whole  Centra  Health  story,  visit 
www.  sas.com/health 


The  Business  of  Better  Decision  Making 


W 

SAS  Institute 


www.sas.com/health      E-mail:  bw@sas.com      919.677.8200 


SAS  and  all  oiher  SAS  Institute  Inc.  product  or  service  names  are  registered  trademaiks  or  trademarks  ot  SAS  Institute  Inc.  in  the  USA  and  other  countries. 

®  indicates  USA  registration  Other  brand  and  product  names  are  trademarks  ot  their  respective  companies.   Copyright©  1999  by  SAS  Institute  Inc.     21517  0899 
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PENTAGON  PROBLEMS 

PREVENTING 
TRAGEDY  IN  THE  SKY 

U.S.  ARMY  HELICOPTERS  ARK 
apparently  not  all  they  can 
be.  The  Navy  is  buying 
ground  collision-avoidance 
systems  for  its  copters,  and 
the  Air  Force  will  follow  suit. 
At  the  Army,  however,  only 
Apache  attack  gunships — 25% 
of  its  fleet  of  3,000  advanced 
choppers — will  have  high-tech 
protection.  Army  Blackhawks 
and  Chinook  transports  and 
Kiowa  Warrior  scouts  will 
continue  using  older  radar. 

In  the  11  months  ended 
Sept.    1,   19  gis  have  been 


mishaps:  19  GIs  have 

died  so  far  this  year 

killed  in  mishaps 
where  there  has  been 
no  mechanical  failure 
or  pilot  loss  of  control. 
The  radar  used  now 
only  tells  a  pilot's  pre- 
sent position,  not  what 
territory  is  approaching.  An 
Army  study  of  accidents  from 
1988  through  L997  says  that 
warning  systems  could  have 
halved  the  103  fatalities  and 
$428,5  million  in  damages. 

The  Army  says  it  can't  af- 
ford the  equipment  But  Cubic 
Defense  Systems,  a  maker  of 
the  gear,  claims  that  Army  fig- 
ures are  outdated.  The  price 
over  a  decade  for  new  hard- 
ware has  fallen  from  the 
$lf)0,()00-per-aircraft  Army 
estimate  to  $50,000.  That 
would  total  about  $110  million 
for  the  non-Apache  fleet,  or 
25%  of  the  monetary  losses 
over  the  past  decade.  And 
many  lives  would  presumably 
be  saved.  Stan  Crock 


GRAPE  EXPECTATIONS 

IS  THIS  WINE  A 
SAGITTARIUS? 

SOME  OF  FRANCE'S 

leading  vintners 
are    looking    to 
the  stars  for  in- 
spiration        in 
making  a  better 
bottle    of    vin. 
Yep,  a  dollop  of 
astrology,    some  i_j 

New  Age  lingo,  and 
a  little  environmental  plan- 
ning are  helping  some  top 
French  winemakers. 

How  so?  First,  some  vine- 
yards are  fertilized  with  cow 
manure  and  water  mixed  into 
what  is  called  a  "vortex"  that 
contains  "life  forces."  Later, 
the  winemakers  harvest  and 
bottle  according  to  astrologi- 
cal charts.  "Our  aim  is  to  re- 
turn to  making  wine  like  our 
ancestors,"  says  Anne-Claude 


Lefiaive,  director  of  Domaine 
Lefiaive  in  Burgundy.  You 
may  think  it's  all  hocus  pocus, 
but  admired  vintners 
such  as  the  Loire 
Valley's  Nicholas 
Joly,  and  the 
Rhone  Valley's 
Michel  Chapouti- 
er  have  adopted 
the  star-gazing 
techniques.  Their 
wines  have 

excelled  in  critical 
tastings. 
The  stargazers  are  also 
ecologically  aware.  "The  goal 
is  respect  the  land  and  make 
the  wine  faithful  to  its  earth," 
says  Chapoutier.  Indeed, 
many  of  these  winemakers 
also  limit  grape  yields  and  the 
use  of  synthetic  pesticides. 
Bottling  by  the  phases  of  the 
moon  may  not  yet  be  stan- 
dard practice,  but  earth- 
friendly  growing  is  gaining  ac- 
ceptance.   William  Echikson 


TALK  SHOW  U  We'll  have  to  make  judgments  about  what  c 
stitutes  a  satisfactory  accounting  for  the  use  of  past  funds.  V 

— Treasury  Secretary  Lawrence  Summers,  who  said  further 
U.  S.  support  of IMF  credits  for  Russia  is  in  doubt 


POLLUTION  SOLUTION 

WASHINGTON'S 
SULFUROUS  FEUD 

WHEN  PRESIDENT  CLINTON 
announced  a  sweeping  plan 
to  cut  air  pollution  by,  among 
other  things,  reducing  sulfur 
content  in  gasoline,  the  reac- 
tion was  predictable.   Auto 
makers  and  oil  refiners  com- 
plained to  the  Environmen- 
tal Protection  Agency,  headed 
by   Carol    M. 
Browner.  But       ^k 
what's     this? 
The  Adminis- 
tration's own 
Energy  Dept. 
is  also  oppos- 
ing the  Presi- 
dent's plan. 

E  n  e  r  g  y  ,   FOES?  Richardson,  Browner 
headed      bv 


part  of  a  routine  public  c< 
ment  period,  Energy's  let 
asserts  that  the  technol 
for  making  low-sulfur  ga 
unproven  and  that  efforts 
mandate  it  could  lead  to 
shortages. 

One  epa  official  dismis 

Energy's  qualms  as  a  m 

technical  matter  that  wt 

undermine  the  Administ 

tion's  clean-air  goals.  But 

viros  are  worried.  "To  fin 

cabinet  agency  raising  str 

uous      obj 

tions  is  v( 

surprisin] 

says      Frs 

O'Donnell 

ecutive  dir 

tor     of     t 

Clean 

Trust,  an 

vocacy  groi 

The  EPA  sj 


c 


Bill  Richardson,  has  submit- 
ted a  harsh  11-page  analysis 
that  objects  to  the  epa's  May 
1  proposal  for  low-sulfur  gas. 
Quietly  filed  on  July  13  as 


it  wants  the  issue  settled 
fore  December.   Otherwi 
Congress  may  step  in  to  a 
tie  the  bureaucratic  bick( 
ing.  Lorraine  WoelL 


F 
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CLASS  NOTES 

SLOANS  ONLINE 
ORIENTATION 

WHEN  THE  SLOAN  SCHOOL  OF 
Management  at  MIT  required 
candidates  for  the  class  of 
2001  to  apply  electronically, 
they  were  just  trying  to 
streamline  the  process.  They 
got  more  than  they  bargained 
for. 

Some  of  the  lucky  15% 
who  got  in  formed  a  twice- 
weekly  online  chat  room  be- 
fore arriving  on  campus  on 
Aug.  30.  Eventu- 
ally, about  300  in- 
coming students — 
75%  of  the 
class — joined  in  to 
find  friends,  room- 
mates, and  team- 
mates for  school 
projects.  Some 
even  managed  to  hook  up 
with  like-minded  entrepre- 
neurs to  pursue  business 
plans. 

As  a  result  of  the  commu- 


nity-building, Sloan  m 
scrap  part  of  its  weekloi 
orientation  for  new  studer 
next  year.  "It's  too  early 
tell  whether  it  has  change 
the  nature  of  the  class,  but 
certainly  has  moved  t] 
timetable  forward,"  says  R 
Garcia,  Sloan's  Director 
Admissions. 

All  has  not  been  swee 
ness  and  virtual  light,  ho^ 
ever,  for  the  class  of  200 
apparently  the  first  requir< 
by  a  B-school  to  apply  o: 
line.  The  admissions 
office       computer 


crashed  the  night  before  th 
E-applications  were  du« 
Sloan,  says  a  sheepish  Gai 
cia,  made  allowances  for  th 
late  filings.      Paul  C.  Judg 
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GET  A  BREAK 


ON  MIDAS 

FOR  8  BUCKS. 


t's  easy.  It's  fast.  It's  safe.  And  it's  downright  cheap.  When  you  trade  stocks  on  the  Internet  with 
Ameritrade,  Internet  market  orders  are  just  $8.  No  matter  how  many  shares  of  Midas  you  buy  or  sell. 
Limit  and  stop  orders  are  only  $5  more.  And  you  can  make  a  broker-assisted  trade  for  only  $18. 

Plus  you  can  count  on  a  smooth,  safe  trading  experience  with  Ameritrade,  where  our  website  is 
protected  by  an  industry-leading  security  system.  Discover  how  easy,  convenient  and  affordable  it  is  to 
trade  with  Ameritrade.  Open  an  account  today  and  give  yourself  the  price  break  you  deserve. 


Trade  on  the  Internet  for  58 


Trade  with  broker  assistance  for  $18 


Limit  and  stop  orders  are  only  $5  more 


Free  real-time  quotes* 


Free  charts  and  research 


Industry-leading  website  security 


Only  $2,000  required  to  open  account 


A 


Ameritrade 


THE    WAY    TO    TRADE.     PERIOD 


I.BHI:l,i,IUl:>.Ulffi^^^M^BB^B!WlM 


I:  Ameritrade 


"Upon  opening  an  Ameritrade  account,  you  will  receive  100  free  real-time  quotes  and  100  more  real-time  quotes  for  every  Internet  market  order  filled.  Market  volatility  and  \olume 
may  delay  system  access  and  trade  executions.  Member  NASD/SIPC.  S2.000  minimum  equity  required  to  open  your  account.  SIPC  account  protection  is  S500.000.  including 
$100,000  cash  claims.  An  additional  $24.5  million  in  securities  protection  is  provided.  ©  1999  Ameritrade.  Midas  is  a  registered  trademark  of  Midas  International  Corporation 
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Up  Front 


THE  l-WAY  PATROL 

E-GOMMERGE 
©IVORYTOWER.COM 

AFTER  SHAKING  UP  THE  BUSI- 
ness  world,  the  Internet  is 
doing  the  same  to  its  acade- 
mic wing.  This  fall,  several 
topflight  B-schools  will  offer 
formal  E-commerce  majors 
And  at  least  two 
schools  will  begin 
offering  an  E-  ^ 
commerce  Mas-  A 
ter's  degree.        L 

Among 
those  starting  I 
majors  is  mit's  \ 
Sloan  School  of  " 
Management.  It 
joins  Vanderbilt, 
the  University  of 
Maryland,  and  others.  Car- 
negie Mellon  and  Creighton 
University  are  two  schools 
known  to  be  instituting  E- 
commerce  Master's  programs. 

What's  the  point?  The 
growing  demand  for  Net- 
sawy  managers,  says  Charles 


Hickman,  director  of  member 
relations  for  the  AACSB-Inter- 
national  Association  for  Man- 
agement Education,  which  ac- 
credits business  schools. 
B-schools  have  offered  indi- 
vidual courses  in  E  -market- 
ing or  Web  technology  for 
several  years.  But  now 
they're  seeing  intense  inter- 
est in  concentrated,  for- 
mal programs 
from  companies 
and  students 
alike.  "This  is 
something  that 
f\  M  I  schools  are 
^""^  I  rushing  into  as 
^  fast  as  they 
f  can,"  Hickman 
says.  Indeed,  MIT 
reports  that  com- 
panies are  clamoring 
to  participate  in  a  spring  se- 
mester course  where  students 
will  provide  free  E-consult- 
ing.  Says  Nader  Tavassoli, 
who  is  director  of  mit's  E- 
eommerce  and  marketing  ma- 
jor: "I'm  beating  them  off 
with  sticks."    A>nie  Tergesen 


MILLENNIAL  MADNESS 

Y2K  TERROR: 

THE  LIGHTER  SIDE 

Y2K  SURVIVALISTS,   BOMB- 

shelter  biscuits,  and  genera- 
tor-hoarding, okay.  But  Y2K 
haiku?  Just  when  you 
thought  we  didn't  need  an- 
other Y2K  Web  site,  along 
comes  y2kculture.com. 

That's  culture  with  a 
smile.  Founder  Declan 
McCullagh,  27,  a  tech 
writer      for      Wired 
News  in  Washington, 
says    his    non-com- 
merce site  explores 
the    premise    that 
concern  about  Y2K 
is     more     than     a 
passing  fad;  it's  a 
genre.  Log  on,  he'll 
invite    you,    to    a 
place  where  "Vet- 
eran    survivalists 
share  water  purifi- 
cation   tips     with 
skittish     congres- 
sional staffers.  And     BRITNEY 


get-rich-quick   scam   artists 
have  found   fertile  soil   for 
seeds  of  doubt  and  despair." 
Not  sarcastic  enough  for 
you?  Check  out  the  site's  look 
at  teen  heartthrob  Britney 
Spears'  Millennium  Eve  plans 
(partying    with    Mom    and 
friends).  Review  its  Y2K  al- 
phabet ("A  is  for  Anthrax"). 
Or  read  Chip  'n  Little  (a  la 
Chicken  Little),  a  weekly  car- 
toon strip  that  tracks  hero 
Chip's  struggle  to  grasp 
The    Impact    Of    The 
Bug  On  Life  As  We 
Know  It.  Or  the  arti- 
cle   that    tells    what 
Y2K  has  in  common 
with  "Mad  Cow  cul- 
ture"   (everything). 
Says  McCullagh:  "It's 
not  every  day  that 
the  towering  edifice 
of  modern  civiliza- 
tion is  revealed  to 
be  perched  on  the 
edge  of  a  tottering 
precipice."     Dude, 
,1      you  got  that  right. 
AT  HOME        Marcia  Stepanek 
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ECO  TRENDS 


FLORIDA  IS  HIT  BY  A 
MILLION  EEKS' 


CATS,   TRAPS,   AND   POISON 

can't  stop  the  field  mice  and 
rats  that  have  swarmed 
across  Apopka,  Fla.,  near  Or- 
lando, since  last  January's 
draining  of  polluted  Lake 
Apopka.  The  vermin  are  so 
bad  that  one  man  collects  150 
a  day  for  his  pet  boa.  The 
county  airport  reports  mice 
eating  phone  lines  and  nest- 
ing in  its  small  aircraft. 

And  in  an  area  that  bills 
itself  as  "the  indoor  foliage 
capital  of  the  world" — with 
500  nurseries  supporting  a 
$178  million  local  industry — 
businesses  say  the  damage 
has  been  extensive  to  their 
flowers  and  houseplants. 

Officials  haven't  yet  put  a 
dollar  figure  on  that  damage. 
But  at  least  a  quarter  of  the 
nurseries  have  been  hard-hit. 


"They  are  eating  my  se 
don't  know  what  to  do,"  I 
John    Sincavage,    owne( 
Crooker's  Nursery.  And 
Linda   Jonas,    V-.I    Gro| 
Supply  clerk:  "You  hear! 
ladies  screaming  all  the  ti[ 

Local  authorities  are 
ting  30  calls  a  day,  but 
no  solutions.  "Nothing 


n 


EATING  EVEN  PHONE  LINE 

this  has  happened  in  F\ 
da,"  says  University  of 
tral  Florida  biologist 
Stout.  Nature  might  comJ 
the    rescue:    More    snaj 
birds,  and  hawks  have 
showing  up  to  devour 
pesky  critters.  Dennis  Bl\ 


THE  BIG  PICTURE 


IT  ROOKS!  IT  ROLLS!  ITS  MP3! 

Some  5V2  million  PCs  now  have  digital  music 
players  installed,  including  MP3  and  other 
formats.  That's  up  from  just  a  few  thousand 
PCs  less  than  a  year  ago.  The  major  players? 
RealNetworks  and  NullSoft. 


PCs  WITH  DIGITAL 

MUSIC  PLAYERS 

INSTALLED 


FOOTNOTES  Bottles  of  champagne  ordered  for  the  U.S.  Open:  7,200;  pounds  of  shrimp:  8,000;  pounds  of  hot  dogs:  45,000 
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MONTHLY  SURVEYS  OF  28,000 

HOME-BASED  U.S.  PCS        DATA:  MEDIA  METRIX  INC 


DATA:  RESTAURANT  ASSOCIA 


Sometimes  you  forget  the  milk. 

Sometimes  you  forget  the  bread. 

Sometimes  you  forget  the  store  altogether. 


ENGINEERED  TO  BE   GREAT  CARS 


jse  MSRPs  include  destination,  exclude  tax. 


L 
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How  can  I  tell  if  my  child  is  gifted? 


Search  |  altavistn 


fouettes  considered  neoclassical  exaggeration?       Search  J  altaVISta  i 

—  • r 


J\    ^ 


aitavista.com 
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Readers  Report 


21  ST  CENTURY  IDEAS:  THE  GOOD. 
THE  DANGEROUS,  THE  UNMENTIONED 

All  of  the  "21  Ideas  for  the  21st  Cen- 
tury" (Cover  Story,  Aug.  30)  are  inter- 
esting and  imaginative — but  also  dan- 
gerous extrapolations  into  the  murky 
future.  The  past  century  has  brought 
technological  changes  of  enormous  and 
unprecedented  proportions  into  our 
lives.  The  pace  of  development  is  ever- 
increasing,  and  will  certainly  continue 
to  accelerate  as  we  make  the  transition 
into  the  next  century.  Most  of  your  pre- 
dictions, in  fact,  assume  that  as  a  given. 

Yet  therein  lies  the  rub.  The  changes 
we  have  experienced  so  far  have  in 
many  ways  benefited  mankind.  Medical 
advances  come  to  mind  as  an  obvious 
example.  Many  innovations,  however, 
are  of  a  decidedly  two-edged  nature: 
Automobiles  have  increased  our  per- 
sonal freedom  but  have  also  <—^—^^^ 
turned  us  into  a  nation  of 
overweight,  out-of-shape 
candidates  for  premature 
diabetes,  heart  disease,  and 
other  unpleasant  afflictions. 
Our  communities  have  been 
turned  into  a  collection  of 
strip  malls  and  parking  lots. 
Our  children  are  deprived 
of  the  exercise  they  need 
because  we  drive  them 
everywhere.  Our  sense  of 
civility  has  become  a  victim  of  road 
rage. 

Television,  and  more  recently  com- 
puters, have  greatly  expanded  our  ac- 
cess to  information,  but  rather  than  hav- 
ing an  ennobling  effect,  too  many  of  us 
have  become  couch  potatoes  addicted 
to  the  laugh  track  of  banal  sitcoms  or 
the  questionable  allures  of  porno  sites. 

The  key  issue  is  that,  while  technolo- 
gy heaps  new  capabilities  on  us  at  a 
breakneck  pace,  we  have  in  many  ways 
remained  moral  and  ethical  pygmies, 
unable  to  deal  effectively  and  responsi- 
bly with  this  cornucopia  of  technical 
wizardry.  This  issue  must  be  addressed 
and  resolved  as  part  of  the  agenda  for 
the  immediate  future,  or  we  risk  be- 
coming a  society  that  spins  out  of  con- 


trol from  a  sheer  incapacity  for  ab:-    ; 
ing  an  ever-increasing  rate  of  cham  I 
Paul  W.  Rosenbei  I 
Manhattan  Beach,  C 

The  rise  in  nationalism  and  st  I 
ratism  goes  much  beyond  the  Intel 
and  globalization.  Much  of  it  is  cau 
by  the  demonization  of  central  govt  !: 
ment  by  conservatives  and  the  resul  I 
abdication  of  responsibility  to  sta  I 
provinces,  etc.  When  differences  in  o 
ions,  ethnicities,  or  economic  stren 
become  territorial,  separatism  raises 
head.  You  mention  New  York  Cit;  'r 
but  the  U.  S.  is  not  immune:  As  she 
by  the  elections  of  1996  and  1998,  th 
already  is  a  huge  ideological  gulf 
tween  the  Northeast,  the  northern  IV  !'< 
die  West,  and  the  Pacific  Coast  oh 
hand,  and  the  Southeast,  the  D« 
South,  and  the  Mountain  States  on 
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remained  moral  and 
ethical  pygmies,  unable  { 
to  deal  effectively  and 
responsibly  with  this 
cornucopia  of  technical 
wizardry." 


UII'V! 
Cli 

Stii  - 
(Ml  9 


portati 
end,  i 

in.".. 


•II:  - 


other.  The  latter  group  now  runs  Co  str, 
gress  and  seeks  to  impose  its  agenda  ^-y 
the  rest  of  us.  Not  that  separatism  is  !SamJ 
clear  and  present  danger  so  far.  B  fjv 
one  thing  that  the  world  does  not  net 
is  a  neo-Confederacy  that  would  mal 
apartheid-era  South  Africa  look  lil 
Sweden. 

John  E.  Ullmar 
Professor  Emeritus  of  Managemei  jj., 
Hofstra  University 
Hempstead,  N.  thet 

r 
Thank  you  for  the  monumentally  sti  i 
pid  cover  story.  You  first  express  disda^ 
for  prediction,  projection,  and  extrapq], ,.'. 
lation,  yet  then  engage  in  same  for  I  ^.. 
pages.   You  start  from  the  (correct,1, 
premise  that  scenario  planning  is  a  us< .  ,,. 
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RRECTIONS  &  CLARIFICATIONS 

I  hottest  property  in  the  valley?"  (Peo- 
,  Aug.  30)  reterred  inaccurately  to  cer- 
l  scholarships  at  the  University  of  North 
■  olina  at  Chapel  Hill.  Named  after  John 
rehead,  they  are  called  the  Morehead 
lolarships. 

I  ideas  for  the  21st  Century"  (Special 
jble  Issue,  Aug.  30)  mentioned  that  the 
ig  finasteride  is  used  to  treat  and  prevent 
istate  cancer.  In  fact,  the  Merck  &  Co. 
ig  has  been  officially  approved  by  the 
<d  &  Drug  Administration  only  to  treat  be- 
;n  prostatic  hyperplasia  and  male-pattern 
Idness. 

ie  last  word  in  the  new  words"  (Up  Front, 
g.  30)  should  have  referred  to  a  punk 
[Signer  as  Vivienne  Westwood,  not  Vivian. 


AN  UNFAIR  POKE 
AT  MUTUAL  FUNDS? 


jtool  in  creating  the  flexibility,  adapt- 

Iity,  and  responsiveness  necessary  for 
ancertain  future,  but  then  go  off  on 
:ulative  tangents  untethered  to  basic 
ities  of  economics,  human  nature,  or 
|imon  sense. 

'ersonal  turbines?  A  2,000-member 
N.?  Leaderless  corporations?  Virtual 
portation?  Great  fun,  perhaps,  but  in 
end,  useless  for  informing  business 
ining  today.  I  have  made  a  fine  living 
|  >a  professional  trends  analyst  and 
iness  futurist  over  the  past  20  years 

I  lunking  such  drivel  for  my  clients, 

I I  scribers,  and  seminar  audiences,  and 
I'iously  I  can  look  forward  to  doing 

same  for  the  next  20  years  as  well. 
3y  all  means,  renew  my  subscription. 
Roger  Selbert 
Editor  &  Publisher 
Growth  Strategies 
•  Santa  Monica,  Calif. 

b though  your  issue  was  thought-pro- 
lg  and  interesting,  you  missed  two 
|  the  big    problems  that  will  confront 
■  offspring  during  the  coming  century: 

1)  Continuing  growth  of  population, 
pinly  in  the  Third  World,  and  the 

Hover  into  the  possibly  shrinking  in- 
strialized  countries. 

2)  Industrial  and  agricultural  demand 
water  by  a  growing  population,  and 

<  natic  fluctuations  in  the  distribution  of 
.^cipitation.  The  engineering,  environ- 
i  -ntal,  economic,  and  political  implica- 
ns  for  managing  our  hydrological  re- 
urces  are  only  beginning  to  be 
dressed.  Water-resource  management 
11  require  a  massive  effort. 
I  encourage  you  to  consider  present- 
*  articles  on  these  topics;  they  will 
hot  potatoes. 

James  Weinman 
Vienna,  Va. 


It  is  useful  i"  remind  mutual-fund 
shareholders  to  consider  fees  in  their 
decision-making  process,  ("High  fund 

fees  have  got  to  go,"  Business  Week 
Investor,  Aug.  16).  That  helps  promote 
financial  literacy  and  investor  aware- 
ness. But  by  advancing  flawed  argu- 
ments to  support  this  reminder,  Robert 
Barker  does  just  the  opposite. 

Contrary  to  the  implication  left  by 


the  Barker  Portfolio,  the  total 
purchasing  equity  mutual  fund    ha    de 

dined  by  3495     ince   1980.  A    of 

r,  ll'/i  of  equity  fund  hareholder 
accounts  were  in  funds  that  chai 
less  than  the  average  expense  ratio  for 
all  equity  funds.  Regrettably,  tin-  article 
ignored  this  important  information. 
Moreover,  most  mutual  fund-  are  less 
expensive  than  bank,  insurance,  and  oth- 
er financial  products. 

The  article's  most  fundamental  error 
was    to    assume    that    industrywide 
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growth  should  lead  to  industrywide 
economies  of  scale.  But  economies  of 
scale  do  not  occur  industrywide;  they 
occur  fund  by  fund.  For  example,  if  the 
industry  grows  solely  because  of  the 
entry  of  many  new  funds,  virtually  no 
economies  of  scale  would  be  realized. 

Finally,  the  comments  about  inde- 
pendent directors  at  mutual  funds  are 
not  just  wrong,  but  insulting.  Mutual 
funds  have  for  60  years  successfully 
avoided  major  scandal,  a  record  without 
peer  in  the  world  of  financial  services. 
Independent  directors  have  contributed 
significantly  to  this  achievement. 

Matthew  P.  Fink 

President 

Investment  Company  Institute 

Washington 

STAYING  OUT  OF 
AFAMILYSQUABBLE 

I  would  like  to  clarify  Mills  Corp.'s 
position  on  the  proposed  stadium  project 
with  the  San  Francisco  49ers  ("Not  ex- 
actly what  you'd  call  a  weak  sister," 
Sports  Business,  Aug.  16).  It  does  not 
appropriately  reference  Mills  Corp.'s 
role  in  the  dispute  between  Edward  J. 
DeBartolo  Jr.  and  his  sister,  Denise  De- 
Bartolo-York.  Mills  negotiated  with  Ed- 
ward on  developing  the  stadium  mall, 
because  he  was  the  recognized  owner  of 
the  team  at  the  time.  Mills  was  not  a 
player  in  the  family's  argument  over 
"self-dealing."  The  feud  and  the  lawsuit 
is  between  the  siblings;  Mills  is  not  a 
party  to  either.  It  is  improperly  sug- 
gested that  Mills  declined  comment  on 
charges  by  the  sister  of  Edward's  "lav- 
ish lifestyle."  Instead,  we  declined  com- 
ment on  the  legal  dealings  between  the 
two. 

Mark  J.  Rivers 

Executive  Vice-President 

Mills  Corp. 

Arlington,  Va. 

MIXED  REVIEWS 

FOR  MIXING  PROFESSIONS 

Bravo  to  Jeffrey  Garten  for  high- 
lighting the  folly  of  merging  the  dis- 
parate professional  practices  of  law  and 
public  accounting  with  one  another  and 
with  other  consulting  enterprises 
("Ethics  be  damned,  let's  merge,"  Eco- 
nomic Viewpoint,  Aug.  30).  Indeed, 
Garten's  succinct  analysis  just  begins  to 
outline  this  disaster  in  the  making. 

The  ultracompetitive  nature  and  light- 
ning pace  of  the  modern  business  world 
is  preventing  otherwise  thoughtful  busi- 
nesses from  seeing  the  essential  rea- 
sons why  such  professional  practices 


have  historically  been  kept  separate, 
and  for  good  reason.  The  public  ac- 
counting profession  on  the  one  hand  has 
a  higher  responsibility  to  the  public  and 
the  investment  markets  at  large.  Its  in- 
dependence is  priceless,  and  has  been  a 
cornerstone  of  the  transparency  of  our 
capital  markets  since  the  Depression. 
Even  chipping  away  at  it  today  will  ir- 
revocably lead  to  the  collapse  of  the 
whole  structure,  with  consequences  too 
gruesome  to  imagine. 

Similarly,  the  legal  profession  relies 
upon  the  sanctity  of  such  principles  as 
attorney-client  privilege,  the  protection 
of  attorney  work  product  and  mental 
thought  processes,  and  the  duty  (indeed, 
the  right)  to  represent  one's  client  zeal- 
ously. Blurring  the  distinctions  between 
attorneys  and  non-attorneys,  let  alone 
permitting  them  to  practice  together, 
will  destroy  all  of  that,  to  the  ultimate 
detriment  of  business  itself. 

The  fact  that  certain  shortsighted 
members  of  the  business  community  de- 
mand "one-stop  shopping"  is  insufficient 
reason  to  endanger  the  whole  system. 
Anthony  Michael  Sabino 
Professor  of  Law 
College  of  Business  Administration 
St.  John's  University 
Jamaica,  N.  Y. 

Jeffrey  Garten's  column  demonizing 
multidisciplinary  practices  fails  to  take 
into  account  the  everyday  consumers 
who  stand  to  benefit  from  new  Ameri- 
can Bar  Assn.  rules  allowing  accoun- 
tants and  lawyers  to  provide  collabora- 
tive, "one-stop-shopping"  alternatives. 

The  ABA  has  a  rare  opportunity  to 
make  ordinary  people's  lives  easier.  Just 
think  about  buying  a  home — in  many 
states  you  need  a  real  estate  agent,  a 
lawyer,  an  appraiser,  a  title  searcher,  a 
mortgage  lender,  and  an  insurance 
agent.  It's  a  time-consuming,  expensive, 
and  frustrating  process.  Imagine  how 
much  easier  it  would  be  if  you  could 
get  all  these  services  in  one  place. 

It's  hard  to  argue  that  such  an 
arrangement  does  not  make  good  busi- 
ness sense.  I  am  confident  rules  could  be 
written  that  protect  consumers  and  cor- 
porations from  inappropriate  practices 
without  compromising  the  principles 
central  to  the  legal  profession.  Profes- 
sional service  firms  must  evolve  to  meet 
the  changing  needs  of  their  clients.  To 
do  otherwise  is  to  ignore  that  we  live  in 
a  world  of  change. 

Lora  H.  Weber 

President  and  Executive  Director 

Consumers  Alliance 

of  the  Southeast 

Texas 


ANN  LIVERMORE 
AND  GENDER  BIAS 


Ann  Livermore  ("The  hottest  pi 


til 
III 


erty  in  the  Valley?"  People,  Aug. 
was  in  poor  taste.  What  an  exampl 
gender  bias!  Like  many  others,  you 
can't  seem  to  understand  how  to  ] 
sent  a  woman's  profile.  For  exam 
you   didn't   have   a   picture   of  CI 
Galvin  in  a  diaper!  Ann  Livermore 
the  only  baby  picture  in  the  issue. 

Far  exceeding  even  the  lowest  st 
dards  of  politically  incorrect  was 
outrageous  comparison  of  wardrobes  / . 
Carleton  S.  Fiorina!  You  didn't  cc 
ment  on  Boris  Yeltsin's  wardrobe 
could  you  stoop  so  low  as  to  use  "pi 
Jane"?  Why  didn't  you  comment  on 
ability  to  network?  Apparently,  it  I 
contributed  more  to  her  advancem 
than  her  "premature  gray  hair."  Die 
ever  occur  to  you  that  Ann  Livermoi 
flight  up  in  Hewlett-Packard  was 
pelled  by  her  ability  to  fit  into  the  c 
ture  and  be  just  "one  of  the  executive 
because  she  doesn't  see  gender  at  woi 
Michele  Hau 
Riegelsville 
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ft  REDUX 

i  Gerstner  &  the  Business  Turnaround  of 
Decade 

DougGarr 

•perBusiness  •  375pp  •  $27.50 


VITHOUT  GERSTNER, 
HIS  STORY  GOES  UNTOLD 


SAVING  BIG  BLUE 

Leadership  Lessons  and  Turnaround  Tactics 

of  IBM's  Lou  Gerstner 

By  Robert  Slater 

McGraw-Hill  •  309pp  •  $24.95 


II 


;.  1  7"ou  have  to  feel  just  a  little  sorry 
■f  for  Doug  Garr  and  Robert  Slater. 
■_  Both  have  written  accounts  of 
2  of  the  most  closely  watched  busi- 
ss  stories  of  this  decade:  the  selec- 
n  of  Louis  V.  Gerstner  Jr.  to  lead  the 
-naround  of  computer  giant  IBM  and 
i  progress  thereafter.  But  both  au- 
)rs  lacked  the  cooperation  of  the  star 
this  story — Gerstner — and  partly  as  a 
suit,  both  IBM  Redux  and  Saving  Big 
ue  fall  back  on  guesswork,  analysis 
anecdote,  and  tiresome  parades  of 
1  press  clips.  Even  more  telling,  both 
thors  have  missed  the  essence  of  Ger- 
ler's  work:  the  transformation  of  IBM 
>m  a  computer  company  to  a  technol- 
y  and  services  company  in  which  the 
ternet  plays  a  key  role. 
In  IBM  Redux,  Garr  attempts  to  tell 
B  story  of  how  Big  Blue  fought  its 
ay  out  of  the  "death  spiral"  that  it 
is  in  before  Gerstner  took  the  helm  in 
pril,  1993.  The  IBM  of  today  stands  in 
ark  contrast  to  the  company  that 
srstner,  as  he  likes  to  say,  "parachut- 
1"  into — an  IBM  that  had  racked  up 
me  $16  billion  in  losses  over  three 
;ars.  IBM's  stock,  which  sunk  to  the 
w  40s  in  1993,  has  split  twice  and  is 
rw  trading  around  123.  Profits  are 
ick,  and  after  years  of  sluggish 
-owth,  revenue  for  the  first  half  of 
)99  is  growing  at  double-digit  rates, 
long  the  way,  Gerstner  made  the 
>ugh  calls,  including  massive  layoffs 
>e  has  since  hired  more  than  he  cut), 
le  sale  of  a  few  operations,  and  the 
mttering  of  several  manufacturing 
lants,  projects,  and  offices. 
Garr's  book  had  the  potential  to  be  a 
onderful  insider's  account,  since  Garr 
orked  as  a  speechwriter  for  IBM  from 
larch,  1996,  until  the  end  of  1997.  But 
e  wasn't  able  to  get  the  cooperation  of 
lerstner  or  that  of  any  other  senior  IBM 
xecutive.  (According  to  Garr,  Gerstner 


told  colleagues  that  they  could  decide 
for  themselves  whether  or  not  to  coop- 
erate. No  one  did.)  The  author  did  spend 
lots  of  time  interviewing  former  Chief 
Financial  Officer  Jerome  B.  York  and 
correctly  gives  him  a  lot  of  credit  for 
the  company's  financial  turnaround.  But 
ultimately,  York  gets  so  many  kudos 
that  readers  may  wonder  why  the  board 
didn't  kick  Gerstner  out  and  just  make 
York  chairman.  York,  says  the  author, 
slaved  to  save  IBM's  PC  business,  even 
sacrificing  weekends.  G. 
Richard  Thoman,  the  close 
Gerstner  confidant  who 
was  running  the  business 
at  the  time  (and  who  is 
now  ceo  of  Xerox  Corp.), 
is  unfairly  portrayed  as  in- 
ept. Nor  does  Garr  dwell 
on  the  ex-CFO's  shortcom- 
ings, perhaps  because  York 
was  such  an  important 
source.  York,  for  example, 
didn't  believe  IBM  should 
invest  in  the  low-margin 
disk-drive  business.  Today, 
it's  one  of  the  company's 
hottest  money  makers. 

Moreover,  IBM  Redux  spends  far  too 
much  time  on  much-discussed  IBM  en- 
deavors and  well-reported  events.  For 
example,  Garr  devotes  many  pages  to 
recounting  the  hostile  acquisition  of  Lo- 
tus Development  Corp.  in  1995  and  ibm's 
fumbling  of  its  PC  business — both  stories 
that  have  received  tons  of  ink. 

There  are  some  redeeming  qualities. 
Garr  does  a  competent  job  recounting 
the  Gerstner  years,  adding  a  few  fresh 
details.  There  is  a  nice  account  of  the 
creation  of  IBM's  ad  campaign  and  how 
Gerstner,  with  the  help  of  Abby  Kohn- 
stamm,  IBM's  top  marketing  executive 
and  longtime  Gerstner  compatriot,  craft- 
ed a  hip  new  image  for  IBM  linked  to 
the  Internet.  Garr  also  has  a  delicious 


anecdote  dating  Brora  Ger  I  n 
American  Express  Co.:  From  thai  com 
pany's  headquarters  in  New  York,  he 
often  gave  his  former  McKinsej  &  I  o 
mentor,  J.  McLain  "Mac"  Stewart,  who 
worked  at  McKinsey  offices  nearby, 
rides  home.  During  these,  they  would 
discuss  work  the  consulting  firm  was 
doing  for  the  financial-services  giant. 
But  Gerstner,  who  lives  in  Connecticut, 
never  drove  Stewart  directly  to  his 
Manhattan  apartment  building.  Instead, 
Gerstner's  driver  dropped  Stewart  just 
off  the  highway  exit,  nine  blocks  away, 
so  as  not  to  waste  Gerstner's  time. 

But  Garr  skims  over  some  important 
moves  by  Gerstner — most  noticeably, 
those  involving  the  Internet.  In  the 
opening  chapter,  IBM  Redux  recounts  a  j 
key  speech  that  Gerstner  delivered  at 
the  1995  Comdex  computer  show.  This 
is  the  industry's  largest  gathering  of  j 
techies,  and  it  was  Gerstner's  first 
speech  before  his  new  peers.  Gerstner 
used  the  occasion  to  insist  that  the  In- 
ternet was  a  business  op- 
portunity— much  more 
than  a  place  for  con- 
sumers to  browse  for  con- 
tent. But  the  author 
doesn't  follow  through  lat- 
er in  the  book,  where  he 
should  have  noted  how 
Gerstner  made  the  Inter- 
net key  to  IBM's  turn- : 
around  and  its  future 
success. 

Is  Gerstner  "one  of 
America's  most  creative 
business  leaders  or  just  an  ' 
extremely  good  manager?" ; 
This  question,  raised  toward  the  end  of1 
IBM  Redux,  is  a  good  one.  Unfortunate- 
ly,  we're  still  waiting  for  the  answers. 

In  Saving  Big  Blue,  author  Robert 
Slater  tries  to  distill  the  essence  of  | 
Gerstner's  skills  into  a  management 
book.  It's  a  formula  that  Slater  has  ap- ' 
plied  before,  to  General  Electric  Co.'s 
Jack  Welch.  Unfortunately,  it  is  the 
reader  who  needs  to  be  saved.  Slater's 
request  for  an  interview  with  Gerstner 
was  also  denied,  and  his  300-page  book 
is  no  more  than  a  thinly  veiled  clip  job. 
He  leans  heavily  on  accounts  drawn 
from  many  business  publications,  in- 
cluding business  week  (and  many  by 
this  writer).  Slater  credits  his  sources, 
but  it's  disconcerting  to  read  recon- 
structions of  one's  old  stories  with  every 
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anecdote  in  place.  At  the  least,  Slater 
could  have  freshened  up  some  of  the 
material.  He  repeats  a  tale  about  Gerst- 
ner  helping  form  a  consortium  of  banks 
to  take  advantage  of  the  Internet.  The 
company  formed  out  of  that  effort,  In- 
tegrion  Financial  Network,  has  had  a 
rocky  start  and  hasn't  lived 
up  to  its  promise.  But  the 
reader  won't  learn  that,  be- 
cause Slater  didn't  include 
any  updates. 

The  book  is  also  padded 
and  repetitive.  The  same 
material  appears  in  several 
places:  On  page  67  and 
again  on  page  113,  we're 
given  the  much-cited  Gerst- 
ner  quote  on  how  the  last 
thing  IBM  needs  is  a  vision. 
Several  chapters  examine 
IBM's  culture,  using  similar 
material  or  discussing  the  same  events 
from  slightly  different  points  of  view. 

Alas,  Slater  doesn't  come  close  to 
providing  lessons  from  Gerstner's  turn- 
around. Many  chapters  simply  sum  up 
an  old  event — using  press  clips  from 
the  time — and  then  provide  a  final  para- 
graph elucidating  what  has  just  been 
described.  This  is  in-depth  analysis? 


IBM'S  LOU 
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Elsewhere,  Slater  attempts  to  get  inside 
Gerstner's  mind  by  quoting  lengthy  sec- 
tions of  the  ceo's  speeches.  Readers 
would  be  best  advised  to  skip  Slater's 
book  and  head  straight  to  IBM's  Web 
site,  where  the  entire  text  of  several 
lectures  is  available. 

Unfortunately  both  Garr 
and  Slater  have  missed  the 
essence  of  IBM's  turnaround. 
ifcfc.  Yes,  Gerstner  stopped  the 

financial  bleeding  and  re-en- 
ergized the  corporation's 
culture.  But  the  authors 
haven't  given  the  reader  a 
solid  view  of  IBM  today, 
(lerstner's  IBM  is  no  longer 
a  computer  company — it's  a 
technology  and  services 
company.  Sure,  IBM  is  sell- 
ing plenty  of  computers. 
But  the  company's  real 
growth  is  coming  from  two  other  busi- 
nesses: selling  such  technology  as  mi- 
crochips and  disk  drives  to  other  high- 
tech  companies  and  providing  services 
to  large  corporations  that  do  not  want 
to  set  up  or  run  their  own  computer 
operations.  Gerstner  saw  the  potential  of 
these  businesses  and  began  pushing  a 
sluggish  IBM  to  take  advantage  of  them. 


,n;  i 


More  important  still  has  been  Ger 
ner's  ability  to  recognize  the  Interne 
strategic  importance  to  IBM.  In  fact,  t 
story  of  Gerstner's  turnaround  cot 
aptly  be  entitled  How  the  Intern 
Saved  IBM.  As  the  leading  provider 
general  high-tech  services,  Gerstner 
positioning  IBM  to  be  the  first  compai 
that  major  corporations  come  to  for  t 
knowhow  to  put  their  businesses  on  t 
Web.  So  far,  it's  working.  IBM's  Intern] 
services  unit  is  a  $3  billion  operatic 
growing  at  40%  a  year. 

Sadly,  Garr  and  Slater  are  stuck  wri 
ing  about  the  old  IBM.  And  when  the  a 
thors  do  discuss  the  Internet,  th 
mostly  talk  about  IBM's  efforts  to  mark 
a  network  computer,  a  stripped-do 
desktop  machine  that  was  over-hyp 
by  the  computer  industry  as  a  PC-kill 
That  product  is  a  minor  footnote  in  IB 
Internet  strategy. 

In  short,  these  books  leave  much  t 
be  desired.  But  both  faced  serious  ol 
stacles  from  the  start:  IBM's  turnaroun 
isn't  completed,  and  its  story  won't  b 
revealed  until  Gerstner  decides  to  te 
it — or  write  his  own  account. 

BY  IRA  SAGE 

Associate  Editor  Sager  has  followe 
IBM  for  two  decades. 
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The  Most  Effective  GMAT  Test  Prep 

Our  revolutionary  combination  of  small,  focused  classes,  great 
instructors,  and  revolutionary  test-taking  techniques  gives  you  the 
personal  attention  you  need  to  score  your  best.  With  over  600 
locations  worldwide,  we've  got  a  convenient  schedule  near  you. 
And  we're  so  sure  you'll  get  your  desired  GMAT  score,  we 
guarantee  your  satisfaction.  For  more  information  about  our 
programs  call  1-800-2-REVIEW. 

The  Most  Comprehensive  GMAT  CD  PACKAGE 

Our  Inside  the  GMAT  CD  offers  you  the  opportunity  to  practice  in 
the  comfort  of  your  own  home,  working  on  questions  exactly  like 
the  ones  on  a  real  Computer  Adaptive  GMAT.  Students  receive  over 
1 ,000  practice  questions  with  explanations,  along  with  a  detailed 
review  of  each  section  of  the  exam  and  three  full-length  Computer 
Adaptive  tests.  And  to  make  sure  you  select  the  right  Business 
school,  Inside  the  GMAT  includes  exclusive  B-school  information 
and  rankings  from  Business  Week  and  The  Princeton  Review.  To 
order  your  CD  set,  call  1-800-234-3088. 

Guide  to  The  Best  Business  Schools 

Our  Guide  to  The  Best  Business  Schools  not  only  profiles  schools, 
but  also  includes  the  results  of  some  of  the  most  extensive  student 
and  administrator  surveys  ever  conducted.  You'll  receive  expert 
advice  from  admissions  officers   about  getting  into  the  program  of 
your  choice  along  with  the  Gourman  Report  rating  for  each  pro- 
gram. To  purchase  your  copy  of  The  Best  Business  Schools,  visit 
your  local  book  store  or  call  1-800-733-3000. 
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■  it's         about  the  money. 
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Your  real 
sfaction  comes 


from  building  the 
business.  Technology 
should  free  you  to  focus 
on  success,  not  limit 
your  possibilities. 


Infinium  can 


help  you  unleash  the 
potential  of  your  organization, 

so  every  team  has  the  edge 
to  turn  customers  into  advocates. 
Visit  www.infinium.com/bw  to 
learn  more  about  how  we  can  help 
your  company  do  great  work. 
Infinium:  enterprise  software 
solutions  to  optimize 
business  performance. 
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BY  STEPHEN  H.  WILDSTROM 

THE  HIGH  COST 
OF  FREE'  PCs 


The  strings  attached 
often  kill  the  benefits. 
But  a  few  deals  are 
worth  checking  out 

There's  no  such  thing  as 
a  free  PC.  This  should 
not  come  as  a  surprise 
to  the  worldly  readers  of 
business  week.  But  judging 
from  the  current  flood  of  of- 
fers for  free  or  deeply  dis- 
counted computers,  you 
might  think  that  the  laws  of 
economics  and  common  sense 
have  been  repealed. 

In  fact,  all  of  these  deals 
come  with  significant  strings 
attached  and  require  close  ex- 
amination. Some  are  simply 
losers.  Others  can  provide 
substantial  savings,  but  only 
for  the  right  customers. 

The  offers  come  in  two 
categories.  In  one  type,  con- 


sumers get  a  free  computer, 
along  with  free  Internet  ac- 
cess, but  have  to  accept  a 
constant  stream  of  advertis- 
ing on  the  screen.  In  catego- 
ry two,  the  customer  gets  a 
free  or  deeply  discounted  PC 
in  exchange  for  a  long-term 
contract  for  paid  Internet 
service. 

TAILOR-MADE.  Free-PC  of 
Pasadena,  Calif.,  offers  the 
best-known  of  the  free  deals. 
If  you  qualify  after  filling  out 
a  rather  nosy  questionnaire 
about  your  education,  income, 
and  lifestyle,  you  get  a  free 
PC,  typical  of  a  system  you 
could  buy  for  about  $500, 
with  a  15-inch  monitor  and 
free  Internet  access.  The 
catch  is  that 
about  40%  of 
the  display  is 
covered  with  a 
changing  stream 
of  ads  supposed- 
ly tailored  to 
your  interests  as 
revealed  by  your 
browsing  habits. 
You  agree  to  let 
Free-PC  monitor  your  ac- 
tivities online  and  to  sell 
aggregated  data  on  its 
customers'  activities. 
To  me,  this  deal 
makes  sense 
only  if  there's 

no  other  way 
you  could  af- 
ford a  com- 
puter. If  that 
is  the  case, 
Free-PC  prob- 
ably won't  ac- 
cept you  as  a 
customer  any- 
way. Nonetheless,  Free-pc  re- 
ports plenty  of  takers.  And  a 
startup  called  FreeMAC.com 
plans  to  give  away  10,000  Ap- 


ple iMacs  in  a  similar  deal. 

I  think  most  people  will  be 
a  lot  happier  with  deals  built 
on  the  model  of  the  cell- 
phone business,  where  the 
carrier  subsidizes  the  cost  of 
the  equipment  in  exchange 
for  your  agreement  to  buy 
service  for  a  period  of  time. 
Here,  it's  Internet  service 
providers  who  are  subsidiz- 
ing computer  purchases. 

Some  of  these  deals  are  a 
bit  funky.  For  ex- 
ample, a  compa- 
ny called  Online 
Amigo.com 
( www.online- 
amigo.com)  offers 
a  free  PC  if  you 
subscribe  to  two 
years  of  Flash- 
Net  Commu- 
nications 


service  at  $21.95 
per    month.    The 
problem    is    that 
you  get  a  refur- 
bished, creaky  75 
MHz  Pentium,  a 
computer      best 
suited  for  use  as 
a  doorstop. 

The  offers  I 
find  most  ap- 
pealing come 
from  America 
Online's  Com- 
puServe unit,  Microsoft  Net- 
works, and  Prodigy  Internet, 
in  cooperation  with  various 
retailers  and  computer  mak- 
ers. They  all  work  more  or 
less  the  same  way.  You  sign 
up  for  three  years  of  Internet 
service  for  between  $19.95 
and  $21.95  a  month  and  get  a 
$400  credit  or  rebate  toward 
the  purchase  of  a  new  com- 
puter. Participating  comput- 
er makers  include  Compaq 
Computer,  Hewlett-Packard, 
IBM,  and  eMachines.  In  late 
August,  Office  Depot,  for  ex- 
ample, was  offering  an  eMa- 
chines eTower  400i  with  a  14- 
inch  monitor  and  either  a 
printer  or  a  scanner  for  $149, 
after  rebates.  Add  $21.95  a 


month  for  a  three-year  Cci 
puServe  subscription.  B^ 
Buy  advertised  a  mon 
ble'lBM  Aptiva  for  $299.  aft 
rebates,  with  a  three-ye 
Prodigy  subscription  pric 
at  $19.95  a  month. 

These  are  attractive  dea 
but  the  up-front  commitme 
to  $700  or  more  worth  of ', 
ternet  service  means  th«  I 
are  not  for  everyone.  Oi 
group  that  will  find  little  vi  ■ 
ue  in  the  arrangement  is  cc  l 
lege  students,  since  nearly  «  I 
schools  provide  free,  and  o 
ten  high-speed,  Net  acres 
Others  who  could  well  er 
up  losing  from  these  dea 
are  the  lightest  and  heav   ► 
est  users  of  the  Interne 
People  who  only  want  Ii   I 
ternet  access  to  read  I   l 
mail  and  do  a  little  ligl 
Web    browsing    woul  f 
likely    do    better    jus 
buying  an  inexpensiv  I 
computer  and  signing  u  I 
for  a  $10-a-month  limi'  I 
ed-access  account  with  a  sei 
vice  provider. 

People  who  use  the  Intel 
net  a  lot  may  also  be  poo 
candidates.    That's   becaus  I 
three  years  is  a  long  commit  to 
ment  at  a  time  when  Inter 
net    access    technology    i 
changing     rapidly.     Heav; 
users  are  likely  to  be  the  ear   * 
liest  adopters  of  high-spee 
cable  or  digital  subscriber  lin 
service  as  it  becomes  avail    I 
able  in  their  areas.  There' 
also  a  chance  that  the  cost  c    I 
Internet  access  could  fall  drc    I 
matically,  meaning  that  th| 
price  of  a  cheap  PC  is  exper 
sive  Internet  access. 

It's  by  no  means  clear  thai 
the  cell  phone-style  subsidies 
will  become  the  model  for  th<  >, 
computer  market.  Dell  Com  t 
puter  and  Gateway,  for  ex  ^ 
ample,  are  going  the  other  fc 
way,   bundling   free   or   re^  - 
duced-price  Internet  service 
with    computer    purchases,  ce«: 
While  the  market  sorts  itseli 
out,  there's  the  potential  for 
some  good  consumer  deals 
But  before  jumping,  assess 
your    present    and    future 
needs  carefully — and  read  the*: 
fine  print. 
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Will  that  next  server 
make  your  network  better? 

Or  just  bigger? 
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The  Intel®  Pentium®  III  Xeon  "  processor. 

Don't  just  add  a  server — add  the  most  manageable,  scalable  and  powerful  Intel  processor-based 

server.  When  you're  preparing  your  network  for  the  challenge  of  e-business,  there  are  no  quick  fixes.  You  need  a 
eon,  i 

long-term  solution.  One  that  provides  more  power  without  creating  more  complexity— the  Intel®  Pentium®  III  Xeon™ 

essor-based  server.  Performance  and  scalability  combine  to  help  simplify  your  e-business  solution  as  you  grow  it.  Built-in 
)formance  headroom  means  that  when  demand  inevitably  goes  up,  your  system  won't  go  down.  Need  extra  capacity?  Simple. 

can  scale  from  2-way  to  4-way  to  8-way  as  your  e-business  needs  dictate.  And  as  you're  adding  capacity,  you're  adding  simplicity, 
rliks  to  the  processor's  enhanced  manageability.  New  challenges  call  for  new  solutions.  And  bigger  isn't  always  better.  Get  your 
1  work  locked,  loaded  and  optimized  for  e-business— with  the  Intel  Pentium  III  Xeon  processor-based  server.    ^  ^  intel.com/IT 
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CYBERCASH 


-commerce,    simply 


www.cybercash.com 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


ESTATE  TAXES- 

AN  IDEA  WHOSE  TIME  HAS  GONE 


A  LEG  UP: 

Rather 
than  tax 
inheritances, 
let's  guarantee 
a  good 

education  for 
all.  That's 
the  best  way 
to  level  the 
playing  field 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution. 


A  tax  on  estates  had  merit  in  earlier 
times  as  a  leveler  of  the  playing  field 
for  children  from  middle-class  and  poor 
families.  But  children  in  modern,  knowledge- 
based  economies  "inherit"  the  economic  posi- 
tion of  their  parents  primarily  through  the 
transmission  of  human  capital.  Tangible  wealth 
plays  a  decreasing  role.  Since  the  important 
public-policy  role  of  estate  taxes  has  passed,  it 
is  time  to  eliminate  the  tax. 

Inheritances  are  a  significant  source  of  in- 
equality in  traditional  agricultural  societies 
because  land  and  farms  get  passed  from  par- 
ents to  children.  However,  property  and  oth- 
er assets  have  become  a  much  less  impor- 
tant source  of  children's  wealth  since 
education,  training,  and  other  human  capital 
comprise  about  three-quarters  of  total  wealth. 

Children  of  better-educated  and  higher- 
earning  parents  receive  more  education  and 
training  than  their  peers,  and  they  generally 
grow  up  in  more  stable  home  environments 
where  they  are  taught  to  develop  their  tal- 
ents. Some  of  the  greater  abilities  of  success- 
ful parents  also  are  transmitted  to  their  chil- 
dren. For  these  and  other  reasons,  children 
from  successful  families  have  many  advan- 
tages, and  so  tend  to  get  better  jobs  and 
have  higher  earnings. 

Of  course,  individual  cases  often  deviate 
greatly  from  these  tendencies,  and  some  chil- 
dren of  highly  successful  parents  do  quite 
badly,  while  others  born  in  poorer  families 
rise  to  great  success.  Still,  the  average  degree 
of  persistence  in  earnings  between  parents 
and  children  is  reasonably  strong  in  America 
and  other  developed  nations,  and  it  is  even 
stronger  in  most  poorer  countries. 
HEAD  START.  The  transmission  of  human  cap- 
ital within  families  is  the  major  source  of  in- 
equality of  opportunity.  Thus,  the  best  way  to 
reduce  this  inequality  is  through  improving 
the  human  capital  of  children  in  less  advan- 
taged homes.  Among  the  effective  policies 
that  could  be  implemented  are  publicly  fund- 
ed school  vouchers  to  children  in  families  that 
are  not  rich  and  head-start  programs  for  poor- 
er children.  It  also  would  help  to  reform  mar- 
riage law  and  taxes  on  married  couples  so 
as  to  encourage  parents  of  young  children  to 
stay  together  rather  than  split  up. 

Some  defenders  of  the  U.  S.  estate  tax  be- 
lieve that  it  causes  only  minor  inconveniences 
and  that  this  tax  brings  in  a  lot  of  revenue. 
However,  the  tax  rates  are  quite  high:  After 


an  individual   exemption   of  a   little   c 
$600,000,  the  rate  quickly  rises  above 
and  then  jumps  again  to  exceed  50%  of 
able  estates.  These  high  rates  encourage  f^ 
ilies  with  assets  to  seek  expensive  legal 
accounting  help  and  find  convoluted  ways 
reduce  their  tax  burden. 

Trust  and  estate  law  is  the  specialty  ofl 
most  20,000  lawyers  in  America,  who,  al(f 
with  many  tax  accountants,  spend  their  hil 
priced  time  searching  for  loopholes  to  av| 
these  tax  rates.  The  loopholes  include  gifts 
children  and  spouses,  generation-skippi 
trusts,  life  insurance  trusts,  and  charita| 
trusts.  As  a  result  of  these  and  other 
vices,  the  estate  tax,  despite  high  nomii 
rates,  produces  only  a  little  more  than  1%| 
total  federal  tax  receipts.  Due  to  the  ms 
(often  costly)  ways  to  avoid  this  tax,  oi| 
about  1%  of  adults  who  die  leave  taxable 
tates,  and  many  of  the  very  wealthy  pay  n^ 
ligible  taxes. 
SMALL  GAIN.  Families  with  small  business 
sometimes  also  succeed  in  finding  loopholJ 
but  frequently  they  are  forced  to  sell  conti( 
upon  the  death  of  the  principal  owner  in  ord 
to  pay  the  estate  taxes  that  are  due.  This| 
why  farmers  and  others  who  own  their  o\ 
business  are  the  most  powerful  interest  gro^ 
behind  the  growing  opposition  to  this  tax. 

These  harmful  effects  of  the  estate  ti 
may  explain  why  many  countries  have  muJ 
lower  estate  taxes  than  the  U.  S.  and  why| 
few,  including  Canada  and  Switzerland, 
not  even  tax  bequests  to  close  family  mer 
bers,  although  they  may  impose  capital-gaiJ 
taxes  when  assets  are  transferred  to  ch| 
dren.  The  overall  tax-reform  package  recer 
ly  passed  by  Congress  does  phase  out  tH 
U.  S.  estate  tax  during  the  coming  decadl 
However,  this  is  unlikely  to  become  law  sin{ 
President  Clinton  is  likely  to  veto  any  bi 
that  eliminates  the  estate  tax  entirely. 

Public  policy  ought  to  more  fully  recojj 
nize  that  incomes  and  occupations  in  the  cor 
ing  century  will  depend  primarily  on  knowl 
edge  and  skills.  Equality  of  opportunity  fq 
children  in  poorer  and  middle-class  familk 
can  be  most  effectively  advanced  by  impro\ 
ing  their  access  to  high-quality  education  anl 
training  and  through  improving  their  learninj 
at  a  very  early  age.  Estate  taxation  has  los 
its  purpose,  and  it  can  be  abolished  with  littll 
effect  either  on  equality  of  opportunity  o| 
tax  revenue. 
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Introducing  GigaRange     Extreme. 

Our  toughest  and  longest  distance  cordless  phone  ever. 

Last  year,  we  introduced  the  world's  first  2.4  Gigahertz  cordless  phone.  It  went  farther 
and  sounded  clearer  than  any  other  cordless.  This  year,  we've  made  it  tough  enough 
to  go  where  others  fear  to  tread. 

Shock  resistant  /  Splash  resistant  /  Unique  dual  band  design  (2.4  GHz/900  MHz)  boosts 
power,  improves  clarity  and  extends  range  /  Spread  Spectrum  Technology 


■Un£  GIGARANGE  EXTREME 


For  more  info  visit  www.panasonic.com  or  call  1 -800-211 -PANA. 
Performance  may  vary  according  to  location  and  atmospheric  conditions. 
Handset  designed  to  stand  up  to  accidental  splashes  and  dropping. 
Not  to  be  fully  immersed  or  held  under  running  water. 


just  slightly  ahead  of  our  time 
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INANCIAL  PRINTING  •  INTERNET  SERVICES  •  DOCUMENT  MANAGEMENT  &  OUTSOURCING  •  TRANSLATION  &  LOCALIZATION   •  MUTUAL  FUND  SERV  ,L 


The  Ways  Of  The  World. 


jaling  with  one  company  for  all  your  document  needs  ensures  global  consistency. 

one  company  that's  ready  to  do  that  now,  is  Bowne.  As  a  diverse,  fully-integrated  global 
:work,  we  handle  all  phases  of  your  document's  life-cycle  from  hard  copy  to  the  Internet.  We  can 
[tribute  your  documents  through  any  medium,  in  any  language,  customized  to  a  mass  market, 
a  market  of  one,  virtually  anywhere  on  Earth. 


offer  Internet  consulting  and  development,  localization  and  translation,  business  service 
Itsourcing,  database  publishing  and  the  most  advanced  printing  capabilities  in  the  world, 
agine  how  many  companies  you'd  normally  have  to  employ  to  do  all  that . . .  and  the  potential 
r  costly  errors. 


)w,  all  of  your" financial  and  legal  document  needs  can  be  handled  by  one  company  with  its  own 
Drldwide  document  management  network.  Bowne. 
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Economic  Trends 


BY  GENE  KORETZ 

AN  OVERLOOKED 
LABOR  COST 

Options:  Way  more  than  just  a  perk 

Up  to  now,  the  big  story  about  stock 
options  has  been  how  they  have 
created  a  lot  of  fat  cats  in  upper-man- 
agement ranks — helping  to  push  annual 
pay  of  CEOs  of  large  public  companies  up 
442%  in  the  1990s,  to  an  average  $10.6 
million  last  year  (BW — Apr.  19).  But 
while  the  soaring  options  of  top  brass 
have  made  headlines,  economist  Joseph 
Carson  of  Deutsche  Bank  thinks  the 
real  news  about  options  may  be  the 
way  they  are  affecting  key  economic 
statistics — and  thus  possibly  distorting 

STOCK  OPTIONS'  BIG 
CLAIM  ON  FUTURE  EARNINGS 


8UU 

finn 

S&P  500  COMPANIES 

400 

OPTIONS 
MARKET  VALUE 
JUNE  30. 1999 

TOTAL  PROFITS  1 
1998 

0 

OUTSTANDING 

OPTIONS 
DEC. 31, 1998' 

▲  BILLIONS  OF  DOLLARS 
•COST  TO  WORKERS  BASE0  ON  EXERCISE  PRICES 
DATA:  DEUTSCHE  BANK 

the  views  of  policymakers  and  investors. 

"Options,"  says  Carson,  "represent  a 
significantly  greater  potential  income 
gain  for  workers,  and  cost  to  compa- 
nies, than  many  people  think." 

As  evidence,  he  cites  a  Deutsche  Bank 
study  of  the  companies  in  the  Standard 
&  Poor's  500-stock  index.  The  study  finds 
that  99%  grant  stock  options  to  employ- 
ees. It  also  calculates  that,  based  on  ex- 
ercise prices,  the  aggregate  potential  cost 
to  employees  of  all  outstanding  options  of 
S&P  500  companies  at  the  end  of  1998 
was  $265.7  billion. 

The  critical  number,  however,  is  the 
market  value  of  unexercised  options  as 
share  prices  rise.  Deutsche  Bank  re- 
searchers estimate  that  this  stood  at 
$543.5  billion  at  the  end  of  June.  That 
translates  into  a  net  gain  of  $278  billion 
over  the  cost  of  exercising  those  op- 
tions— an  amount  equal  to  78%  of  total 
1998  profits  of  all  s&p  500  companies. 

The  catch  for  investors  is  that  op- 
tions aren't  treated  as  expenses  in  in- 
come statements  until  they  are  exer- 
cised. And  that  has  an  impact  on 
market  perceptions  in  two  ways. 


First,  it  tends  to  inflate  reported 
earnings.  At  a  late-August  central  bank 
conference  in  Jackson  Hole,  Wyo.,  Fed- 
eral Reserve  Chairman  Alan  Greenspan 
estimated  that  not  recognizing  the  cost 
of  options  when  they're  granted  (and 
when  their  exercise  prices  are  lowered) 
has  pushed  up  the  annual  growth  rates 
of  reported  profits  by  one  or  two  per- 
centage points  over  the  past  five  years. 

Second,  the  growing  value  of  out- 
standing stock  options  over  their  exer- 
cise prices  represents  a  potential  cost 
for  companies.  At  some  future  point, 
observes  Carson,  "that  expense  will 
weigh  on  company  earnings." 

The  flip  side  of  this  picture,  of  course, 
is  that  options  are  a  form  of  compensa- 
tion. And  while  they're  hardly  spread 
equally  or  widely,  that's  less  true  than  in 
the  past.  Consultancy  William  M.  Mer- 
cer Inc.  reports  that  nearly  40%  of  large 
U.  S.  companies  now  have  option  plans 
for  at  least  half  their  employees.  Carson 
calculates  that  the  market  value  of  un- 
exercised options  as  of  June  30  equates 
to  a  $17,000  gain  per  s&p  500  worker. 

The  growing  use  of  stock  options,  he 
notes,  implies  that  pay  gains  may  be  un- 
derstated. And  it's  likely  that  recipients 
regard  their  rising  value  as  another  form 
of  savings  and  potential  income — adding 
fuel  to  consumption  and  helping  to  drag 
down  the  official  savings  rate. 

"Options  are  no  longer  simply  perks 
for  a  few  top  executives,"  he  says. 
"Their  increasing  size  and  breadth  are 
making  policymakers  in  Washington  sit 
up  and  take  notice." 


A  WOMAN'S 
PLACE  IS . . . 

Men  frown  on  female  execs  abroad 

American  women  seeking  to  climb 
the  corporate  ladder  via  overseas 
positions  face  steep  odds.  While  females 
account  for  some  30%  of  students  in 
MBA  programs,  they're  only  14%  of 
those  chosen  by  Corporate  America  for 
foreign  postings.  And  a  big  reason,  sug- 
gest two  studies  presented  at  the  Acad- 
emy of  Management's  annual  meeting 
in  Chicago  last  month,  is  that  their  male 
bosses  overestimate  the  problems  await- 
ing them  overseas. 

In  the  first  study,  researchers  from 
Loyola  University  in  Chicago  surveyed 
261  women  who  worked  abroad  and  78 
of  their  mostly  male  supervisors  in 
multinational  corporations.  They  found 
that  the  women  saw  both  their  ability 
to  adapt  to  foreign  cultures  and  the  at- 


titudes of  foreigners  toward  female 
pats  more  favorably  than  bosses  di 

In  the  second  study,  researcher 
Loyola  Marymount  College  in  Los 
geles  surveyed  323  managers  in  ( 
many,  Mexico,  and  the  U.  S.  about  t 
views  of  the  the  performance  of  Ait 
can  women  working  overseas.  U.  S, 
managers  were  significantly  more  do 
ful  about  American  women's  effect 
ness  than  were  their  U.  S.  female  cc 
terparts  or  German  and  Mexi 
managers  of  either  sex. 

In  sum,  U.  S.  male  managers  exh 
"unfounded  bias"  against  Ameri 
women  in  overseas  positions — a  1: 
that  researchers  believe  hampers 
males'  selection  for  such  assignment 


LAYOFFS:  A  TONIC 
FOR  STOCKS? 

To  many  investors,  they're  a  plus 
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At  last  count,  job-cut  plans  by  ma 
employers  were  up  36%  frorr 
year  ago,  while  the  Dow  Jones  ind 
trial  average  in  late  August  had  ris 
22%  since  December.  A  coincides 
While  layoffs  are  bad  news  for  work< 
who  get  fired,  some  people  think  th 
have  become  good  news  for  the  stc 
market  because  investors  now  tend 
see  them  as  moves  to  enhance  efficien 
That  isn't  quite  true  yet,  but  thin 
may  be  moving  in  that  direction,  repc 
Henry  S.  Farber  of  Princeton  Univer 
ty  and  Kevin  F  Hallock  of  the  Univ( 
sity  of  Illinois.  In  a  study  of  3,878  jo 
cut  announcements  from  1970  to  191 
the  two  economists  found  that  the  a 
erage  movement  of  a  company's  sto 
relative  to  the  overall  market  in  t] 
wake  of  such  announcements  is  st 
slightly  down.  But    i 


J 


the   drop  is   less  TOGETHER 

marked    than    in  THEY  CLIMB 

the  past,  and  the  percent  increase  1999 
share  of  negative 
reactions  has  fall- 
en from  55%  in 
the  early  1970s  to 
about  48%. 

The  researchers 
did  find  that  more 
job  cuts  are  now 
attributed  to  effi- 
ciency motives 
than  in  the  past. 
But  intriguingly, 
they  also  found 
that  negative  stock  market  response 
to  layoffs  blamed  on  falling  business  de  . 
mand  have  also  lessened  over  time 


PLANNED        DOW  JONES 
JOB  CUTS       INDUSTRIALS 


▲  PERCENT 
'THROUGH  JULY  31  FOR  LAYOFFS, 
AUG  26  FOR  THE  DOW 

DATA.  BUSINESS  WEEK;  CHALLENGEf 
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Investing  for  Retirement? 

What  You  Should  Know  About 
Annuities  Is  Right  Here. 


hi 


ementSo\u«ons1 


Uteres 


Senes 


Collier  «v^ 

Prudentials      ^U1     --oUU 

FREE  guide, 

Understanding 

Annuities.  ®ptude^ 


""""'""iro^hp 


m 


For  more  smart  ideas 
about  retirement 
planning,  seek  the 
advice  of  a  professional. 

A  financial  professional 
can  help  you  better , 
understand  the  many 
ways  you  can  invest 
for  retirement — and 
help  you  sort  through 
complex  issues  such  as 
tax  planning,  401  (k) 
rollovers,  retirement 
income  distribution 
strategies  and  more. 


If  you've  already  maxed  out  your  401(k)  and  IRA  contributions,  it's  time  to  explore 
annuities — an  investment  opportunity  offering  tax-deferral  without  contribution  limits, 
plus  a  whole  lot  more.  Understanding  Annuities  is  packed  with  clear  explanations 
plus  charts,  graphs,  worksheets,  and  more.  The  fact  is,  the  more  you  know  about 
annuities,  the  better  you'll  be  able  to  decide  if  they're  right  for  you. 


PAGE  What  kinds  of 

2    investors  benefit  most 
from  an  annuity? 

Annuities  can  be  a  valuable  addition  to 
retirement  planning  at  nearly  every  stage  of 
life.  But  they  may  not  be  for  everyone.  Find  out 
who  may — and  who  may  not — be  best-suited. 

PAGE  What  do  they  mean  when 
1 A  they  say  "guaranteed 
10  income  for  life?'7 

It  might  sound  too  good  to  be  true.  The 
guide  explains  how  this  key  option  of  an 
annuity  contract  works,  and  explores  other 
distribution  options. 

PAGE  What  are  the  tax 

AA  advantages  of  an  annuity? 

mAJ  A  tax-deferred  annuity  may  help  you 
keep  your  tax  liability  down  in  ways  an  IRA 
or  a  401  (k)  can't.  The  guide  shows  you  how. 


PAGE  What  should  I  know 
AA  about  the  costs  and  fees 
AJk  of  an  annuity? 

Expenses  are  one  of  the  most  widely 
discussed  topics  when  it  comes  to  annuities. 
But  they're  also  one  of  the  most  widely 
misunderstood.  Prudential  gives  you 
the  straight  facts  on  annuity  costs  and  fees. 

Get  the  answers  you  need. 

Call  today  for  your  free  copy  of 
Understanding  Annuities. 

1-800-THE-ROCK 

extension  2961 

www.prudential.com 

(mfo  Prudential 


iidential  is  a  proud  member  of  the  National  Association  for  Variable  Annuities,  Inc. 

nnuities  have  limitations.  For  more  information  about  any  Prudential  annuity,  including  costs,  expenses  and  complete  details  of  coverage,  contact  a 
uco  Securities  Registered  Representative  or  Prudential  Securities  Financial  Advisor.  Variable  annuities  are  offered  by  prospectus.  Ask  for  a  free 
ospectus  or  contract.  Please  read  it  carefully  before  you  invest  or  send  money.  Prudential  Investments  is  a  business  unit  of  The  Prudential  Insurance 
ompany  of  America,  751  Broad  Street,  Newark,  NJ  07102-3777.  Variable  annuities  are  available  through  Pruco  Securities  Corporation  and 
udential  Securities  (member  SIPC),  both  subsidiaries  of  Prudential. 
S-19990623-A039756 


Rated 

The  #1  Tasting 

Vodka  In  The  World. 

In  1 998,  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind 
taste  test  of  more  than  80  vodkas. They  awarded  points  based 
on  smoothness,  nose,  and  most  importantly,  taste.  Of  all 
the  vodkas,  Grey  Goose®  Vodka  emerged  victorious, 
receiving  96  points  out  of  a  possible  1 00. 

Founded  in  1 98 1,  the  Beverage  Testing  Institute  conducts  tests  in 
a  specially  designed  lab  that  minimizes  external  factors  and 
maximizes  panelists'  concentration. The  Institute  selects 
judges  based  on  their  expertise,  and  its  tasting  and 
scoring  procedures  are  widely  praised  as 
the  best  in  the  industry. 
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Rank  Vodka 

Country 

96 

GREY  GOOSE8  VODKA 

FRANCE 

94 
93 
92 
91 

Canadian  Iceberg  Vodka 
Stolichnaya  Gold  Vodka 
Staraya  Moskva  Premium 
Van  Hoo  Vodka 

Canada 
Russia 
Russia 
Belgium 

91 
90 
90 

Stolichnaya  Vodka 
Tanqueray  Sterling  Vodka 
Rain  1995  Harvest  Vodka 

Russia 

England 

USA 

89 

Ketel  One  Vodka 

Holland 

88 
87 
86 

Wyborowa  Vodka 
Kremlyovskaya  Vodka 
Finlandia  Vodka  of  Finland 

Poland 
Russia 
Finland 

86 
85 
82 
82 

Alps  French  Vodka 
Skyy  Vodka 
Original  Polish  Vodka 
Glenmore  Special 
Fleischmann's  RoyalVodka 
Mr.  Boston  Vodka 

France 

USA 

Poland 

USA 

USA 

USA 

80 

Pole  Star  Vodka 

Poland 

80 

Luksusowa  Potato  Vodka 

Poland 

80 

Absolut  Vodka 

Sweden 

78 

Cardinal  Vodka 

Holland 

78 

Barton  Vodka 

USA 

78 
78 

Barclay's  Vodka 
Amazon  Vodka 

USA 

Brazil 

1        % 

Skol  Vodka 

USA 

1        74 

SmirnoffVodka 

USA 

74 
1        74 

Crystal  Palace  Vodka 
Belvedere 

USA 

Poland 

72 
69 

Schenley 

Mr.  Boston's  Riva  Vodka 

USA 
USA 

NOTE:         THIS  REPRESENTS  A  SAMPLING 
1            SOURCE:     (BTI)  BEVERAGE  TESTN. 

1 

www.greygoosevodka.ee 
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AMES  C.  COOPER  &  KATHLEEN  MADIGAN 


(ROFITS:  AN  EVEN  MORE  IMPORTANT 
|EA  LEAF  TO  READ 

jth  stock  prices  driving  demand,  earnings  take  on  a  bigger  role 


U.S.  ECONOMY 


URCHASERS  REPORT 
)ME  PRICE  PRESSURES 


More  than  anything  else,  the 
surge  in  the  profitability  of 
srican  corporations  has  been  the  root  of  the  U.  S. 
k  market's  incredible  run  in  recent  years.  Whether 
runup  in  stock  prices  has  been  overdone  is  a  ques- 
that  investors  and  policymakers  at  the  Federal 
;erve  continue  to  grapple  with.  But  the  fact  re- 
ns  that  the  outlook  for  earnings  will  always  be  the 
tral  factor  in  determining  stock  prices.  And  stock 
ies  have  become  an  increasingly  integral  part  of 
luating  the  economic  outlook. 

'he  economy,  equity  markets,  and  profits  were  very 
:h  on  the  mind  of  Fed  Chairman  Alan  Greenspan  at 
Kansas  City  Fed's  Aug.  26-28  symposium  in  Jack- 
Hole,  Wyo.  Greenspan  said  that  a  key  issue  for 
:k  prices  was  the  proper  measurement  of  profits.  He 
teves  that  some  standard  practices  understate  prof- 
primarily  because  the  rapid  growth  of  technology  is 
rring  the  difference  between  a  capital  outlay  that 
lerates  future  returns  and  an  expense  that  is  simply 
sumed  during  the  production  process. 

For  example,  he  said,  many 
companies  expense  computer 
software,  which  cuts  into  prof- 
its,   even    though    software 
should  be  capitalized.  Under- 
capitalized costs  are  a  support 
under  current  stock  values, 
Greenspan  said.  But  even  af- 
ter all  proper  adjustments  to 
profits  are  made,  it  is  unlikely 
"that  such  adjustments  can  be 
the  central  explanation  of  the 
\  ;raordinary  increase  in  stock  prices  over  the  past  five 
ars."  As  Greenspan  said  early  in  the  speech,  asset 
lues  rest  on  perceptions  of  the  future.  In  particular, 
'estors  must  be  confident  that  profits  will  continue  to 

3W. 


II  WHAT  IS  THE  OUTLOOK  FOR  PROFITS?  Based 

the  Commerce  Dept.'s  latest  roundup  of  the  second- 
arter  earnings  of  some  20,000  U.  S.  companies,  prof- 
prospects  are  good — but  maybe  not  as  terrific  as 
' (|s  nearly  30%  growth  shown  by  some  aggregations  of 
^-company  results  last  quarter.  Earnings  will  be  sup- 
rted  by  the  unrelenting  vigor  of  U.  S.  demand  and  by 
newed  foreign  buying.  However,  businesses  face  ris- 
?  costs  for  both  labor  and  raw  materials  (chart). 


' ' ' ' ' ' ' ' 


JAN.  '98  AUG  '< 

PECENT  REPORTING  IMPROVEMENT 
OR  RISING  PRICES 

DATA.  NATIONAL  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 


Higher  interest  rates  will  cut  into  profitability  as  well. 

Commerce  reported  that  corporate  profits,  after 
putting  inventories  and  depreciation  on  a  replacement- 
cost  basis,  rose  4.8%  from  a  year  ago.  That's  a  consid- 
erable improvement  over  the  stagnation  shown  during 
most  of  1998,  but  growth  is  about  half  the  pace  racked 
up  in  1997.  Moreover,  after  seasonal  adjustment,  Com- 
merce said  that  second-quarter  earnings  actually  fell 
from  the  first  quarter. 

To  be  sure,  corporate  profitability  remains  historically 
high.  But  margins  are  under  pressure  for  the  first 
time  in  this  8^-year  expansion  (chart).  In  the  second 
quarter,  nonfinancial  corporations  made  13.50  for  each 
dollar  of  real  output,  down  from  13.70  in  the  first  quar- 
ter and  from  an  expansion  high  of  14.70  in  the  third 
quarter  of  1997. 

LABOR  COSTS  WILL  BE  A  KEY  PLAYER  in  the 

profit  outlook  in  the  coming  year.  They  accelerated  in 
the  second  quarter,  and  early  signals  from  wages  and 
ever-tighter  labor  markets  suggest  a  continued  pickup 
in  this  quarter.  So  far,  productivity  growth  has  been 
sufficient  to  offset  rising  labor  costs,  but  a  further  ac- 
celeration in  wages  would  require  a  commensurate 
speedup  in  productivity,  which  appears  unlikely. 

In  addition,  given  the  Fed's 
two  rate  hikes  in  as  many 
months,  each  a  quarter-point, 
and  given  the  rise  in  long 
rates,  many  companies  will  be 
shelling  out  more  in  borrowing 
costs.  Net  interest  paid  by 
nonfinancial  companies  began 
rising  last  year.  It  hit  $100.6 
billion  last  quarter,  up  from 
$91.9  billion  VA  years  ago.  In- 
terest expense  will  rise  fur- 
ther in  the  second  half  as  the  recent  rate  hikes  work 
their  way  into  corporate  borrowing  costs. 

Companies  will  also  be  paying  out  more  for  their 
materials  and  supplies.  That  was  clear  from  the  August 
survey  of  purchasing  managers.  In  a  report  accidentally 
released  one  day  early,  the  purchasers  said  that  busi- 
ness activity  in  the  industrial  sector  continued  to  pick 
up  last  month.  The  overall  index  rose  to  54.2%,  an  in- 
crease from  53.4%  in  July,  led  by  stronger  readings  on 
new  orders,  inventories,  and  employment.  Most  no- 
tably, the  purchasers'  index  of  prices  that  they  paid  for 
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Business  Outlook 


materials  increased  to  their  highest  level  in  four  years. 
Revenue  gains  will  be  another  crucial  piece  of  the 
profits  outlook.  Luckily,  consumers  show  little  inclination 
to  slow  their  spending.  Real  household  spending  posted 
a  0.2%  gain  in  July.  Vehicle  purchases  fell,  but  demand 
for  electricity  jumped  as  households  pumped  up  their 
air  conditioners  in  response  to  the  record-breaking 
heat  wave  across  most  of  the  U.  S.  And  consumer  con- 
fidence in  August  remained  near  its  30-year  high,  set  in 
June  (chart). 

HOUSEHOLDS  CONTINUE  TO  SPEND  more  than  they 
earn.  Real  aftertax  incomes  fell  0.1%  in  July,  but  in- 
comes were  lifted  in  June  because  of  farm  subsidy 
payments.  Over  the  past  year,  real  income  has  risen 
3.4%,  while  spending  is  up  a  faster  5.1%.  As  a  result, 
the  July  savings  rate  stayed  in  negative  territory. 

That  gap  between  income  and  spending  is  being  fi- 
nanced in  part  by  stock  market  gains.  But  Greenspan 
also  pointed  out  that  rising  house  prices  have  played  a 
bigger  role.  "It  is  evident  that  borrowings  against  the 
capital  gains  on  homes  influence  consumer  outlays  beyond 
the  effects  of  gains  from  financial  assets,"  he  said.  Con- 
sumers are  taking  money  out  of  their  homes  by  home-eq- 
uity loans  and  mortgage  refinancings.  Also,  because  of 
tax-law  changes,  sellers  no  longer  have  to  roll  over  all  of 
the  capital  gain  from  a  home  sale.  Instead,  they  can 
buy  a  smaller  house  and  pocket  some  of  the  money. 


ECUADOR 


CONFIDENCE  REMAINS 
QUITE  HIGH 


As  long  as  home  demand  remains  strong  and  sell 
prices  continue  to  rise,  homeowners  will  feel  ric 
and  will  be  more  likely  to  spend.  And  so  far,  he 
sales  remain  robust,  even  with  rising  mortgage  raj 
New  single-family  home  sales  edged  up  0.1%  in  Ji 
to  a  980,000  annual  rate,  while  June's  rate  was  revi 
up  sharply  from  929,000  to  979,000. 

Given  the  recent  slowdown 
in  mortgage  applications,  sales 
have  probably  peaked.  But  the 
strength  "in  housing  also  has 
a  spillover  effect  on  consumer 
spending.  Demand  for  furni- 
ture, lighting,  textiles,  and  ap- 
pliances will  continue  to  rise 
even  as  home  sales  flatten  out. 
Keep  in  mind  that  in  the 
gross  domestic  product  data, 
consumer  spending  on  furni- 
ture and  household  equipment  is  larger  than  the  va 
of  residential  investment. 

When  will  the  buying  binge  end?  Undoubtedly,  wh 
some  economic  event  spooks  consumers.  That's  o 
reason  why  the  Fed  remains  concerned  about  a  "b 
ble"  in  the  equity  market.  As  Greenspan  pointed 
the  stock  market  and  consumer  demand  have  beco: 
linked.  That's  why  an  upbeat  profits  outlook  is  il 
creasingly  important  to  the  outlook  for  the  economy 
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RESTRUCTURING  THE  DEBT  RESTRUCTURING 


Ecuador,  a  $14.5  billion  economy 
with  debts  totaling  $13.3  bil- 
lion, may  default  on  its  $6  billion 
in  Brady  bonds.  On  Aug.  25,  Pres- 
ident Jamil  Mahuad  said  the  coun- 
try would  defer  a  $96  million  in- 
terest payment  due 
Aug.  28  for  30  days, 
the  Brady  grace  peri- 
od. Ecuador,  which 
faces  millions  more  in 
various  external  oblig- 
ations coming  due  by 
yearend,  says  it  will 
attempt  an  unprece- 
dented restructuring  of 
its  Brady  debt,  but  the 
road  will  be  difficult. 

Ecuador's  Brady  bonds 
after  former  U.  S.  Treasury  Secre 
tary  Nicholas  Brady,  who  drafted 
the  plan  to  restructure  Latin 
American  debt  piled  up  in  the 
1980s  and  partly  backed  by  U.  S. 
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GDP  GROWTH 
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Treasury  securities — are  them- 
selves the  result  of  a  1994  debt 
restructuring.  Also,  any  renegotia- 
tion will  depend  on  the  govern- 
ment's receiving  a  loan  from  the 
International  Monetary  Fund. 

This  is  needed  to  re- 
store investor  confi- 
dence and  to  support 
Ecuador's  sinking 
economy,  which  is  ex- 
pected to  contract  7% 
this  year,  with  infla- 
tion of  60%.  The  sud- 
den Aug.  31  resigna- 
tion of  Finance 
Minister  Ana  Lucia 
Armijos,  who  was  ex- 
pected to  coordinate  the  whole 
process,  will  only  complicate  mat- 
ters. Economy  Minister  Guillermo 
Lasso  will  take  over. 

On  Aug.  30,  Ecuador  signed  an 
IMF  loan  agreement  totaling  $1.25 


billion,  which  would  go  toward  bol 
stering  foreign  reserves.  None  of 
the  IMF  money  can  be  used  to  pay 
debts  to  prevent  selective  bailout 
of  private  investors.  The  problem: 
The  loan  is  contingent  upon  fiscal 
measures  and  banking  reforms 
that  are  unlikely  to  pass  the  oppo- 
sition-led Congress.  Armijos'  last 
official  act  was  to  introduce  a  $4.2 
billion  IMF-approved  budget  for 
2000,  down  sharply  from  $5.2  bil- 
lion in  1999,  that  is  expected  to 
fuel  economic  growth  of  3%  next 
year  and  cut  inflation  to  25%. 

So  far,  the  secondary  market 
for  other  Latin  American  Bradys 
has  taken  the  news  in  stride. 
But  analysts  fear  that  a  default 
by  Ecuador  could  taint  other 
Brady  debt,  as  well  as  retard  the 
Latin  American  recovery  by  hik- 
ing risk  premiums  on  many  Latin 
investments. 
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News:  Analysis  &  Commentary 


WHY 
TALK  IS 
SO 
CHEAP 


In  telecom's  new  economics, 
phone  rates  are  just  promo  tools 


ow  low  can  long  distance  rates 


go?  How  about  zero?  You  heard 


Hi 
it  right,  free  long-distance.  That, 
industry  executives  concede  pri- 
vately, may  be  the  ultimate  out- 
come as  they  vie  with  one  another  to 
sign  up  customers  for  bundles  of  com- 
munications services — local  and  long- 
distance, Internet  access,  even  televi- 
sion. In  those  bundles,  long  distance 
may  be  thrown  in  for  no  extra  charge, 
even  though  carriers  will  lose  2#  a 
minute  on  every  call.  Long-distance  up- 
start Qwest  Communications  Interna- 
tional Inc.  already  offers  250  minutes 
of  long-distance  calling  to  customers 
who  sign  up  for  a  $24.95-a-month  In- 
ternet service.  Phone  companies  aren't 
ready  to  broadcast  the  idea,  but,  says 
Jeffrey  Kagan,  an  independent  telecom- 
munications analyst  in  Atlanta:  "They'll 
be  offering  long  distance  for  free." 
That  sort  of  puts  the  latest  price  war 


among  major  long-distance  carriers 
in  perspective.  Unlike  previous  bat- 
tles, in  which  Candice  Bergen  morphed 
into  the  dime  lady  to  help  Sprint  grab 
market  share  from  rivals  AT&T  and  MCI 
WorldCom  by  promising  100-per-minute 
calling,  the  new  rate  war  is  heading  into 
uncharted  territory.  At  any  amount  be- 
low 5<2  per  minute,  the  rate  that  Sprint 
and  MCI  WorldCom  began  promoting  in 
early  August,  it  hardly  pays  to  send  out 
an  itemized  bill.  That  means  that  you'll 
soon  see  major  carriers  offering  flat-rate 
monthly  service. 

BUCKETS.  What's  driving  all  this  are 
the  changes  in  technology  and  regulation 
that  are  erasing  the  distinctions  be- 
tween types  of  calling.  With  today's  dig- 
ital networks,  there's  not  much  reason 
to  think  about  where  a  call  goes  or 
what  it  carries — voice,  data,  or  video. 
On  the  regulatory  side,  the.  Federal 
Communications  Commission  and  state 


regula- 
tors are  getting  ready 
to  let  local  phone  companies  into  lon^ 
distance  (page  36).  Once  everybody  ^ 
playing  in  everyone  else's  market  aiUm 
the  networks  are  completed,  then  tl  this 
battle  for  telecom  bundles  will  begi^. 
"We  can  go  to  a  customer  and  saty^ 
'Here's  a  bucket  of  500  minutes  and  yc  m% 
can  use  it  for  wireless  and  any  othc^i, 
calls,' "  says  Len  Lauer,  president  i  te 
Sprint  Corp.'s  consumer-services  grou  mf. 
For  a  sense  of  how  rapidly  long-di  | IK 
tance  is  moving  beyond  the  old  rule  ^ 
take  a  look  at  what's  happening  to  iis> 
dustry  leader  AT&T.  Ever  since  (ar> 
Michael  Armstrong  took  over  two  yeai  ij)  „ 
ago,  the  charismatic  ceo  has  been  tryin  ^ 
to  get  ready  for  the  time  when  long  dii  fe 
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tance  will  no  longer  be 
the  phone  giant's  cash  cow. 
Consumer  and  business  long-dis- 
ance  services  now  make  up  60%  of 
Bell's  revenues,  but  this  percentage 
I  be  cut  in  half  by  2004,  admits  the 
otajhpany.  at&t  is  facing  a  steady  fall  in 
long-distance  market  share,  from  80% 
etai)jl990  to  an  estimated  40%  by  the  end 
tlfthis  year,  says  Rex  G.  Mitchell,  an 
tlyst  at  Banc  of  America  Securities. 
vVith  mci  WorldCom  and  Sprint  an- 
yohncing  5(2-per-minute  calling  plans, 
otW  mstrong  now  has  had  to  pick  up  the 
.•e.  AT&T  trotted  out  its  own  7?-per- 
LTOUlJiute  plan  on  Aug.  30,  a  move  that 
fdi!  1  nearly  double  the  rate  at  which  its 
isumer  long-distance  revenues  will  fall 
s  year,  to  the  4%  to  5%  range,  rather 
in  2%  to  4%.  That  will  shave  some 
)0  million  off  at&t's  consumer  long- 
tance  revenues,  bringing  1999's  total 
:line  to  about  $1  billion.  Armstrong 
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told  analysts  not  t<i  worry,  however,  since 
healthy  growth  in  data,  wireless,  and 
other  businesses  will  more  than  offset 
the  consumer  long-distance  decline,  which 
contributes  about  one-third  of  the  $02.4 
billion  in  total  revenues. 

AT&T  may  not  be  able  to  hold  the  line 
at  7?  for  long.  Sprint  began  offering  long 
distance  for  5?  a  minute  from  7  p.m.  un- 
til midnight  every  day,  with  10?  a  minute 
at  other  times,  plus  a  monthly  $5.95 
charge.  MCI  unveiled  nickel  calls  on  week- 
nights  and  all  day  on  weekends,  and  as 
much  as  25?  a  minute 
during  other  times, 
with  a  monthly  $5 
minimum.  On  Aug.  31, 
IDT  Corp.,  a  long-dis- 
tance upstart,  downed 
the  ante — offering  5? 
a  minute  all  day  and  a 
$3.95  monthly  fee. 

These  moves  aren't 
as  damaging  to  bot- 
tom lines  as  they 
might  seem.  The  FCC 
has  been  cutting  the 
fees  long-distance  car- 
riers pay  to  regional 
phone  companies  to 
carry  their  calls — from 
5.8?  a  minute  in  1992 
to  about  3.3?  today. 
"The  fcc  reduced 
long-distance  carriers' 
network  usage  costs, 
giving  them  $1.5  bil- 
lion to  pass  on  to  consumers,"  says  FCC 
Chairman  William  E.  Kennard  in  a  state- 
ment on  AT&T's  latest  cut.  The  next  step: 
an  industry  proposal  to  cut  access  fees  to 
1.1?  a  minute  in  five  years.  For  now,  the 
race  is  on  to  lock  in  customers  with  long- 
distance deals,  and  then  sell  a  bundle  of 
services — such  as  wireless  and  Net  ac- 
cess— before  other  rivals  can  lure  them 
away,  at&t  is  already  offering  discounts 
on  its  new  long-distance  plan  to  wire- 
less subscribers.  And  it's  gearing  up  to 
bundle  local,  long-distance,  and  cable  ser- 
vices as  soon  as  next  year. 

Bundling  is  a  key  to  customer  reten- 
tion. Acquiring  new  customers  is  a  far 
bigger  cost  than  long-distance  trans- 
mission. Lower  rates  also  will  make  it 
tougher  for  Baby  Bell  companies  to 
compete  in  long  distance,  even  though 
they'll  have  an  advantage  in  not  having 
to  pay  pricey  local-access  charges.  The 
Baby  Bells,  notes  Armstrong,  "certainly 


HEADING  SOUTH 

Even  before  the  latest  round  of 

cuts,  long-distance  charges  and 

access  fees  had  already  fallen, 

thanks  to  deregulation 
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have  less  room  to  come  iri  and  mal 
difference  based  on  price.*' 

AT&T  is  best  positioned,  by  Ear,  to 

compete  in  bundled  service-,  anal 
say.  Having  paid  $110  billion  for  T< 
Communications  International  and  Me- 
diaOne  cable  properties,  it  boasts  a  suite 
of  wireless,  data,  Internet,  cable-TV,  and 
entertainment  assets.  In  contrast,  Sprint 
lacks  its  own  high-speed  Net-access  ser- 
vice and  cable  TV;  as  does  MCI,  which 
also  lacks  wireless.  "AT&T  will  be  the 
ones  to  beat,"  says  Blaik  Kirby,  a  prin- 
cipal with  Renais- 
sance Worldwide  Inc., 
a  management  consul- 
tant in  Boston.  "They 
have  a  bundle  of 
products  that  over 
time  will  replace  the 
core  long-distance 
revenue." 

NO  LET-UP.  Bundled 
services  guarantee 
simplified  billing.  But 
not  all  will  see  lower 
prices.  High-volume 
users,  or  those  who 
call  mainly  during  off- 
peak  hours,  will  bene- 
fit. But  after  paying 
monthly  fees  of  $5.95 
and  $2.50  in  federal 
line  charges,  a  con- 
sumer who  makes, 
say,  only  30  minutes 
of  long  distance  calls 
a  month  under  AT&T's  new  plan  would 
pay  $10.55,  or  35?  a  minute.  That's  more 
than  double  what  AT&T  charged  the 
same  customer  two  years  ago,  says 
Olivia  Wein,  a  fellow  at  Consumers 
Union  in  Washington. 

But  downward  pressure  on  rates 
won't  let  up.  When  voice  calling  over 
the  Net  improves,  a  whole  new  round  of 
price-cutting  could  follow.  Net2Phone 
Inc.,  a  Hackensack  (N.J.)  startup,  al- 
ready sells  long-distance  at  4.9?-per- 
minute,  with  a  monthly  charge  of  just 
99?.  The  savings  are  even  greater  in- 
ternationally. If  customers  can  use 
soundcard-equipped  PCs,  Net2Phone 
charges  just  10?  a  minute  to  ring  any 
phone  in  the  U.  S.  from  overseas. 

Although  still  a  tiny  niche  in  the 
global  telecom  business,  Internet  tele- 
phony is  gaining  ground,  at&t  is  leasing 
international  lines  to  Net2Phone  and 
running  its  own  limited  Internet  tele- 


ACCESS  FEES 
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nail  down  customers  for  bundles  of  other  services 
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phony  service  in  Asia.  Sprint  has  be- 
gun trials  of  Net2Phone's  service  in 
Asia,  and  Compaq  Computer  Corp.  is 
bundling  Net2Phone's  software  into  Pes 
it  sells  overseas.  Next  spring, 
Net2Phone  plans  to  add  voice  to  Amer- 
ica Online  Inc.'s  Instant  Messaging  ser- 
vice, an  offering  that  could  soon  be  free. 


says  Net2Phone  ceo  Howard  Baiter. 
It  all  adds  up  to  a  world  where  con- 
sumers pay  a  fixed  fee  to  access  a  net- 
work that  will  provide  the  full  range  of 
voice;  video,  and  data  services.  As  with 
E-mail,  distance  will  be  divorced  from 
price.  "Consumers  will  have  choices  in 
what  to  bundle,  and  we'll  offer  discounts 


and  incentives  to  those  who  us 
more,"  says  H.  Eugene  Lockhart,  pi 
ident  of  AT&T  consumer  services.  Lj 
distance  will  cost  pennies,  but  eompaj 
will  throw  it  in  for  free. 

By  Steven  V.  Brull  in  Los  Ang 
with  Amy  Barrett  in  Philadelphia 
Roger  Crockett  in  Chicago 


COMMENTARY 


By  Catherine  Yang 

LET  THE  BABY  BELLS  REACH  INTO  LONG  DISTANCE 


With  phone  rates 
tumbling,  you 
would  hardly 
think  the  Baby  Bells 
would  be  champing  at 
the  bit  to  get  into  long 
distance.  But  three — Bell 
Atlantic,  sue  Communi- 
cations, and  BellSouth — 
are  lobbying  state  regu- 
lators in  New  York, 
Texas,  and  Georgia,  re- 
spectively, to  let  them 
get  into  the  act. 

More  than  three  years 
after  the  1996  Telecom- 
munications Act  passed. 
no  Baby  Bell  has  won 
regulatory  approval  to 
sell  long-distance  service 
within  its  region.  The 
law  requires  the  Bells  to 
open  up  their  local-calling 
markets  to  competition 
before  being  able  to  get 
into  this  new  business. 
None  has  passed  muster 
so  far. 

But  the  old  test  doesn't  measure 
competition  as  weW  as  it  did:  Wireless 
systems,  Internet  calling,  and  phone 
service  over  cable — and  the  ingenuity 
of  countless  entrepreneurs — have 
made  the  arbitrary  distinction  be- 
tween long  distance  and  local  look  like 
a  throwback  to  Ma  Bell  days. 
"STRONGER  STICK."  So  it's  time  to 
start  letting  the  Baby  Bells  into  long 
distance.  The  likely  first  entrant  is 
Bell  Atlantic,  which  has  been  working 
closely  with  New  York  regulators  to 
prove  itself  worthy.  In  particular, 
state  officials  want  local-phone  cus- 
tomers to  be  able  to  switch  to  a  new 
local-service  provider  as  easily  as 
long-distance  customers  can  today, 
and  Bell  Atlantic  has  been  developing 
a  system  with  this  capability. 

No  doubt,  a  Bell  Atlantic  entry  will 


OLD  TEST 


The  arbitrary  distinction 
between  local  and  long  distance  is 
a  throwback  to  the  days  of  Ma  Bell 


spur  the  other  Bells  to  become  equal- 
ly cooperative,  if  only  to  get  the  stock 
market  boost  that  their  long-distance 
entry  is  expected  to  produce.  Says 
Robert  C.  Taylor,  president  of  Focal 
Communications,  a  Chicago  local 
phone  company  that  competes  with 
Ameritech  Corp.:  "Wall  Street  has  a 
stronger  stick  than  the  regulators." 
There  is  also  some  need  to  level 
the  playing  field  when  AT&T  enters  the 
local  market,  which  it  plans  to  do 
through  the  cable  systems  it  has  been 
snapping  up.  The  Federal  Communi- 
cations Commission  has  already  sided 
with  AT&T  on  one  key  issue,  support- 
ing the  giant's  stand  against  "open  ac- 
cess" for  data  services  over  cable.  In- 
ternet service  providers  want  to  force 
AT&T  to  carry  all  data  services  on  an 
equal  basis,  rather  than  giving  favor- 


able terms  to  Excite 
@home,  in  which  it  is  a 
major  investor. 

Meanwhile,  the  regula 
tors  warn  that  even  with 
the  looming  entry  of 
AT&T,  Bells  still  have  to 
comply  with  the  law. 
"The  Bells  will  get  long 
distance  relief  when  they 
satisfy  the  competitive 
checklist,"  says  Larry 
Strickling,  chief  of  the 
Common  Carrier  Bureau 
at  the  FCC.  "What  other 
competitors  do  in  the 
marketplace  doesn't 
make  much  difference." 
But  he  does  concede  that 
"these  companies  are  do- 
ing a  lot  more  than  they 
were  two  years  ago." 
Many  expect  state 
regulators  to  grant  ap- 
proval to  the  first  Bell 
sometime  this  fall  and 
the  FCC  to  move  early 
next  year.  "Bell  entry 
into  New  York  will  be  the  single  most 
important  telecom  event  of  the  year," 
says  Scott  C.  Cleland,  an  analyst  at 
Legg  Mason's  Precursor  Group. 

Ultimately,  this  is  all  a  prelude  to 
consumers  buying  telecom  bundles 
from  a  new  generation  of  megatele- 
coms.  "In  the  long  term,  there  will  be 
a  handful  of  large  companies  offering 
Internet,  long-distance,  local,  and 
wireless  services,"  says  Larry  Darby 
of  Darby  &  Associates,  a  Washington 
telecom  consultant.  A  primary  goal  of 
the  Telecom  Act  was  erasing  arbi- 
trary distinctions  between  service 
markets.  Now  that  the  virtuous  cycle 
of  competition  between  the  two  sec- 
tors is  starting,  let  the  games  begin. 

Yang  covers  telecommunications  poli- 
cy for  business  week  in  Washington. 


FATEC 

IEE 
1 


del 
has 
al  reb 

er  sel 
rp.  He 
idi 

tie!  ti 
we, 
iputin- 
nail  a 
rtb 
ke  a  t 


i 


36  BUSINESS  WEEK  /  SEPTEMBER  13,  1999 


STARTING 
SMALL 

McNealy 
ejects  small 

business  and 
schools  to  !)(• 
hisflrsl 
customers 


eto 


thej 


j  is 


RATEGIES 


1EE  SOFTWARE 
MM  ANYWHERE? 

a  moves  closer  to  a  world  not  dependent  on  Microsoft 


lor  years,  Sun  Microsystems  Inc. 
Chief  Executive  Scott  G.  McNealy 
has  been  one  of  high  tech's  most 
al  rebels  against  the  digital  world 
er  set  by  software  king  Microsoft 
p.  He  has  championed  a  vision  in 
ch  computer  users  would  no  longer 
tied  to  PCs  crammed  with  Microsoft 
ware.  Rather,  they  could  tap  into 
iputing  resources — including  all  their 
nail  and  favorite  programs — when- 
r  they  wanted,  as  long  as  they  could 
ice  a  connection  to  the  Internet, 
t  was  bold  talk.  And  until  now,  it 


OFTWARE  ON  DEMAND 


was  just  talk.  But  in  the  past  year,  Sun 
has  been  developing  and  acquiring  tech- 
nology that,  when  combined  with  its 
back-office  computers,  makes  the  notion 
of  a  world  of  computing  beyond  Microsoft 
far  more  credible.  On  Aug.  31,  McNealy 
filled  a  key  gap  in  the  strategy:  Sun  an- 
nounced the  purchase  of  Fremont  (Calif.)- 
based  Star  Division,  which  has  office  pro- 
grams that  can  run  on  Windows,  Linux, 
Sun's  Solaris,  and  other  software. 

What's  the  big  deal?  By  early  next 
year,  Sun  will  convert  Star's  suite,  which 
includes  a  spreadsheet  and  word  proces- 
sor that  are  compatible  with  the  Excel 
and  Word  programs  that  are  the  main- 
stays of  Microsoft's  market-dominating 


A  traveling  executive 
who  needs  to  crunch 
some  numbers  for  a 
meeting  logs  onto 
the  Web  and 
clicks  onto  her  fa- 
vorite portal  site. 
She  scans  E-mail, 
downloads  some 
data  about  today's 
commodity  prices. 
Then,  to  update 
earnings  projec- 
tions, she  uses  a 
spreadsheet  application. 


@The  spread- 
sheet does 
not  exist  on  her 
computer — which 
may  be  just  a  key- 
board that  allows 
her  to  tap  into  the 
Net.  It  is  supplied 
over  the  Net  by  an 
Internet  portal, 
which  offers  appli- 
cations programs 
along  with  other 
Web  information 
and  services. 


Office  trite,  into  a  Web 
based  producl  called 
StarPortaL  A  Nel  com 
pany  like  Yfahoo!   [nc 

could  include  a  word 
processing  applet  on  it  - 
Bite,  bo  customers  could 

create,  store,  and 
tribute  memo-  from 
wherever  they  log  on. 
"Software  is  going  to 
be  delivered  as  a  service,"  says  Gary 
L.  Steele,  CEO  of  Portera  Systems  Inc., 
an  E-commerce  company  that  plans  to 
offer  Star's  software. 
OFFICE  THREAT?  And  Sun's  price  is 
right  for  cyber  execs  like  Steele.  Sun 
plans  to  give  the  Star  programs  to  com- 
panies that  agree  to  freely  dispense  the 
programs  to  customers  across  the  Net. 
If  it  works,  computer  users  would  be 
able  to  access  their  files  from  whatever 
machine  they  log  on  from — say,  a  ter- 
minal in  a  hotel  room  or  an  airport 
kiosk.  Even  better,  users  wouldn't  have 
to  install  new7  software  to  add  newr  fea- 
tures. Instead,  any  time  they  fired  up 
the  software  from  the  Net,  they  would 
automatically  get  the  latest  version. 

McNealy  says  he  isn't  out  to  kill  Of- 
fice, which  has  more  than  95%  of  the  of- 
fice productivity  software  market.  But 
Sun  thinks  it  can  start  to  move  cus- 
tomers away  from  pricey  shrink- 
wrapped  software  that  is  continually 
made  obsolete  by  upgrades.  Big  corpo- 
rations that  have  millions  invested  in 
Windows  applications  are  unlikely  to 
switch,  McNealy  admits.  "The  enter- 
prise is  the  last  place  this  will  happen," 
he  says.  "It  will  start  in  schools  and 
small  businesses." 

Still,  the  odds  of  changing  the  soft- 
wTare  status  quo  are  far  better  than  they 
were  four  years  ago,  when  Sun,  among 
others,  put  forth  the  idea  of  network 
computers.  Those  stripped-down  desktop 
machines  were  designed  to  get  pro- 
gramming from  the  Net,  but  a  lack  of 
software  and  plunging  PC  prices  limited 
the  market  for  such  an  alternative.  Now, 


More  and 

more, 
portals  are  rely- 
ing on  a  new 
breed  of  compa- 
ny called  "appli- 
cation service 
providers,"  who 
maintain  their 
programs,  dis- 
tribute them  over 
the  Net,  and 
ensure  round- 
the-clock  avail- 
ability. 


Since  such 
"apps-on- 
tap"  reside  on 
back-office  server 
computers,  server 
makers  like  Sun 
are  pushing  this 
trend.  That's  why 
Sun  plans  to  give 
away  the  office 
programs  made 
by  Star  Division 
Corp.,  which  it 
acquired  on 
Aug.  5. 


__ 
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the  Online  Revolution  is  in  full  swing, 
and  millions  of  computer  users  already 
routinely  turn  to  the  Net  for  program- 
ming, such  as  Juno  Online  Services 
Inc.'s  E-mail  system  or  Yahool's  free 
calendar  program.  So  getting  full-blown 
productivity  software  off  of  the  Net  isn't 
such  a  stretch. 

FREE  COMPUTERS.  Meanwhile,  a  new 
class  of  Internet  software  company  has 
sprouted  up  to  help  push  this  "apps  on 
tap"  approach.  Companies  ranging  from 
start-ups  like  Corio  Inc.  and  Digex  Inc. 
to  giants  like  AT&T  and  U  S  West  have 
set  up  shop  as  so-called  application  ser- 
vice providers.  Their  role:  to  provide 
programs  and  service  over  the  Net.  SAP, 
Siebel  Systems,  and  IBM's  Lotus  divi- 
sion have  teamed  up  with  these  ASP's, 
and  a  bevy  of  newcomers  are  creating 
new  apps  on  tap.  Forrester  Research 
Inc.  believes  the  asp  industrv  will  vault 
to  $21  billion  by  2001. 

Hewlett-Packard,  anxious  to  break 
Sun's  lock  on  the  Internet  market,  is 
even  giving  its  computers  away  for  free 
to  asps  that  are  willing  to  share  a  per- 
centage of  their  future  revenues. 

Once  Star's  software  is  made  more 
Net-friendly  early  next  year,  users  will 
be  able  to  tap  these  programs  from 
Palm  Pilots  and  other  handheld  devices. 
Sun  is  expected  to  unveil  a  stripped- 
down  "thin-client"  computer  to  serve 
this  market.  And  even  Microsoft  loyal- 
ists like  HP  are  following  suit.  "We  see 
the  thin-client  market  growing  to  at 
least  six  million  units  in  the  next  three 
years,"  says  Wolfgang  Baltes,  general 
manager  of  HP's  thin-client  operation. 

Before  the  Sun  vision  of  software- 
on-demand  comes  into  focus,  lots  more 
programmers  will  have  to  follow  Star's 
lead.  And  the  Net  itself  needs  some  up- 
grading: It's  still  not  nearly  as  reliable  a 
place  to  find  your  precious  program  as 
the  C:  drive.  And  consumers  who  de- 
pend upon  dial-up  modems  won't  like 
waiting  for  software  for  such  simple 
jobs  as  printing  out  a  memo. 

But  Sun's  purchase  of  Star  is  a  small 
but  potentially  important  step,  since  it 
provides  a  slate  of  commonly  used  pro- 
grams similar  to  what  most  people  use 
now.  Through  its  alliance  with  Netscape 
Communications,  now  a  unit  of  America 
Online  Inc.,  Sun  also  has  a  range  of 
back-office  E-commerce  software  that 
asps  would  use  to  deliver  apps  on  tap. 
And  its  purchase  of  Forte  Software 
gives  it  development  tools  that  asps 
would  use.  It  just  might  add  up  to  a 
formidable  challenge  to  the  old  order. 

By  Peter  Burrows,  with  Michael 
Moeller  in  San  Mateo,  and  Steve 
Harmn  in  New  York 


COMMENTARY 


By  Michael  J.  Mandel 

THE  NEW  ECONOMY'S  NEW  CONVERT 

When  Alan  Greenspan  began  ru-        The  firm,  which  supplies  one  of 
minating  out  loud  on  Aug.  27       three  large-scale  macroeconomic  fore- 
about  the  possible  need  for  casting  models  in  widespread  use  to- 

the  Federal  Reserve  to  deal  with  the  day  (the  others  are  from  Standard  an 
dangers  of  a  speculative  asset  bub-  Poor's  dri  and  the  Federal  Reserve), 
ble,  Wall  Street  went  into  a  swoon.  now  appears  to  be  the  most  bullish  o: 
Suddenly,  investors  who  had  confi-  the  U.  S.  economy.  DRI  (a  unit  of  The 
dently  bid  up  shares — especially  McGraw-Hill  Companies,  which  pub- 

those  getting  a  lift  from  the  Internet     lishes  business  week)  still  puts  trend 
and  electronic  commerce — became  productivity  growth  at  1.8%.  Any  est] 

doubters.  mate  that  goes  higher,  says  David 

But  while  some  true  believers  Wyss,  dri's  chief  economist,  "is  pro' 

may  be  having  qualms,  for-  ably  optimistic." 

mer  skeptics  are  begin-  Macroeconomic  Ad 

ning  to  embrace  New  visers'  new  estimate 

Economy  logic  as  SPEI  !D  LIMITS?  of  productivity 

they  put  together  ,_  .  ,  growth,  if  accept 

predictions  of  Estimate, of  annual  P0^13'  ed,  could  make  i 

good  things  to  productivity  growth  easier  for  the 

come  for  the  MACROECONOMIC  ADVISERS  2.3%         Congressional 

U-S- economy.         REGIONAL  FINANCIAL  ASSOCIATES  zJ        Bu?ffl0ffi(:e 

On  Sept.  9,  and  Office  of 

Macroeconomic        CONGRESSIONAL  BUDGET  OFFICE  2.0  Management  & 

Advisers,  one  of         STANDARD  iPOOR^S  DRI  L8         budget  to  raise 

the  nation  s  lead-       their  long-term 

ing  economic  fore-  growth  projec- 

casters — and  a  long-  tions.  Budget  plan- 

time  critic  of  the  ners  have  generally 

whole  notion  of  a  tech-  stuck  close  to  the  "con- 

nology-driven  New  Econo-  sensus"  forecast  of  about  1.8% 

my — will  issue  a  report  concluding  or  so.  But  spin  out  the  new  forecasts 

that  the  U.  S.  is  poised  to  enjoy  a  for  10  years,  and  "you'd  have  a  much 

healthy  degree  of  noninflationary  bigger  surplus,"  says  Prakken. 

growth.  Why?  Because  as  long  as  GENTLER  BRAKING.  In  terms  of  mone- 

high-tech  investment  continues,  pro-  tary  policy,  the  higher  productivity 

ductivity  should  grow  at  rates  close  estimates  would  not  eliminate  the 

to  2.3%.  "Rapid  growth  in  the  capital  need  to  slow  the  economy.  However, 

stock  is  pretty  much  locked  in"  for  they  certainly  would  limit  how  much 

the  next  couple  of  years,  unless  in-  tightening  would  be  appropriate,  says 

vestment  spending  unexpectedly  Prakken.  Accepting  faster  growth,  of 

plunges,  says  Joel  Prakken,  chairman  course,  goes  a  long  way  toward  justi- 

of  the  firm.  "You  can  tolerate  faster  fying  lofty  valuations  in  the  stock 

growth  without  worrying  about  infla-  market. 

tion  pressure."  There  are  dangers.  Macroeconomic 
IMPORTANT  CLIENTS.  This  is  a  major  Advisers'  new  forecasts  of  rapid  pro- 
change  for  the  St.  Louis-based  fore-  ductivity  growth  depend  on  continu- 
caster,  which  was  founded  in  1982  by  ing  declines  in  the  cost  of  technology 
renowned  inflation  hawk  Laurence  H.    and  no  letup  in  the  investment  boom. 
Meyer  (now  a  governor  of  the  Fed-  Neither  trend  is  guaranteed.  And  if 
era!  Reserve  Board),  Prakken  and  the  equity  market  should  plunge, 
President  Chris  Varvares.  Given  businesses  are  likely  to  find  it  harder 
Macroeconomic  Advisers'  continuing  to  raise  capital  for  investment,  damp- 
close  ties  to  the  Fed  and  its  current  ening  the  productivity  boom.  But  un- 
client  list,  which  includes  the  Con-  til  that  happens,  the  good  times 
gressional  Budget  Office  and  the  Of-  should  roll, 
fice  of  Management  &  Budget,  the 

new  forecast  could  have  a  significant  Mandel  is  business  week's  eco- 

effect  on  fiscal  and  monetary  policy.  nomics  editor. 
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COMMENTARY 


By  Howard  Gleckman 


ON  CONGRESS'  HIT  LIST:  CRUCIAL  BUSINESS  DATA 


Is  the  U.  S.  economy  slowing?  How- 
much  business  is  really  done  over 
the  Internet?  What  impact  are 
computers  having  on  productivity? 

Intriguing  questions.  And  folks 
from  the  Federal  Reserve  Board  to 
Wall  Street  to  Main  Street  would  love 
to  have  the  answers.  But  they  won't 
anytime  soon.  That's  because  the  fed- 
eral agencies  that  gather  and  crunch 
those  numbers  are  about  to  get 
caught  up  in  an  ugly  federal  budget 
squeeze.  Not  that 
anyone  has  any- 
thing against  them. 
But  wrhen  lawmak- 
ers start  fighting 
over  howT  to  trim 
programs  to  keep 
the  budget  within 
spending  caps,  the 
statistical  agencies 
could  get  whacked. 

But  it's  the  pub- 
lic that  will  feel  the 
pain.  "When  you 
look  at  the  conse- 
quences, the  costs 
[of  budget  cuts]  are 
tremendous,"  says  Diane  C.  Swonk, 
Bank  One  Corp.  chief  economist  and 
president  of  the  National  Assn.  for 
Business  Economics.  The  price:  bad 
choices  by  business  and  policymak- 
ers, who  will  have  to  base  decisions 
on  second-rate  data. 

Beyond  their  devotion  to  their 
own  poll  numbers,  most  politicians 
don't  seem  to  have  much  interest  in 
how  statistics  are  gathered.  And  the 
professional  number-crunchers  in 
government,  stashed  away  in  agen- 
cies across  the  bureaucracy,  have  no 
voice  on  Capitol  Hill.  Only  one  statis- 
tical program — the  upcoming  Cen- 
sus— is  getting  any  attention  in 
Washington.  And  that's  only  because 
it  is  the  key  to  congressional  redis- 
ricting after  2000.  Next  year,  the 
gathering  and  analysis  of  data  will 
cost  taxpayers  a  mere  $6  billion — 
and  half  will  go  to  the  census. 

As  much  as  business — and  Wall 
Street — need  solid  data  on  the  econo- 
my, they  don't  bother  to  lobby  for 
funding.  The  agencies  "are  an  or- 
phan," says  Everett  M.  Ehrlich,  presi- 
dent of  esc  Co.,  a  capital  consultancy, 


and  former  Under  Secretary  of  Com- 
merce for  Economic  Affairs.  "The  peo- 
ple who  use  the  data  think  they  come 
from  the  statistical  tooth  fairy." 

The  bleeding  has  already  begun. 
The  House  wants  to  freeze  spending 
for  the  Commerce  Dept.'s  Bureau  of 
Economic  Analysis,  the  folks  who 
put  together  the  vital  gross 
domestic  product  data. 
BEA,  which 


STATISTICAL  CRUNCH 

Reduced  budgets  would  place 
some  key  initiatives  in  jeopardy: 


BUREAU  OF  LABOR  STATISTICS 


■  Updating  the  consumer  price 
index  (CPI)  and  the  producer  price 
index  (PPI). 

■  Reworking  the  employment  cost 
index,  a  key  measure  of  wages  and 
benefits. 

■  Improving  productivity  measures 
for  the  fast-growing  service  sector. 


CENSUS  BUREAU 


■  Measuring  E-commerce. 

■  Improving  and  expanding  data 
collection  from  the  service  sector, 
especially  financial  services. 

■  Reworking  measures  of  the  value 
of  computer  software. 


now  has  a  $44.2  million  budget, 
wants  just  $5.2  million  more  this 
year,  in  part  to  collect  figures  on  E- 
commerce  sales,  as  well  as  to  mod- 
ernize how  it  looks  at  computer  soft 
ware  and  financial  services.  But  eve 
that  sum  looks  like  it's  in  jeopardy. 
What  will  happen  to  the  Inter- 
net initiative?  "We'll  have  to  slow 
it  down,  do  what  we  can  with  exist 
ing  data,"  says  BEA  Director  J. 
Steven  Landefeld.  In  other  words, ' 
keep  guesstimating. 
BLS  BLUES.  Matters  could  be  even 
worse  for  the  Bureau  of  Labor  Sta- 
tistics, which  now  spends  $399  mil- 
lion to  produce  a  vast  array  of  data, 
including  jobs  and  inflation  numbers. 
BLS,  a  tiny  piece  of 
the  Labor  Dept, 
may  suffer  bigtime 
in  the  nasty  budget 
battle  between  the 
Republican-controlle 
Congress  and  the 
White  House  over 
funding  for  the  Labor 
and  Health  &  Hu- 
man Services  de- 
partments, which, share  a 
single,  huge  spending  bill. 
BLS  wants  to  spend  an  extra  $3 
million  next  year  to  fix  up  the  con- 
sumer price  index.  And  it  hopes  to 
do  a  thorough  review  of  the  closely 
watched  employment  cost  index,  a 
series  that  has  not  been  updated 
since  it  began — in  1975.  Most  impor- 
tantly, BLS  wants  an  extra  $5  million 
to  overhaul  its  productivity  data — 
perhaps  the  best  predictor  of  stan- 
dard of  living.  Today,  government 
does  a  decent  job  figuring  productivi- 
ty for  manufacturing,  but  on  the  ser- 
vice side,  the  data  are  very  weak. 
If  Congress  gets  its  way,  that's 
how  they  will  stay.  In  a  $1.8  trillion 
budget,  the  extra  funding  these  agen- 
cies need  to  track  the  New  Economy 
is  trivial.  But  the  data  they  collect 
provide  the  best  window  on  where 
the  economy  is  today.  And  without 
that  information,  how  can  policymak- 
ers decide  where  they  want  to  go 
tomorrow? 

Gleckman  watches  the  Federal 
budget  for  business  week. 
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With  the  new  TeleCheck®  Electronic  Check  Acceptance'"  service  (ECA®),  your  business  has 

faster  access  to  the  funds  from  your  check  sales,  just  like  with  credit  cards.  Which  can  improve  your 

cash  flow.  And  once  the  check  has  been  approved,  it's  TeleCheck's  responsibility.  Guaranteed.  That 

means  no  returned  checks  or  bank  fees,  no  warranty  claims,  no  hassles.  Anybody  else  that  good?  No  way. 

To  start,  call  1-800-TeleCheck  (1-800-835-3243)  or  visit  www.telecheck.com. 


TELECHECK  IT. 
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WASHINGTON 


t; 


HMOs  ARE  BEGINNING 
TO  LOOK  VULNERABLE 

Even  some  in  the  GOP  back  patients'  right  to  sue 

Ihe  August  recess  be- 
gan like  any  other  for 
Representative  Mark 
Foley  (R-Fla.).  He  looked 
forward  to  a  little  R&R. 
But  there  was  no  escap- 
ing Washington.  Shortly 
after  Foley  arrived  home, 
powerful  Beltway  lobbies 
began  pelting  the  third- 
termer's  district  with  ra- 
dio and  TV  ads  denouncing 
a  patients'  rights  bill  that 
Foley  supports.  The  ads 
blasted  the  measure  as  a 
"lawyers'  right-to-sue  bill." 
Foley  shrugs  off  the  cam- 
paign. "I'm  not  going  to 
be  dissuaded  by  any  ads," 
he  says. 

But  the  pressure  will 
only  intensify  when  Con- 
gress returns  on  Sept.  8. 
Foley  and  20  other  Republicans  who 
support  a  bipartisan  patient-rights  pro- 
posal, will  be  the  target  of  an  intensi- 
fying battle  over  managed-care  reform 
legislation  that  the  House  is  expected  to 
vote  on  later  this  month.  The  key  pro- 
vision that  insurers  are  determined  to 
keep  out  of  the  law:  letting  patients 
sue  hmos  and  managed-care  plans  for 
damages.  Before  the  recess,  Foley  & 
Co.  split  from  the  gop  leadership  on 
this  issue  and  put  their  support  behind 
a  measure  that  grants  patients  the 
right  to  sue  insurers  over  treatment. 
Little  wonder  that  big  employers  and 
insurers  unleashed  a  $1  million  ad 
blitzkrieg  to  force  the  defectors  back 
into  the  fold.  Their  major  argument 
against  the  measure,  sponsored  by  Rep- 
resentatives John  D.  Dingell  (D-Mich.) 
and  Charlie  Norwood  (R-Ga.),  is  that 
it  would  raise  costs  and  encourage  em- 
ployers to  drop  coverage. 


ADVOCATE:  Norwood,  <i  dentist,  has  long 
worked  closely  iritli  the  AM  A 


Norwood,  a  dentist  who  has 
worked  closely  with  the  Amer- 
ican Medical  Assn.,  has  been  a  leading 
voice  among  House  Republicans  for  a 
strong  patient's  bill  of  rights.  Support- 
ers of  the  "Dingwood"  measure  have 
been  lobbying,  too.  In  late  August,  a 
coalition  of  doctor  and  patient  groups 
took  out  ads  in  37  newspapers  de- 
nouncing HMOs  for  putting  "dollars  first 
and  patients  last." 

SAD  STORIES.  And  when  Congress  re- 
turns to  work,  2,000  Families  USA  ac- 
tivists will  lobby  lawmakers.  For  now, 
the  Association  of  Trial  Lawyers  of 
America  is  keeping  a  low  profile,  hoping 
it  can  win  if  the  debate  doesn't  turn 
into  an  attack  on  the  plaintiffs'  bar.  The 
reform  issue  clearly  resonates  with  vot- 
ers. That's  what  brought  250  people  to 
St.  Mary's  Catholic  Church  in  Jensen 
Beach,  Fla.,  on  Aug.  30  to  talk  health 
care  with  Foley.  For  90  minutes,  the 


lawmaker  nodded  sympatheticall 
participants,  many  elderly,  recoui 
tales  of  $80  prescriptions  for  eyed 
and  other  nightmares.  Says  Foley: 
gave  me  more  courage  to  continue 
quest  for  health-care  reform." 

gov  leaders  are  scrambling  to 
back  the  renegades.  But  privately,  t 
ness  lobbyists  admit  that  they  maj 
too  late  to  head  off  the  right-to-sue 
sure.  "Maybe  we  can 
it,"  sighs  one.  Their 
step  is  to  rally  suppo 
a  new  proposal,  spons 
by  Representatives 
A.  Coburn  (R-Okla.) 
John   Shadegg  (R-Ar 
that  would  allow  laws 
against  insurers — but' 
in  federal  court  and 
after  an  independent  p: 
had  certified  that  an  inj 
was  caused  by  lack  of  c: 
Limited  liability,  ins 
Coburn,  "is  the  only 
to    drive    a    hammer 
the  bad  actors."  That 
far  cry  from 

v^rilTlinslS  )    narrow  patiei 

rights     bill 
Senate  passed | 
July,  which  dc 
not  allow  lawsi 
period.    Houl 
Speaker  J.  DenJ 


f 


wi1  hfve,  "ghts.; 
Why  don  t 

patients? 


Hastert  (R-Ill.),  a  self-styled  health-c: 
expert  who  helped  push  thrqugh  an  H 
bill  in  the  prior  session  that  did  not 
elude  any  right  to  sue,  is  now  wid 
expected    to    endorse    the    Cobu 
Shadegg  bill.  But  head-counters  s 
Hastert  lacks  the  votes  to  stop  t 
"Dingwood"  measure,  which  has  so 
Democratic  support  and  21  gop  co-sp< 
sors.  Insurers  and  other  HMO  refo 
foes  now  vow  to  fight  to  kill  off  a 
legislation  that  includes  the  right  to  s 
In  the  end,  Coburn-Shadegg  may 
tract  pro-reform  Republicans  such 
Foley,  who  says  he's  keeping  an  op 
mind.  That  still  leaves  insurers  on  t 
hook.  But  consumers,  who  have  s 
through  two  years  of  debate  alread 
will  soon  be  closer  to  winning  the  rig] 
to  take  their  grievances  to  court. 

By  Amy  Borrus  in  Washingto 


How  the 

HMO 

Reform 

Bills 

Differ 


Americans  Covered 
Right  to  Sue  HMO 


Employer  Liability 


DINGELL-NORWOOD 


161  million 


Lets  patients  sue  health  plans 
in  state  courts 


Some  protections  against 
lawsuits 


COBURN-SHADEGG 


161  million 


Lets  patients  sue  health  plans  in 
federal  court  only  after  injuries  have 
been  certified  by  outside  authority 


Explicitly  bars  patients  from  suing 
employers 


SENATE  BILL 


48  million  (most  provisions) 


None 


None 
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Introducing  A  Totally 

Nfew  Approach  To  Technology 

Implementation. 
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lt's obvious  the  traditional  approach  the  big 
consulting  firms  use  just  doesn't  work. 

It  takes  forever.  It  costs  a  fortune.  And 
nothing  is  guaranteed.  But  as  expensive  and 
as  frustrating  as  it  is,  there's  never  been  a 
viable  alternative. 

Until  now. 

We've  developed  an  innovative  new  way 
to  implement  technology  that  is  radically 
different. 

You  end  up  with  exactly  what  you 
were  promised.  It's  affordable.  It's  fast — 
guaranteed. 

We  call  it  Accelerated  Delivery™ 

We  deliver  solutions  to  our  customers 
up  to  two  times  faster  than  our  competition. 
The  secret  is  our  powerful,  automated  pro- 
ject methodology,  ExpressDelivery™  It  can 
significantly  accelerate  and  enhance  deploy- 
ments of  all  kinds  of  large-scale  information 
technology  projects.  It's  also  extensible  to 
other  types  of  integration  services,  including 
ERP  rollouts,  deployment  of  electronic 
commerce  solutions,  and  sophisticated  IT 
implementations. 

ExpressDelivery  is  available  across  the 
broad  spectrum  of  IT  services,  including 
infrastructure  management,  application 
development  and  integration,  Y2K  compli- 
ance services,  asset  management,  deskside 
support,  and  end-user  productivity. 

So  if  you're  tired  of  waiting  too  long 
and  paying  too  much,  call  for  a  FREE 
Enterprise  Business  Value™  (EBV) 
assessment  at  1-877-462-2477, 
or  visit  www.cai.com/gps. 
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ITS  A  BMW!  ITS  A  PORSCHE! 
ITS  AN  SUV 

Fancy  names  crowd  into  the  luxury  sport-utility  market 


For  a  while  it  looked  as  if  Mercedes- 
Benz,  the  carmaker  that  showed 
how  to  give  the  sport-utility  vehicle 
that  luxury  cachet,  was  going  to  get 
trounced  at  its  own  game.  With  reports 
of  quality  problems  and  tough  competi- 
tion from  the  Lexus  RX300,  an  even 
smoother-riding  SUV  hybrid,  M-class 
sales  in  the  U.S.  tumbled  more  than 
14%  during  the  first  half  of  1999.  But 
thanks  to  quality  improvements  and  in- 
creased production,  sales  of  the  Daim- 
lerChrysler  sport-utility  jumped  (>0f 7<  in 
July  over  1998  and  U%  in  August. 

Still,  Mercedes  can't  afford  to  rest  on 
its  heated  leather  seats.  Behind  the 
RX300  is  a  burgeoning  field  of  plusher 
$40,000-plus  SUVS.  And  while  sales 
growth  among  traditional  sport-utes  has 
slowed,  there's  plenty  of  room  for  ex- 
pansion— and  hefty  per-vehicle  profit — in 
the  luxury  market. 

REDEFINED.  First  up  will  be  BMW,  which 
will  begin  shipping  its  $50,000  x5  sport- 
utility  to  dealers  in  November.  It'll  be 
followed  by  new  SUV  models  from  vir- 
tually every  luxury  nameplate  over  the 
next  four  years,  including  Saab  and,  be- 
lieve it  or  not,  even  Porsche.  Their  mo- 
tivation is  simple,  says  Wes  Brown,  au- 
tomotive analyst  at  NexTrend  in 
Thousand  Oaks,  Calif.:  "Companies  saw 
people  had  these  Jeep  Grand  Cherokees 
in  their  garages  parked  next  to  their 
Mercedes  or  BMW,  and  they  said,  'I  want 
a  piece  of  that.' " 

Fueled  by  sustained  economic  growth 


ROUGHING  IT  SOFTLY 

300 


and  demographic 
shifts,  sales  of  luxury 
suvs  are  breathing  life 
into  a  light-truck  seg- 
ment that  was  run- 
ning out  of  gas.  In- 
deed, sales  of  compact 
si  \s — the  mainstream 
sector — have  been  flat 
for  two  years,  and 
Standard  &  Poor's/bra 
analyst  Lincoln  Mem- 
hew  predicts  sales  will 
dip  1.4%  this  year. 
"The  RX  was  just 
what  the  doctor  or- 
dered," he  says. 

Introduced  in 
April,  1998,  the  RX300 
now  represents  more 
than  one-third  of  all 
Lexus  brand  sales,  and  production  ca- 
pacity is  tapped  out  at  70,000  units.  But 
while  the  RX300  and  M-Class  essentially 
created  the  market,  says  Nextrend's 
Brown,  the  X5  "will  completely  redefine 
what  luxury  suvs  can  be." 

BMW,  which  already  makes  Range 
Rover  suvs  through  its  Rover  sub- 
sidiary, was  slow  to  develop  an  suv  un- 
der its  own  nameplate  because  it  insist- 
ed that  the  truck  live  up  to  BMW's 
"ultimate  driving  machine"  performance 
standard,  says  dealer  Frank  Ursomarso 
of  Union  Park  BMW  in  Wilmington,  Del. 
"They're  a  year  or  more  later  than  I 
would  have  liked,"  he  admits.  But  he 


DATA  NEXTREND  INC 


PERCENT  INCREASE 
105%  11%   26% 

•ESTIMATES 


STANDARD  SETTER? 

BMW's  X5,  due 
out  this 
fall 


thinks  the  \5  will  make  up  lost  gr 
quickly.  Although  sales  will  be  lin 
the  first  year  as  BMW  ramps  up  pro 
tion,  analysts  expect  annual  sale 
35,000 — and  predict  the  high-per 
mance  x5  will  take  a  bite  out  of 
the  Lexus  RX300  and  the  Mercedes 
class.  Built  at  BMW's  Spartanburg  (!: 
factory,  the  X5,  like  the  Lexus,  dif 
from  conventional  four-wheel-drive 
hides  because  it's 
built  on  a  truck  fra 
Instead,  it  features 
type  of  unibody  < 
struction      commc 
used  in  passenger 
That  helps  it  abs 
more     energy     in 
crash,  making  the 
hide  safer,  BMW  sa; 
Mercedes      deal 
say  they  aren't 
ried,  however.  "I  th| 
there's  plenty  [of  b 
ness]  to  go  around 
everybody,"  says 
Burke,  senior  manaj 
at  House  of  Import; 
Buena  Park,  Calif., 
nation's  largest  M 
cedes  dealer.  He  no 
that  the  M-class  got  a  boost  after  its 
crash-test  rating  in  an  insurance  indus 
group's  evaluation  earlier  this  year. 
GLITCH  HITCH.  But  Mercedes  is  still 
building  a  slightly  tarnished  image.  L 
spring,  the  M-Class  ranked  near  tl 
bottom  of  J.D.  Power  &  Associates'  i 
nual  quality  survey  with  problems  su 
as  electronic  key  fobs  that  didn't  woi 
paint  drips,  and  poorly  aligned  exteri 
parts.  But  Mercedes  says  it  fixed  t 
glitches.  In  fact,  Michael  Jackson,  pre 
ident  of  Mercedes-Benz  USA,  blames  t. 
sales  drop  on  parent  DaimlerChryslei 
decision  to  divert  U.S.-built  vehicles 
Europe,  where  the  M-class  was  ben] 
launched,  and  not  on  quality  problem) 
Now,  Mercedes  suvs  are  being  built  at 
plant  in  Austria  to  meet  Europe* 
demand.  Although  M-class  sal< 
are  down  5%  so  far  in  199 
Jackson  expects  to  finish 
5%  to  10%,  despite  the  ne 
competition. 

Yet,  to  steal  a  bit 

thunder  from  BMW,  Me: 

cedes      will      launch 

souped-up  version  of  th 

M-class,  called  the  ML5. 

around  the  same  time  th 

X5  debuts.  For  maker 

of  luxury  suvs,  life's  gel 

ting  to  be  a  traffic  jam 

By  Joann  Mulle 

in  Detroi 


/\s  the  nation's  largest  recycler; 

or  course  we  believe 
what  goes  around  comes  around. 
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Each  year  at  Nucor,  we  keep  10  million  tons  oj  scrap  steel  out  of  America's  landfills  and  ojj  of  her 
landscapes.  And  we  turn  that  scrap  into  new  steel  for  everything  from  appliances  to  office  buildings.  All  the  while, 


* 


nucor 

)t's  our  Nature. 


the  neighbors  near  our  steel  recycling  plants  are  impressed  with  how  we 

preserve  wetlands,  enhance  natural  habitats  and  meet  or  exceed  environmaital 

requirements.  From  our  well-known  employee  incentives  to  the  support  we  provide  our  communities,  we've  always 

believed  in  sharing  our  success  with  those  around  us,  including  generations  yet  to  come.  It's  just  our  nature. 


I'll 

A. 


Nucor  Corporation,  2100  Rexford  Road,  Charlotte,  North  Carolina  28211  Phone  704/366-7000,  fax  704/362-4208,  www  nucorcom 
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ENTREPRENEURS 


WHERE  NET  STARTUPS 
GO  TO  BE  BORN 

eCompanies  blazes  into  action  with  a  richly  funded  incubator 


It's  nearly  lunch  time  at  the  sparsely- 
furnished  eighth-floor  office  of  eCom- 
panies, a  three-month-old  startup 
founded  by  Internet  heavyweights  Jake 
Winebaum  and  Sky  Dayton.  This  space 
in  Santa  Monica,  with  large  holes  in  the 
ceiling  that  expose  concrete  beams  and 
air-conditioning  ducts,  is 
temporary.  New  offices 
are  under  construction 
10  blocks  away.  Dayton, 
the  28-year-old  founder 
of  Internet  service 
provider  EarthLink 
Network  Inc.,  is  killing 
time  with  one  of  his 
many  toys,  a  remote- 
controlled  model  car 
that  he  pilots  across  the 
office  floor,  over  his  san- 
daled foot,  and  headlong 
into  an  office  wall.  Day- 
ton cracks  up,  but  the 
car  survives. 

The  speedy  little  car 
was  a  birthday  gift 
from  two  founders  of 
eHobbies,  a  Web  ven- 
ture that  on  Sept.  1  be- 
came the  first  startup 
to  be  hatched  at  the  In- 
ternet industry's  latest 
incubator,  eCompanies. 
Announced  in  June  as 
Winebaum  was  leaving 
his  job  as  head  of  In- 
ternet businesses  for 
Walt  Disney  Co., 
eCompanies  is  blazing 
onto  the  scene  at  a 
pace  that  looks  breath- 
taking, even  by  Inter- 
net time. 

Over  lunch  at  Sushi 
Roku,  a  short  walk  from 
the  office,  the  Internet's 
latest  "angels"  are  bub- 
bling with  ideas  for 
bringing  goods  and  ser- 
vices to  mouse-clicking 
consumers  and  busi- 
nesses. The  company  is 
now  getting  as  many  as 
300  proposals  by  E-mail 
every  day  but  only 
three  have  already  re- 


ceived a  go-ahead — one  from  Winebaum's 
eight-year-old  daughter.  She's  "not  get- 
ting equity  but,  Dayton  says,  "she's  going 
to  get  taken  care  of  very  well." 

I  f  all  goes  according  to  plan,  a  lot  of 
people  will  be  taken  care  of.  In  just  (iO 
days,  the  two  partners  have  put  to- 


BABY  COMPANY  HATCHERIES 

IDEALAB!  Founded  by  entrepreneur  Bill  Gross,  this  Pasadena- 
based  outfit  holds  interest  in  two  dozen  Net  startups  including 
eToys,  FreePC,  and  GoTo.com.  Provides  funds  and  management 
expertise. 

CMGI  Best  known  for  its  early  holdings  in  such  Internet  companies 
as  Lycos  and  GeoCities,  CMGI  also  has  started  companies  from 
scratch  in  its  Internet  Group.  They  include  iCast,  Adsmart,  and  En- 
gage Technologies. 

eHATCHERY  Atlanta-based  incubator  launched  Aug.  23  by 
Jeff  Levy,  a  founder  of  RelevantKnowledge.  Partly  funded  by 
idealab!,  eHatchery  companies  include  eTour  and  Blue  Rock 
Avenue. 

eCOMPANIES  The  brainchild  of  high-profile  Net  execs  Jake 
Winebaum  and  Sky  Dayton  promises  to  move  Web  companies  from 
business  plan  to  reality  within  six  months.  Raised  $130  million  in 
60  days  to  fund  new  ventures. 


gether  both  an  incubator  to  nun 
eight  Internet  startups  a  year  ai 
$130  million  venture  fund  to  finance 
companies  when  they're  ready  to  1 
the  nest.  The  incubator,  owned  by 
ton  and  Winebaum  with  a  small  st 
from  EarthLink  and  family  and  trie 
already  has  22  employees,  includin 
chief  financial  officer  and  experts 
strategy,  Web  design,  and  marketin 
Investors  in  the  fund,  which  will 
derwrite  both  eCompanies'  offspring 
such  ventures  as  eHobbies  that  arel 
ready  beyond  the  pampering  stage,! 
dude  Disney,  EarthLink,  Times  Mirf 
SunAmerica,  Goldman  Sachs,  CS  Fl 
Boston,  Accel  Partners,  Soros  Fil 
Management, 
Kohlberg        Kra| 
Roberts.  "Independj 
of  Jake  or  Sky's  Intf 
net     expertise,     wl 
mattered  was  the  scd 
and     value     of     th| 
Rolodexes,"  says  Jor 
Goodman,  a  Universj 
of  Southern  CaliforJ 
professor  and  executj 
director  of  Egg  Comi 
ny  Squared,  the  schoj 
high-tech  incubat 
responsible 
Women.com  Networl 
NetZero,     and     VeJ 
Software. 

UNKNOWNS.  While  t 
framework    seems 
mimic     idealab!,     tl 
Pasadena  (Calif.)-basl 
incubator  of  entrepil 
neur  Bill  Gross,   therf 
a  big  difference.  "SI 
and  Jake  want  to  leve 
age  off  their  invest! 
base— all  are  potentj 
customers  or  partners] 
says    Rick    L.    Smit 
managing   director 
SunAmerica  Venture 
"We   picked   investoi 
for    more    than    the 
money,"  says  Winebau 
"We   picked   them  f<| 
strategic  reasons." 

But  Winebaum  ar 
Dayton  are  virtual  ui 
knowns  when  it  com* 
to  venture  capita 
"They're  both  very  su 
cessful  individuals,  bi 
I  don't  know  if  the 
know  our  business  ver 
well,"  says  Frank  IV 
Creer,  managing  dire< 
tor  of  Zone  Ventures, 
Los  Angeles  venture  * 
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News:  Analysis  &  Commentary 


capital  affiliate  of  Silicon  Valley's  Draper 
Fisher  Jurvetson.  "They  haven't  proven 
they  can  pick  and  choose." 

Winebaum  and  Dayton  met  three 
years  ago  at  an  Internet  roundtable 
sponsored  by  the  Los  Angeles  Times. 
They  discovered  that  each  was  an  avid 
snowboarder,  and  the  following  Janu- 
ary they  headed  for  Whistler  Resort  in 
British  Columbia  for  the  first  of  many 


snowboarding  trips.  Killing  time  on  the 
ski  lifts,  they'd  talk  about  companies 
they  wanted  to  start  one  day.  They 
came  close  to  partnering  Disney  and 
EarthLink  in  a  venture  code-named 
Cornice.  Secret  documents  on  the  pro- 
ject referred  to  the  pair  by  their  snow- 
boarding  nicknames:  "Sparky"  (Dayton) 
and  "Flipper"  (Winebaum).  Over  dinner 
in  May,  Jake  began  talking  about  what 


to  do  after  Disney.  "All  of  a  sudden.) 
the  span  of  a  couple  of  bites,  it  was 
we      were      already     in      businesl 
Winebaum  says. 

Winebaum  and  Dayton  are  still  a 
giddy.  But  now  comes  the  hard  pa 
picking  winners  that  will  impress 
army  of  brand-name  investors. 

By    Larry    Armstrong    and    R\ 
Grover  in  Santa  Monica,  Calif. 


$276  MILLION:  NOW  THAT'S  MOTIVATION 


To  Anthony  Robbins,  success  is  a 
matter  of  "Awakening  the  Giant 
Within."  In  his  case,  that  giant  is 
worth  a  ton  of  cash.  The  broad-jawed 
spokesman  for  self-esteem  pulls  in 
more  than  $80  million  from  sales  of 
books,  tapes,  and  seminars  annually. 
And  now,  he's  self-helping  his  way 
into  the  dot.com  craze.  Trading  on  lit- 
tle more  than  name  and  charisma,  the 
39-year-old  has  become  chairman  and 
majority  owner  of  a  publicly  traded 
Net  company  whose  value  now  ex- 
ceeds $480  million.  "We  are  develop- 
ing the  eBay  of  personal  and  profes- 
sional empowerment,"  says  Robbins. 

The  new  company,  ghs  Inc.,  has  no 
revenues  from  Net  operations.  It 
doesn't  even  have  a  Web  site  yet.  In 
fact,  the  company  has  existed  only  as 
an  obscure  provider  of  medical  ser- 
vices which,  through  what's  known  as 
a  reverse  merger,  is  giving  Robbins  a 
publicly  traded  stock  without  the 
time-consuming  and  disclosure-inten- 
sive process  of  an  initial  public  offer- 
ing. This  maneuver  has  been  managed 
by  media  banking  powerhouse  Allen 
&  Co.,  a  major  investor  in  the  original 
company. 

SHELL  GAME.  Here's  how  it  works: 
ghs's  medical  business  is  being  spun 
out  to  shareholders  in  a  separate  com- 
pany. That  leaves  a  public  shell  com- 
pany from  which  Robbins  will  launch 
a  yet-to-be-named  self-improvement 
Web  site  that  hopes  to  include  many 
of  the  brand  names  of  the  industry. 
The  new  dot.com  will  get  the  $3  mil- 
lion in  cash  that  ghs  had  on  hand  and 
$15  million  that  Allen  &  Co.  has 
raised  through  a  private  placement. 

This  backdoor  route  to  public  mar- 
kets is  usually  associated  with  compa- 
nies that  have  spotty  records  and 
shady  pasts,  not  proven  commodities 
like  Allen  and  Robbins.  But  Allen  & 
Co.  defends  the  financing  procedure 
as  a  perfectly  sound  way  of  creating 


value  for  ghs  shareholders.  It  also  ac- 
knowledges that  by  the  time  ghs  got 
its  new  site  up  and  running  and  was 
ready  for  an  IPO,  the  dot.com  euphoria 
could  have  subsided. 

So  far  at  least,  the  deal  has  proven 
to  be  very  lucrative  for  both  banker 
and  motivator.  Since  May,  when  Wall 
Street  got  word  that  Robbins  was 
coming  aboard  and  ghs  would  be 
recreated  as  a  dot.com,  the  company's 
stock  has  soared  from  75?  to  $12. 
That  has  given  Allen  &  Co.  and  some 
of  its  executives  a  $48  million  paper 
gain  on  their  original  $250,000  invest- 
ment in  ghs  15  years  ago. 


Robbins,  who  put  in  no  cash,  has  a 
stake  worth  $276  million.  What  justi- 
fies that  kind  of  gain?  Not  much.  The. 
self-help  guru  gave  the  new  venture 
exclusive  online  rights  to  his  name, 
which  it  will  use  to  develop  Internet 
self-help  seminars,  chat  rooms,  and  E- 
commerce  sites.  And  Robbins'  current 
Web  site,  anthonyrobbins.com,  will  be 
folded  into  ghs.  But  his  $80  million- 
plus  business  selling  books  and  semi- 
nars will  remain  private. 
SELF-HELP  HUB.  Allen  &  Co.  is  hoping 
that  Robbins'  marquee  name  will  en- 
list other  self-styled  gurus  and  acade- 
mics, ghs  has  already  purchased  the 
online  rights  to  San 
Francisco-based  The 
Learning  Access, 
which  has  more  than 
700  not-for-credit 
courses  ranging  from 
"How  To  Find  True 
Love"  to  "Indoor 
Gardening." 

No  doubt,  there  is 
potential  to  be  mined 
in  self-improvement 
and  personal  enrich- 
ment— the  market  ac- 
counts for  more  than 
$7  billion  in  video, 
book,  and  other  sales. 
But  there  is  also  a  lot 
of  potential  competi- 
tion, according  to  For- 
rester Research  Inc.'s 
Evie  Black  Dykema, 
from  sites  for  women, 
such  as  iVillage.com, 
to  a  slew  of  new  virtu- 
al universities.  Even 
for  Tony  Robbins, 
pulling  this  venture  off 
might  require  a  giant 
even  bigger  than  he 
has  inside. 

By  Kathleen  Morris 
in  Los  Angeles 
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^FORMATION. 


INTRODUCING  A  faster,  more  reliable  way  to 
IBM  ENTERPRISE  SAN  manage  e-business  intormation. 

On  the  Web,  everything  starts  with  information.  Whether 
locating  one  package  or  a  20-ton  shipment.  As  more  and 
more  business  moves  online,  the  information  you'll  have  to 
manage  can  increase  eight-fold.  Its  value,  exponentially. 

An  IBM  Enterprise  Storage  Area  Network  is  a  dedicated, 
enterprise-wide  information  hank.  With  a  SAN.  von  have  a 
more  reliable  way  to  manage  information.  Your  customers, 


suppliers  and  employees  have  nonstop  access  to  the  data 
they  need.  And  your  network  can  respond  to  user  retpjests 
more  rapidly.  Information  is  also  kept  more  secure. 

IBM  offers  high-availahilitv  systems  and  network 
management  tools  that  can  work  with  your  existing  storage 
systems.  And  a  wealth  of  e-business  experience  to  get  your 
SAN  up  and  running  fast.  To  find  out  how  IBM  can  help 
you  design  and  deploy  an  enterprise  S\\  to  manage  your 
information,  access  our  information  at  WWW.ibm.COm/san 


In  Business  This  Week 


EDITED  BY  MARK  FRANKEL 


A  BLOCKBUSTER 
HARVEST  FOR  APPLE 

JUST    TWO    YEARS    AFTER    IT 

was  left  for  dead,  Apple 
Computer  shares  look  poised 
to  hit  record  heights.  With 
the  Aug.  31  announcement  of 
its  new,  high-end  G4  Mac 
computer,  Apple's  stock 
neared  $68  per  share,  last  hit 
in  1993.  When  combined  with 
the  continued  strong  sales  of 
Apple's  colorful  iMac  and 
pent-up  demand  for  its  new 
iBook  portable,  analysts  ex- 
pect a  blow-out  December 
quarter.  Consumers  have  put 
in  orders  for  140,000  units  of 
the  iBook,  which  is  scheduled 
to  ship  in  mid-September. 
"All  the  arrows  are  heading 
in  the  right  direction,"  says 
longtime  interim  CEO  Steven 
Jobs.  What's  more,  Apple's 


CLOSING   BELL 


IN  THE  DUMPS 

Republic  Services  fell  35%, 
to  10%,  after  its  Aug.  29 
warning  that  1999  earn- 
ings, less  charges,  will  lag 
analyst  predictions  by  up  to 
5%.  The  main  culprit:  un- 
derperforming  assets  ac- 
quired from  Waste  Manage- 
ment. But  with  that  news 
coming  on  top  of  bad  news 
by  Waste,  investors  are  wor- 
ried about  industry  funda- 
mentals, says  Donaldson, 
Lufkin  &  Jenrette's  Marc  Su- 
lam,  who  cut  his  '99  earn- 
ings estimate  for  Republic 
to  $1.18  from  $1.25  per 
share. 


AUG.  18, 99  SEPT.  1 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


new  Mac  OS9  software,  due 
out  on  Oct.  1,  may  bring  an 
uptick  in  Net-related  profits. 
The  program  contains  a  fea- 
ture called  Sherlock  II  that 
lets  cyber-shoppers  easily 
seek  out  the  best  deals  on 
the  Net.  Apple  is  negotiating 
with  E-merchants  for  hefty 
commissions,  says  an  insider. 

CAN  THESE  GUYS 
BEAM  UP  IRIDIUM? 

(IN  SEPT.  1,  IRIDIUM,  THE 
beleaguered  satellite  phone 
company,  announced  it  had 
hired  New  York  turnaround 
firm  Alvarez  &  Marsal.  Irid- 
ium filed  for  Chapter  11 
bankruptcy  protection  in  Au- 
gust after  failing  to  meet 
bond  payments  and  revenue 
targets  promised  to  bankers. 
Alvarez  &  Marsal  will  pre- 
pare a  restructuring  plan  for 
the  company.  The  firm's  man- 
aging director,  Joseph  A. 
Bondi,  will  serve  as  Iridium's 
chief  restructuring  officer, 
while  Managing  Director 
David  R.  Gibson  will  act  as 
the  interim  chief  financial  of- 
ficer, replacing  Leo  Mondale, 
who  resigned. 

INTEL  CHIPS  AWAY 
AT  NETWORKING 

INTEL  IS  WADING  DEEPER  INTO 

computer  networking.  On 
Sept.  1,  the  semiconductor  gi- 
ant unveiled  13  chips  meant 
to  be  used  in  communications 
gear  such  as  Internet  routers 
and  data  switches.  Until  now, 
the  Santa  Clara  (Calif.)  com- 
pany has  made  chips  mostly 
for  PCs,  but  Intel  is  trying  to 
duplicate  its  earlier  success 
by  using  the  same  tactic  in 
networking:  hawking  gener- 
al-purpose chips  to  companies 
who  design  them  into  prod- 
ucts. "We  want  to  be  the 
building-block  supplier  to  the 
Internet  economy,"  says  ceo 
Craig  Barrett.  Analysts  and 
rivals  think  Intel  may  find 
that  a  tough  sell  in  the  frag- 
mented networking  business. 


HEADLINER:   WILLIAM   FARLEY 


r 

toy 


SOURED  GRAPES 


. 


William  Farley  will  no 
longer  be  minding  the 
knitting  at  Fruit  of  the 
Loom.  On  Aug.  30,  the 
company  announced 
both  that  its 
flamboyant  ex-       > 
ecutive  was  J 

giving  up  his 
post  as  ceo  and   I 
that  earnings 
for  the  maker  of 
T-shirts  and  un- 
derwear would  fall 
"significantly  below"  Wall 
Street  estimates  for  the 
rest  of  this  year.  Since 
Farley,  briefly  a  Democra- 
tic Presidential  wannabe, 
took  control  of  the  compa- 
ny through  a  leveraged 
buyout  back  in  1985,  the 
undergarment  company 
has  been  slowly  unravel- 
ing. Lately,  production  and 


fit 


customer  service  snafus 
caused  a  12%  dip  in  first- 
half  sales,  while  the  stock 
has  fallen  from  a  peak  c s" 
$48  per  share  in 
1993  to  less  than 
$7  recently.  "Hi 
ran  a  great 
business  into 
the  ground," 
says  one  in-  i 
vestor  who  con 
tinues  to  hold  the 
stock.  Farley,  who 
could  not  be  reached  for 
comment,  will  now  occupy 
the  newly  formed  "Office  '( 
of  the  Chairman"  with  twc^ 
other  members  of  the 
board,  says  Dennis  Book 
shester,  a  director  who 
will  assume  CEO  duties  un- 
til a  permanent  replace 
ment  can  be  found. 

By  Andrew  Osterlanc 


AHP:  THE  STING  OF 
ANOTHER  RECALL 

AMERICAN  HOME  PRODUCTS  IS 

facing  yet  another  headache. 
On  Aug.  31,  the  company  an- 
nounced it  was  recalling  cer- 
tain batches  of  a  drug  it  pro- 
duced for  insect  sting  and 
food  allergy  kits  after  test- 
ing showed  the  drug  lost  po- 
tency before  its  expiration 
date.  The  drug  is  used  to 
treat  severe  allergy  attacks 
that  can  cause  some  children 
and  adults  to  go  into  anaphy- 
lactic shock.  The  recall  comes 
after  a  series  of  stumbles,  in- 
cluding the  recent  suspension 
of  shipments  of  a  vaccine  and 
ongoing  litigation  over  alleged 
injury  from  two  withdrawn 
diet  drugs. 


HEAVY  DUTY  FOR 
THE  MARLBORO  MAN 

THE    COST    OF    LIGHTING    UP 

just  increased:  Philip  Morris, 
the  world's  largest  tobacco 


company,  on  Aug.  30  raise 
the  wholesale  price  of  Mai 
boros  and  other  brands  1 
a  pack — triggering  copyc 
hikes  by  R.J.  Reynol 
Brown  &  Williamson,  and  L 
rillard  Tobacco.  Little  of  th 
hike  will  stay  in  the  indu] 
try's  pocket:  Most  will  he 
the  companies  recoup  a  looi 
ing  lOe-a-pack  federal  excii 
tax  hike,  plus  a  4e-a-pack  i 
crease  in  the  payments  d 
to  46  states  as  part  of  a 
billion  settlement. 


ETCETERA... 


■  H&R  Block  will  buy  di 
count  broker  Olde  Financi 
for  $850  million. 

■  Hilton  is  in  talks  to  p 
chase  Promus  Hotel,  owne] 
of  Hampton  Inns. 

■  Upscale  retailer  Neima 
Marcus  reported  an  83%  dro] 
in  fourth-quarter  net  incom 

■  Ziff-Davis    will    sell    iti 
Market  Intelligence  unit  n^ 
Harte-Hanks  for  $101  million 


50  BUSINESS  WEEK  /  SEPTEMBER   13,  1999 


^an  your  business  systems 
pe  with  real  change? 


tflj>rc  business  one  day  turns  into  a  marginal 
ity  the  next.  E-commerce  makes  your  mar- 
lg  strategy  obsolete.  A  merger  reshapes  your 
istry  overnight. 

raditional  ERP  and  business  systems  may 
ggle  to  keep  up  with  these  kinds  of  change. 
IFS'  systems  can.  They're  built  from  compo- 
!  :s  that  work  independently  of  one  another, 
can  quickly  and  easily  be  combined,  and 
lified,  to  suit  changing  needs. 
FS  pioneered  this  approach.  It  helps  our 
jsands  of  customers  cope  with  real  change. 
I  it  made  us  the  world's  fastest-growing  ERP 
?lier  in  1998,  putting  us  in  the  top  ten. 
[o  if  you're  still  waiting  for  your  prince  to 
te,  maybe  it's  time  you  took  a  look  at  IFS. 
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Industrial  &  Financial  Systems 

Set  your  business  free."' 
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internet  VIRUS 


As  Merrill  Lynch,  Lucent  Technologies  and  Nabisco  have 
discovered,  our  VirusWall"  solutions  guard  networks  from  the 
worst  of  the  web.  Products  such  as  InterScan*,  ScanMail*  and  the 
new  eDoctor  virus  monitoring  service,  scan  inbound  and  outbound 
traffic,  filtering  out  threats  right  at  your  Internet  gateway.  For 
details  call  1-408-257-1500  or  1-800-228-5651    www.     i  lVirus.com 
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■l  TED  BY  PAULA  DWYER 


&D:  IS  CONGRESS  CHOKING  OFF 
HE  FUEL  OF  THE  NEW  ECONOMY? 


u  n  Sept.  22,  scores  of  scientists,  students,  and  Chamber  of 
I  Commerce  reps  from  around  the  country  will  descend  on 
If  Capitol  Hill.  Their  message:  Boost  the  federal  research 

get  that  fuels  development  of  everything  from  a  better  In- 
pet  to  new  vaccines.  Without  research  and  development 
Inding,  they  will  argue,  thriving  politicians  wouldn't  have  a 
llget  surplus  to  fight  over. 
[We've  demonstrated  that  our  research  created  the  New 

>nomy.  Now,  we're  concerned  that  we  are  being  tram- 
\i  on  as  reward  for  creating  the  economy  that  made  the 
[plus  possible,"  says  an  angry  science- 
licy  wonk. 

put  the  r&d  brigade  is  having  a  hard 
le  getting  lawmakers'  attention.  "This 
Lr's  federal  budget  for  science  is  a  dis- 
ler,"  says  Yale  University  physicist  D. 
|an  Bromley,  former  science  adviser  to 

ssident  George  Bush.  "Congress  has  lost 
kit  of  the  critical  role  science  plays." 
JSSER  LIVES."  Indeed,  the  numbers  are 
|m.  nasa's  budget  is  down  by  $1  billion, 
leatening  some  30  space  missions.  The 
Itional  Science  Foundation,  which  ex- 
iled a  7%  hike,  is  flat.  So  far,  the  House  " 

cut  Clinton's  nondefense  R&D  request  by  $1.8  billion,  or 
hut  10%.  "If  such  cuts  are  allowed  to  stand,  we  will  all  be 
[ding  lesser  lives  in  a  lesser  land,"  says  White  House  sci- 

;e  adviser  Neal  F.  Lane. 

Itn  the  usual  Washington  game,  threatened  cuts  for  science 
[appear  in  last-minute  dealmaking.  Last  year,  for  example, 
Ingress  gave  the  National  Institutes  of  Health  a  huge  15% 
[rease  as  part  of  an  overall  boost  for  science.  But  even  cyn- 

Beltway  hands  say  this  year  is  different. 
[For  one  thing,  the  budget  caps  in  the  1997  Balanced  Bud- 
Act  really  smart  for  the  first  time,  leaving  little  money  for 
|:es  in  discretionary  programs.  In  fact,  r&d  may  be  just  one 

the  funding  victims  as  Republicans  and  Democrats  argue 


FUTURE  SHUTTLE?  NASA  faces  cuts 


over  the  surplus  and  tax  cuts,  all  the  while  itching  for  the 
other  side  to  bust  the  caps. 

On  Sept.  1,  White  House  Chief  of  Staff  John  D.  Podesta 
weighed  in,  accusing  the  gop  of  shortchanging  the  future  by 
choosing  tax  cuts  over  R&D  spending.  "This  is  the  wrong  di- 
rection for  our  country,"  he  said. 

But  the  science  community  resents  efforts  to  drag  it  into  a 
political  face-off.  Instead,  scientists  hope  to  show  that  there  is 
widespread  voter  support  for  research  funding.  Biomedical-re- 
search  lobbying  group  Research! America  has  been  polling 
voters  in  states  with  early  Presidential 
contests,  such  as  Iowa  and  New  Hamp- 
shire. "If  we  hand  the  American  people  a 
tax  cut,  well  give  them  an  empty  envelope 
when  it  comes  to  biomedical  research," 
says  Research!  Vice-President  Ray  Meren- 
stein.  "That's  not  the  envelope  they  want." 
On  Aug  30,  Merenstein  visited  Northern 
Illinois  University  in  DeKalb,  111.,  with 
House  Speaker  J.  Dennis  Hastert  (R-Ill.). 
The  good  news,  Merenstein  says,  is  that 
Hastert  understands  the  importance  of  re- 
search. The  bad  news  is  that  he  still  sees 
tax  cuts  as  a  far  higher  priority. 
The  way  out  of  this  mess?  Find  more  money.  "It's  obvious 
to  me  that  we're  going  to  have  to  go  through  a  bipartisan  ef- 
fort to  raise  the  caps,"  says  Senate  Budget  Committee  Chair- 
man Pete  V.  Domenici  (R-N.  M.).  But  while  Domenici  insists 
that  research  spending  would  be  favored,  others  aren't  so  san- 
guine. Busting  the  budget  caps  "would  bring  an  Oklahoma 
land  grab — and  the  science  community  doesn't  have  sharp  el- 
bows," says  one  top  Senate  aide. 

In  the  end,  biomedical  research  may  emerge  healthy.  But 
there  is  a  real  possibility  that  other  R&D  areas  may  not  get 
the  funding  levels  that  both  scientists  and  economists  believe 
are  necessary  to  keep  the  New  Economy  cooking. 

By  John  Carey 


CAPITAL  WRAPUP 


I  McCONNELL  MISFIRE? 


>  Kentucky  gop  Senator  Mitch  Mc- 
Donnell's late  July  attempt  to  quash 
orporate  support  for  campaign-fi- 
lance  reform  may  be  backfiring.  He 
ecently  sent  withering  letters  to  sev- 
•ral  unnamed  execs  suggesting  that 
hey  resign  from  the  Committee  for 
Economic  Development,  a  business 
rjoup  that  endorses  overhaul  of  cam- 
>aign-finanee  laws.  But  none  has 
leeded  McConnell's  call  to  step  down, 
;ays  the  ced.  Backing  for  the  group's 
eforms  has  grown  from  100  to  120 


former  and  current  top  execs  in  the 
last  week  alone. 

Now  the  ced  plans  to  step  up  its 
crusade  with  a  series  of  nationwide 
events  and  aggressive  recruitment  of 
reform  advocates.  A  CED  official  says 
McConnell's  tactic  "upset  a  lot  of  cor- 
porate types  who  saw  it  as  heavy- 
handed."  McConnell  oversees  fund- 
raising  for  gop  senators  and  is  the 
leading  critic  of  a  bipartisan  reform 
bill  that  would  make  it  more  difficult 
to  raise  campaign  money.  Both  houses 
have  scheduled  floor  debate  on  the 
measure  for  this  fall. 


GREENSPAN  BACKLASH 

►  The  Fed  rate  hike  on  Aug.  24  has 
rekindled  passions  among  Presidential 
candidates  about  whether  Chairman 
Alan  Greenspan  should  be  reappointed 
next  year.  Republicans  Steve  Forbes, 
Gary  Bauer,  and  Dan  Quayle  lambast- 
ed the  hike.  Quayle  says  Greenspan 
"should  consider  taking  early  retire- 
ment." But  George  W.  Bush  and  Eliza- 
beth H.  Dole  still  support  the  Fed 
chief.  Vice-President  Al  Gore  gives 
Greenspan's  policy  record  an  "A  plus- 
plus."  His  term  expires  in  June,  2000. 
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FRANCE 


EN  GARDE, 
WAL-MART 

Retail  rival  Carrefour  bulks  up 


All  right,  so  it's  not  quite  as  good 
as  winning  the  World  Cup.  But 
the  French,  dispirited  after 
months  of  fruitless  haggling  to 
create  Europe's  largest  bank, 
have  bounced  back  by  creating  Europe's 
No.  1  retailer  with  the  merger  of  home- 
grown chains  Carrefour  and  Promodes 
Group.  Carrefour's  $16.5  billion  acqui- 
sition of  Promodes,  announced  on  Aug. 
30,  does  far  more  than  give  France  a 
national  champion,  though:  The  merger 
creates  a  much  tougher  playing  field  for 
Wal-Mart  Stores  Inc.  in  its  drive  to  ex- 
pand internationally. 

With  8,800  stores  in  26  countries  and 
combined  revenues  of  $65  billion,  Car- 
refour is  set  to  challenge  Wal-Mart 
around  the  globe.  As  Europe's  new  top 
dog,  Carrefour  can  use  its  buying  clout 
to  extract  deeper  discounts  from  sup- 
pliers, undercutting  rivals  and  acceler- 
ating a  push  toward  consolidation  in  the 
industry.  The  Promodes  deal  also  widens 
Carrefour's  impressive  lead  in  several 
Latin  American  and  Asian  countries. 
What's  more,  Promodes  brings  to  the 
union  a  reputation  for  solid  inventory 
and  distribution  systems,  an  area  where 
Carrefour  has  long  lagged  behind  Wal- 
Mart.  "We're  creating  a  worldwide  retail 
leader,"  says  Carrefour 
Chief  Executive  Daniel 
Bernard,  who  will  head 
the  merged  company. 
CRITICAL  MASS.  In  Eu- 
rope, the  deal  puts  pres- 
sure on  Wal-Mart  to  make 
another  acquisition.  The 
retailer  already  has  hold- 
ings in  Britain  and  Ger- 
many. But  if  it  doesn't 
grab  another  partner 
soon,  it  could  be  left  with- 
out the  critical  mass  to 
become  a  major  European 
player.  Its  biggest  Euro- 
pean   holding,    Britain's 


Asda  Group  PLC,  is  only 
one-fifth  the  size  of 
the  bulked-up  Carrefour. 
Likewise,  Wal-Mart 
needs  to  counter  Car- 
refour's expansion  in 
emerging  markets.  Only 
hours  after  unveiling  the 
Promodes  deal,  Carrefour 
announced  the  acquisition 
of  three  Brazilian  chains, 
boosting  its  market  share 
there  above  20%,  vs. 
1.4%  for  Wal-Mart. 

Certainly,  Carrefour 
isn't  about  to  dethrone 
Wal-Mart.  Now  the  global  No.  2,  Car- 
refour is  still  far  behind  Wal-Mart  in 
sales  and  market  capitalization  (table). 
Even  if  Wal-Mart  has  trouble  growing 
in  Europe,  it  has  room  to  expand  in  the 
U.  S.,  especially  in  the  grocery  business. 
Carrefour,  by  contrast,  has  fewer  op- 
portunities in  its  saturated  home  mar- 
ket. And  despite  Carrefour's  headstart 
in  Asia  and  Latin  America,  Wal-Mart 
has  plenty  of  openings  because  mass- 
scale  retailing  in  many  countries  is  only 
starting  to  develop.  "The  scope  for 
growth  all  over  the  region  is  tremen- 
dous," says  Hans  Vriens,  a  Hong  Kong- 


Buying 

Promodes  gives 
Carrefour  the 
muscle  to  vie 
with  Wal-Mart 
globally 


!    CEO  DANIEL  BERNARD 


based  vice-president  for  the  U.  S.  cor  mi . . 
suiting  firm  apco  Asia. 

But  Carrefour  is  a  nimble  competito  ai 
Since  1963,  when  it  opened  the  world'  stmf 
first  hypermarket,  selling  groceries  ;jj  \ 
clothing,  and  other  merchandise  unde  urn 
one  roof,  it  has  been  a  marketing  pio  t . 
neer.  Today,  a  Carrefour  shopper  wh  5,  > 
stops  in  to  buy  groceries  or  a  pair  0^5 
tennis  shoes  can  also  get  a  watch  re  a  an 
paired,  order  mobile-telephone  service  e  v 
rent  a  car,  or  book  plane  tickets  an<(]e,  i 
hotel  rooms  for  a  vacation.  Wal-Mar.iv 
offers  few  such  services.  ^ 

Carrefour  also  has  been  an  innova  ?  i 
tor  in  store  design,  softening  th<  ^  ; 
look  of  its  warehouse-size  build  ]  fi( 
ings  by  installing  wood  floors  an<(Jt 
nonfluorescent  lights  in  some  dem; 
partments    and    putting    servic*  ^„ 
counters  in  the  food  department  % 
where   shoppers   can   get   meat 
cheese,  and  bread  sliced  to  order 
"Carrefour  has  incredible  deptl1( 
and     breadth     of    range,"     say£|.  i,, 
Philippe  Kaas,  a  partner  in  Paris  o\  \\ 
oc&c  Strategy  Consultants.  Such1( 
services  also  boost  margins:  Car- 
refour's 1998  profits,  up  13.6%  from 
the  year  before,  were  $755.2  mil- 
lion on  sales  of  $32  billion. 

Equally  striking  has  been  Can* 
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SALES  $65  billion* 


icaiiur's  successful  push 
'    foreign  markets.  It 
A  an  expanding  across 
tern  Europe  and  into 
.  in    America    during 
1970s,   opening  its 
t  store  in  Brazil  in 
5.   During  the   past 
ade,  it  has  moved  into 
iA|a  and   Eastern  Eu- 
e.  Merged  with  Pro- 
les, Carrefour  is  the 
1  retailer  in  Brazil, 
jjentina,  and  Taiwan, 
well   as   in   France, 
tin,  Portugal,  Greece, 
Belgium.  True,  Car- 
)ur  has  had  setbacks, 
nade  a  disastrous  for- 
into  the  U.  S.  market  in  the  early 
iOs,  when  it  opened  a  handful  of 
res  in  the  Philadelphia  area  and  soon 
sed   them  because   of  weak  sales, 
lerging  markets  are  risky  business, 
Carrefour  reported  a  net  loss  of 
i.4  million  in  Asia  last  year.  Latin 
lerica's  economic  woes  could  hit  Car- 
our's  bottom  line  this  year. 
\  key  challenge  for  Carrefour  is  lo- 
tics.  Wal-Mart  has  clobbered  its  U.  S. 
ipetitors  by  creating  tight  links  with 
(pliers  and  fine-tuning  its  distribu- 


TWO  GIANTS  FACE  OFF 


CARREFOUR 


WAL-MART 


MARKET  CAP  $47  billion 


STRENGTHS  Innovative  marketer, 
aggressive,  experienced  in  foreign 
markets 


WEAKNESSES  Lacks  strong  logis- 


SALES  $160.2  billion* 

MARKEf"CAP$200bilTion7 

STRENGTHS  Dominates  U.S.  mar- 
ket with  superefficient  supply  and 
distribution  network 

WEAKNESSES  Spotty  record  on" 


hypermarket:  A  Carrefout     ■■••  in 
Rosnysous  /.'"'    outside  Pat 

Brazil  and  Argentina  in  the  mid  1990 

To  counter  Wal-Mart,  Carrefour  slashed 
prices,  remodeled,  and  even  relocated 
stores.  When  a  planned  Wal-Mart  store 
opening  in  one  Argentine  city  was  de 
layed  by  construction  problems  for  four 
months,  Carrefour  seized  the  opportu- 
nity to  renovate  its  closest  store 

Wal-Mart,  by  contrast,  has  taken  a 
cautious  approach  to  foreign  expansion, 
moving  into  Mexico  in  1991  and  then 
Canada  before  pushing  into  South 
America  and  Europe.  It's  the  No.  1  re- 
tailer in  Mexico,  but  foreign  sales  last 
year  accounted  for  only  9%  of  Wal-Mart 
revenues,  vs.  44%  for  Carrefour. 
SHOPPING  LIST.  Carrefour,  saying  it 
sees  greater  growth  potential  else- 
where, has  stayed  out  of  Britain  and 
Germany,  the  two  European  countries 
Wal-Mart  has  recently  entered.  Wal- 
Mart  likewise  has  stayed  away  from 
Carrefour's  strongholds  in  France  and 
southern  Europe.  But  that  could  soon 
change  as  European  retailers  brace  for 
a  shakeout.  Governments  in  France, 
Germany,  and  other  countries  have 
moved  to  protect  small  merchants  by 
placing  a  near-moratorium  on  large  new 
stores.  So  the  only  way  to  grow  is  to 
acquire  stores  and  squeeze  more  profits 
out  of  them. 

Analysts  expect  Wal- 
Mart  will  look  for  an  ac- 
quisition in  France.  That 
would  not  only  give  Wal- 
Mart  a  piece  of  Europe's 
No.  2  retail  market  after 
Germany  but  would  also 
become  a  link  in  a 
Europewide  distribution 
network.  That's  key  if 
Wal-Mart  is  to  compete 


LIKELY  NEXT  MOVE  Cut  costs  in 
Europe  while  pushing  Asian  and 
Latin  American  expansion 


LIKELY  NEXT  MOVE  Seek  more 
acquisitions  to  extend  its  reach  in 
Europe 

♦Forecast  for  1999 


DATA:  BUSINESS  WEEK 


tical  and  information  systems,  cm-      foreign  expansion  ™th    Players    such    as 

cial  to  improving  efficiency  LliCELY  NEXT  MOVE  Seek  more  works  are  already  well- 

established. 

Wal-Mart,  however,  is 
a  careful  buyer  and  is 
unlikely  to  rush  into  a 
French  acquisition.  No  matter.  Other 
big  European  chains,  including  the 
Netherlands'  Ahold,  have  said  they  are 
eyeing  French  retailers.  "If  Wal-Mart 
wants  to  get  in,  it  really  has  to  act 
quickly,"  says  analyst  David  Shriver  of 
Credit  Suisse  First  Boston.  Whether 
in  Paris,  Sao  Paulo,  or  Seoul,  these  two 
global  heavyweights  will  be  duking  it 
out  for  some  time  to  come. 

By  Carol  Matlack,  with  Inka  Resch, 
in  Paiis  and  Wendy  Zellner  in  Dallas, 
with  bureau  reports 


tion  system,  squeezing  out  costs  and  al- 
lowing it  to  keep  prices  low.  To  compete, 
Carrefour  will  have  to  tighten  control 
over  its  operations,  which  have  been 
decentralized,  says  Ajay  Hemnani,  in- 
ternational retail  analyst  at  Manage- 
ment Ventures  Inc.  in  Cambridge,  Mass. 
But  Carrefour  has  already  proved  its 
mettle  in  head-to-head  combat  with  Wal- 
Mart.  "They're  just  relentless — the 
toughest  competitor  I've  ever  seen  any- 
where," says  a  retail  executive  who 
watched  Carrefour  ward  off  Wal-Mart  in 
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COMMENTARY 


By  David  Fairlamb 


A  DEFEAT  FOR  BNP,  A  VICTORY  FOR  BANKING  REFORM 


What  a  victory  for  market 
forces!  And  in  France,  of  all 
places. 

Just  before  dawn  on  Aug.  28, 
Banque  de  France  Governor  Jean- 
Claude  Trichet  reluctantly  ordered 
Banque  Nationale  de  Paris  to  sell  the 
31.8$  stake  it  had  built  up  in  Societe 
Generale  during  a  bitter  six-month 
takeover  battle.  By  so  doing,  Trichet 
acknowledged  that  shareholders 
rather  than  bureaucrats  should  con- 
trol the  restructuring  of  France's 
overcrowded  banking  system. 

That's  a  huge  step 
forward  in  a  country 
where  Finance  Min- 
istry and  Central  Bank 
functionaries  have  long 
had  more  influence 
over  banks'  strategies 
than  have  investors. 
The  new  way  of  doing 
things  may  be  impossi- 
ble for  the  authorities 
to  control.  It  could  be 
confusing  and  painful 
for  the  bankers  in- 
volved. But  it  will  ulti- 
mately benefit  France 
far  more  than  the  out- 
dated interventionism 
it  replaces — even  if 
some  big  banks  end  up 
in  foreign  hands. 

Along  with  the  rest 
of  France's  clubby  and 
dhigiste  Establish- 
ment, Trichet  backed 
BNP  Chairman  Michel 
Pebereau's  ambitious 
attempt  to  create  a  na-    loil£  D6Rt-UD 


Pebereau's  bid  decisively.  And  with 
the  eyes  of  France's  European  Union 
partners  upon  him,  Trichet  caved  in 
rather  than  be  accused  of  subverting 
market  forces — potentially  damaging 
to  the  man  due  to  succeed  Wim 
Duisenberg  as  head  of  the  European 
Central  Bank. 

FOREIGN  MARAUDERS?  Trichet's  land- 
mark decision  scuttled  Pebereau's 
plan  to  build  Europe's  largest  bank. 
But  it  won't  hold  back  the  long-over- 
due restructuring  of  French  banking. 
French  banks  remain  under  pressure 


France's 
central  banker 
had  to  unleash 


BANK  OF  FRANCE 
GOVERNOR  TRICHET 


tional  champion  by  ac 

quiring  sg  and  Paribas.  market  forces 

But  Pebereau's  $36  bil-    

lion  bid  for  the  two 
banks,  which  had 
agreed  to  a  friendly 
$19  billion  merger,  wasn't  to  the 
taste  of  sg  shareholders,  bnp 
amassed  65%  of  Paribas  stock  but 
failed  to  rake  in  enough  sg  shares  to 
give  it  a  boardroom  veto. 

For  two  weeks,  Trichet  tried  vainly 
to  persuade  sg  Chairman  Daniel  Bou- 
ton  and  Pebereau  to  work  together. 
Bouton  wouldn't  budge,  arguing  that 
sg  shareholders  had  rejected 


to  cut  costs,  boost  profits, 
and  bulk  up  by  merging 
just  like  their  euro  zone 
rivals.  The  big  question 
is,  which  banks  will  join 
forces,  and  when?  And 
what  role  will  foreigners 
play? 

Parisian  bank  salons 
are  already  abuzz  with 
rumors  of  possible  deals. 
Some  analysts  are  even 
talking  about  a  rematch 
of  the  fight  between  sg 
and  BNP.  "The  two  banks  will  be 
watching  each  other  closely,"  says 
John  D.  Leonard,  European  banking 
analyst  for  Salomon  Smith  Barney  in 
London.  "And  there's  nothing  to  pre- 
vent one  bidding  for  the  other  some- 
time in  future." 

The  two  former  protagonists  may 
look  elsewhere.  BNP  might  be  tempt- 
ed to  bid  for  the  recently  privatized 


Credit  Lyonnais,  which  would  offer 
cost-cutting  chances  as  well  as  the 
corporate  relationships  that  Pebereau 
sought  with  sg.  In  turn,  sg  could 
make  a  suitable  partner  for  the 
Caisse  Nationale  de  Credit  Agricole. 
Though  cnac  is  owned  by  France's 
mutual  banks,  it  behaves  like  a  pri- 
vate-sector bank.  What's  more,  its  in- 
vestment banking  subsidiary  would 
give  sg  the  entree  into  underwriting, 
trading,  and  dealmaking  that  attract:- 
ed  Bouton  to  Paribas. 

Such  deals  would  be  fine,  provided 
shareholders  have  the 
final  say.  Meanwhile, 
both  BNP  and  SG  are 
weakened  enough  by 
their  slugfest  to  be  vul- 
nerable to  foreign 
predators.  Significantly, 
they  are  seeking  their 
own  remedies  instead 
of  relying  on  the 
French  government. 
Bouton  has  contacted 
British  insurer  cgu 
PLC,  a  friendly  core 
shareholder  that  re- 
cently more  than  dou- 
bled its  stake  in>  sg  to 
6.9%.  His  primary  aim: 
to  strengthen  coopera- 
tion and  keep  cgu  as  a 
possible  white  knight.  Pebereau  is 
mulling  broadening  bnp's  cooperation 
pact  with  Germany's  Dresdner 
Bank — possibly  by  raising  the  pre- 
sent 1%  shareholdings  they  have  in 
each  other  to  10%. 

Those  moves  are  designed  to  stave 
off  foreign  marauders.  But  by  cozy- 
ing  up  to  cgu  and  Dresdner,  sg  and 
bnp  are  opening  the  doors  to  French 
involvement  in  big  cross-border  fi- 
nancial mergers.  France  has  long 
been  seen  as  the  biggest  obstacle  to 
Continentwide  restructuring — and 
not  just  in  banking.  By  unleashing 
market  forces  at  home,  Trichet  has 
made  it  much  tougher  for  the  French 
authorities  to  stifle  such  momentous 
deals.  Investors  should  thank  him: 
His  failed  gambit  creates  new  hori- 
zons for  the  markets. 

European  Economics  Correspon- 
dent Fairlamb  covers  banking. 
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THEPRINCIP1  l  soi 
AVIATION 

In  the  demanding  field  oi  aviation, 
quality  is  not  merely  an  option/  it 
is  a  must.  Each  instrument  must 
meet  the  highest  safety  and 
reliability  criteria.  In  tune  with  this 
approach,  we  have  constantly 
optimized  the  functions  on  each  of 
our  chronographs.  The  launch  of 
the  Emergency,  the  first  watch  to 
feature  a  built-in  micro-transmitter, 
constituted  an  unprecedented 
technological  breakthrough.  This 
genuine  survival  instrument  is 
worn  by  military  and  civilian 
pilots  around  the  world  as  well  as 
by  members  of  the  major  national 
flight  teams. 

One  simply  does  not  become  an 
aviation  supplier  by  chance. 
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BREITLING   SA 

H  32  /  b54  54  54  •  FAX  +  41  32  /  654  54  00 
P.O.  BdX  1132  •  2540  GRENCHEN 
SWITZERLAND 

NOT  AVAILABLE  IN  USA 


THE  ESSENCE  OF 
JREITLING 

iMERGENCY.  The  wrist  instrument 
worn  by  Bertrand  Piccard  and 
Brian  Jones  during  their  non-stop 
round-the-world  balloon  flight  on 
Breitling  Orbiter  3. 


INSTRUMENTS      FOR 


www.bteitling.com 
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International  Business 


SOUTH  AFRICA 


WILL  THE  AIDS  PLAGUE 
CHANGE  U.S.  TRADE  POLICY? 

Pretoria  may  be  permitted  to  use  knockoff  drugs 


w 


1  hen   South   African 

President        Thabo 

Mbeki  travel?  to  the 
U.  S.  in  late  September,  he 
will  start  at  the  top — and 
stay  there.  The  just-elect- 
ed leader  expects  to  meet 
both  President  Clinton  and 
Vice-President  Al  Gore,  ad- 
dress the  U.  N.,  and 
schmooze  with  business  and 
financial  execs.  But  there's 
more  to  Mbeki's  trip  than 
pomp  and  pressing  flesh. 
Mbeki  wants  Washington  to 
sign  off  on  a  controversial 
trade  policy  that  pits  copy- 
right and  patent  protection 
against  the  devastating  con- 
sequences of  an  end-of-cen- 
tury  tragedy. 

A  rampant  aids  epidemic  " 
is  ripping  through  South  Africa,  and 
few  victims  can  afford  the  costly  drugs 
devised  to  keep  the  virus  at  bay.  In  a 
law  passed  two  years  ago,  Pretoria 
claims  the  right  to  parallel  imports — 
cheap  knockoffs  of  patented  medicines 
often  made  by  countries  that  are  not 
signatories  to  international  copyright- 
ing agreements.  The  health  minister  can 
also  require  that  multinationals  license 
local  drugmakers  to  produce  drugs 
patented  by  the  likes  of  Merck  &  Co. 
and  Glaxo  Wellcome  PLC,  a  practice 
called  compulsory  licensing. 
LEGAL  LIMBO.  The  big  pharmaceutical 
companies  fear  that  South  Africa  could 
inspire  other  nations  to  violate  patents. 
Some  40  companies  have  sued  in  South 
African  courts  to  get  the  law  thrown 
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blood  TEST:  The  epidemic  won't  peak  for  at  least  five  years 


out.  So  far,  Pretoria  has  suspended  im- 
plementation of  the  law  to  avoid  pariah 
status  as  a  trading  partner.  Nonethe- 
less, South  Africa  maintains  its  right  to 
extraordinary  measures.  "We  under- 
stand they  want  to  make  a  profit," 
Health  Minister  Manto  Tshabalala-Msi- 
mang  says  of  the  pharmaceutical  com- 
panies. "But  we  as  South  Africans  must 
help  our  people." 

Which  way  Washington  tips  its  hand 
is  crucial.  Drugmakers  think  U.  S.  Trade 
Representative  Charlene  Barshefsky 
should  defend  the  global  trading  order — 
and  their  patents.  She  has — so  far.  But 
the  moral  and  political  implications  are 
lost  on  no  one.  Vice-President  Al  Gore, 
who  chairs  a  bilateral  commission  on 
U.  S.-South  African  relations,  is  already 
a  target  of  U.  S.  aids  activists,  who 


AIDS  activists  have  been 
putting  candidate  Al  Gore 
^   on  the  spot  over 
Washington's 
patent  protection 


THE  DAILY  DOSE  OF  PILLS 
FOR  AN  AIDS  PATIENT 


claim  Washington's  official  stance  is 
sellout  to  the  drug  companies.  If  th 
charge  sticks,  it  could  damage  Gon 
Presidential  campaign. 

The  Administration  is  divided  on  tl 
issue  but  Gore's  staff  is  pushing  for 
compromise.  As  Mbeki's  visit  approac 
es,  there  are  signs  the  Administrate 
may  present  him  with  a  solution  alio) 
ing  Pretoria  to  pursue  its  plans  witho 
prompting  trade  retaliatio 
FUZZY  WORDING.  One  k< 
to  the  solution  resides  : 
South     Africa's     vague, 
worded  law.  U.  S.  trade  o 
ficials  suggest  that  in  fillir 
in  the  details,  South  Afri< 
could  comply  with  intelle 
tual-property  agreemeni 
even  while  seeking  chea] 
er  aids  drugs.  If  Pretor 
delivers  on  this  point,  a  de 
is  possible.  "Their  policn 
seem  designed  to  find  waj 
to  provide  good  health  c: 
and  affordable  medicinej 
and  we  fully  support  that| 
says  one  U.S.  official.  E 
some  drug-industry  exec 
tives  now  think  the  Ad 
istration  may  reverse  itsel 
Mbeki  needs  a  deal  ui 
gently.  Medical  experts  estimate  ths 
16%  of  South  African  adults— 3.2  millio 
of  a  population  of  40  million — are  HD 
positive.  The  plague  isn't  expected 
peak  for  at  least  five  years.  Most  Al 
sufferers  won't  get  more  than  a  broai 
spectrum  antibiotic  and  vitamins  befo: 
they  die.  The  economic  impact  is  si 
vere.  In  the  mining  industry,  heavil; 
reliant  upon  migrant  workers,  the  i: 
fection  rate  is  estimated  as  high  as  45 
Says  Wayne  Myslik,  head  of  consultinj 
at  Lifeworks,  a  Johannesburg  healt: 
care  provider:  "It's  the  single  greatesj 
burden  on  the  economy  for  the  ne 
generation." 

Tshabalala-Msimang     says     Sout 
Africa  is  "held  at  ransom,"  since  th 
multinationals  won't  cut  prices  enoug] 
for  aids  sufferers.  The  Pharmaceutic; 
Manufacturers  Assn.  of  South  Afric 
says  local  companies  aren't  set  up  ti 
produce  these  drugs.  The  industry  h 
offered  to  sell  some  aids  drugs  at  dii 
counts,  but  Pretoria  says  they  areh 
big  enough.  PMA  ceo  Mirryena  Dee 
adds    that    since    the    1997   law   wai 
passed,  members  have  made  no  new  i 
vestments  in  South  Africa.  Grim  stu 
When  Mbeki  hits  Washington,  he  and 
Gore  will  have  a  lot  to  talk  about. 

By  Kathy  Chenault  in  Johannesburg 
with  John  Carey  and  Paul  Magnusso 
in  Washington 


58  BUSINESS  WEEK 


usine 


.., 


Inside  every  business,  j 
there's  a  huge  e-Business 
opportunity  ticking  away. 

The  power  to  move 
faster.  The  power  to  reach 
farther.  The  power  to  claim 
a  prime  spot  in  the  new 
e-conomy.  But  wait  too  long 
and  your  options  expire. 

So  make  the  smart  move 
Choose  the  team  with 
creative  e-Business  vision  - 
and  the  experience  and 
resources  to  build  it,  power 
it  up  and  speed  you  to 
bottom  line  growth. 

CSC  is  the  one.  52,000 
professionals.  700  location? 
And  a  winning  record  in  the 
Fortune  1000. 

Talk  to  the  e-Business 
team  at  CSC.  We're  at  the 
intersection  of  business  am 
technology.  You  can  read 
us  at  1-800-272-0018  or 
www.csc.com/bw. 


Computer  Sciences  Corporatio: 


International  Business 


VIDEO  GAMES 


SEGA'S  DREAM 
MACHINE 

Dreamcast  could  put  Sega  back  on  top  in  the  game  world 


Shoichiro  Irimajiri,  president  of 
video-game  maker  Sega  Enterpris- 
es Ltd.,  looked  ready  to  whoop  for 
joy  as  he  strutted  out  of  a  recent  meet- 
ing at  Tokyo  headquarters.  U.  S.  con- 
sumers have  ordered  800,000  units  of 
the  Sega  Dreamcast,  a  lightning-fast 
game  machine  with  dazzling  graphics. 
And  the  Dreamcast  won't  hit  the  mar- 
ket until  Sept.  9.  "It's  a  record  for  game 
console  launches  in  the  U.  S.,"  says  Iri- 
majiri, 59.  "We're  very  excited." 

Is  Sega  the  once-and-future  titan  of 
the  game  universe?  In  this  fickle  busi- 
ness, anything  is  possible.  In  1990,  Ky- 
oto-based Nintendo  Co.  was  the  undis- 
puted leader,  with  nearly  90%  of  the 
$13  billion  global  market  for  video-game 
software  and  hardware.  Then  came 
Sega,  which  by  1993  owned  almost  half 
the  market  with  its  popular  Genesis. 
With  PlayStation,  Sony  seized  the  title. 


Sega,  now  a  distant  No.  3,  hopes 
Dreamcast — the  first  player  powered  by 
a  128-bit  microprocessor — will  win  it 
back  the  crown.  Or  it  could  be  Sega's 
last  hurrah.  After  a  $389  million  loss  in 
1998  and  big  debt  payments  ahead,  an- 
alysts say  Sega  cannot  afford  for 
Dreamcast  sales  to  flag. 
AWESOME.  Whatever  the  outcome,  Sega 
gets  credit  for  one  awesome  machine.  In 
European  tests,  Dreamcast  was  four 
times  more  powerful  than  PlayStation 
and  two  times  more  than  Nintendo  64. 
And  it's  the  first  game  machine  with  a 
built-in  modem  to  log  onto  Sega's  immi- 
nent online  game  service.  To  sell  this 
gaming  marvel,  Sega  is  mounting  a  $200 
million  global  marketing  blitz.  In  the 
U.  S.,  its  tactics  run  from  trendy  to 
downright  wacky.  It's  sponsoring  the  MTV 
Video  Music  Awards  and  hosting  hun- 
dreds of  events  across  the  country.  Two 


huge    metallic    "mother    ship"    tru 
jammed  with  Dreamcast  consoles 
visit  44  U.  S.  cities  in  the  next  t 
months.   In   Hollywood,  gamers 
splashed  about  in  vats  of  mashed  pi 
toes,  looking  for  the  letters  making 
"Sega  Dreamcast." 

The  goofy  antics  mask  Sega's  des 
ation.  Sega's  sales  have  dropped 
$3.9  billion  in  1996  to  $2.4  billion 
year.  Meanwhile,  Sony  is  determine' 
launch  PlayStation  2,  a  128-bit  macl 
that  will  play  DVD- formatted  games 
early  next  year  in  Japan,  and  in 
U.  S.  by  the  following  Christmas.  I 
recent  demonstration,  Sony  showed 
flowing  graphics  of  supercomputer  qi 
ity.  "Dreamcast  is  better  than  anyth 
on  the  market  now,"  says  games-ind 
try  analyst  Lisa  Spicer  of  WestLB 
curities  Pacific  in  Tokyo.  "But 
PlayStation  2  will  be  better,  and  N 
tendo's  Dolphin  even  better." 

That's  the  big  reason  Dreamca 
early  reception  is  crucial.  In  Japan,  Si 
has  already  recruited  all  the  leading 
velopers,  enabling  it  to  bring  70  titles 
the  market  so  far.  It  also  has  lined 
such  U.  S.  titles  as  the  popular  area] 
fighting  game  Soul  Calibur — advertisl 
as  "Hot  Chicks.  Massive  Weapons." 
Dreamcast,  it  will  run  at  60  framesi 
second — twice  as  fast  as  in  arcades. 
Sega  eventually  needs  a  much  wid 
selection.  Sony  has  661  PlayStation  tit] 
in  the  U.  S.  alone. 

Undaunted,  Irimajiri  is  using  a  lit 
guerrilla  marketing  to  taunt*  his  largi 
rivals.  When  Sony  rented  the  Wen 
Vineyards   golf  course   in   Livermo 
(Calif.)  to  stage  a  tournament  for  ga: 
developers  recently,  Sonic  the  Hedgeh 
Sega's  video-game  mascot,  crashed  t 
party  in  a  golf  cart  and  unloaded  h 
dreds  of  golf  balls  with  Dreamcast's  log 
An  airplane  dragging  a  Sega  bann 
buzzed  overhead.  And  in  mid-Augui 
Sega  commissioned   a  huge   sidewa 
drawing  of  the  Dreamcast  logo  in  front 
Sony's  Metreon  entertainment  compl 
in  San  Francisco.  Gentlemanly,  no.  But 
the  game  business,  you  play  to  win. 

By  Irene  M.  Kunii  in  Tokyo,  wit 
Janet  Rae-Dwpree  in  Silicon  Valley 


JOCKEYING  FOR  SUPREMACY 


^InTlV   ^as  s'ashed  retail 
QUI IV    prjce  on  top-sell- 
ing PlayStation  to  $99  and 
beefing  up  U.S.  marketing. 
Sony  hopes  the  more  power- 
ful Play  Station  2,  with  DVD 
format,  will  be  out  next  year. 

DATA:  BUSINESS  WEEK 


Sega 


Its  new  Dreamcast 
machine,  much 
faster  than  a  Pentium  II- 
based  PC  and  15. times  more 
powerful  than  the  PlaySta- 
tion, will  have  16  different 
games.  Advance  orders  are 
breaking  records. 


Nintendo^10* 

1990s  aims  to  regain  lead 
with  its  DVD-based  Dolphin 
system,  but  it  won't  be  out 
until  2001.  Nintendo  has  im- 
proved graphics  and  cut 
prices  on  its  popular  N64. 
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AMSUN 


ELECTRONICS 


What  if  you  could  transport  your  company  anywhere  you  knew  it  could  go?  Achieving  a  high  return  on 
investment  and  enhancing  your  bottom  line  in  ways  you  hadn't  considered.  The  journey  begins  when  you  see 
your  vision  through  a  Samsung  monitor.  Yes,  Samsung.  We're  the  #1  manufacturer  of  CRT  and  TFT  monitors 
in  the  world.  In  fact,  we  have  the  credentials  and  awards  to  help  you  reach  your  company's  potential.  With 
superior,  high-performance  machines,  and  value  and  service  to  support  your  investment.  Let  Samsung  take 
your  company  to  a  visual  frontier  that  will  change  the  way  you  view  business  forever. 


The  Power  of  Samsung7 


For  more  information,  call  800-SAMSUNG,  or  visit  www.samsungmonitor.com 


International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


CAN  MEXICO'S  OPPOSITION  PARTIES 
STOP  OPPOSING  EACH  OTHER? 


In  Mexico,  the  opposition  parties  have  steadily  gained  clout, 
thanks  to  a  decade  of  democratic  reforms.  Today,  they 
have  a  majority  in  the  500-seat  lower  house  of  Congress 
and  hold  9  of  the  country's  13  state  governorships.  But  the 
presidency,  where  power  is  concentrated,  remains  firmly  in 
the  hands  of  the  Institutional  Revolutionary  Party  (PRl) — 
largely  because  of  disunity  among  the  opposition. 

Finally,  though,  the  big  prize  is  within  their  grasp.  Eight  of 
the  10  opposition  parties  said  on  Aug.  31  that  they  would  hold 
a  primary  in  November  to  select  a 
single  Alliance  for  Mexico  candidate 
to  run  against  the  PRl  nominee  in  the 
next  presidential  election,  on  July  2, 
2000.  Also,  they  will  field  joint  con- 
gressional candidates  and  are  close  to 
agreeing  on  a  common  government 
program  to  bridge  the  ideological  gulfs 
among  the  main  opposition  group- 
ings— the  pro-business,  center-right 
National  Action  Party  (pan)  and  the 
left-leaning  Party  of  the  Democratic 
Revolution  (prd). 

PLURALISM.  The  platform  is  artfully 
vague  to  reassure  Mexicans  fearful  of 
radical  change  after  70  years  of  PRl 
rule.  The  opposition  promises  to  con-   " 
tinue  Mexico's  free-market  system,  while  investing  more  in 
education  and  social  programs.  The  parties  have  agreed, 
though,  to  put  privatization  on  hold  and  to  take  strong  mea- 
sures to  combat  the  corruption  that  has  marked  PRl  rule. 

Burying  rivalries  won't  ensure  victory  next  July.  But  it's  an 
essential  first  step  toward  making  pluralism  work  for  the 
opposition,  not  the  PRl.  Consider  the  July  election  for  the  gov- 
ernorship of  the  State  of  Mexico.  Two  opposition  candidates 
together  won  55%  of  the  votes,  but  neither  obtained  enough 
to  beat  the  lackluster  PRl  candidate,  who  sailed  into  office  on 
a  41%  share.  "The  PRl  is  pushing  this  idea  of  a  multiparty 


IKETS 


K 


ALLIANCE?  Cardenas  of  PRD  and  PAN's  Fox 


system  so  that  it  can  hold  on  to  power  with  a  minority  of  t 
vote,"  says-  Vicente  Fox,  the  pan's  presidential  candidate.  . 

The  contest  for  the  Alliance  nomination  could  become  so  i ,  §  HI 
rimonious  that  the  opposition  again  blows  its  chances.  F< 
the  charismatic  former  governor  of  Guanajuato  state,  fac  i  Kpi 
Mexico  City's  unexciting  Mayor  Cuauhtemoc  Cardenas,  t ' 
prd's  favorite  son.  Both  feel  entitled  to  the  candidacy.  But 
Aug.  30  poll  in  Reforma  showed  that  Fox,  who  once  head  lull  I 
Coca-Cola  Co.'s  Mexico  operations,  could  win  about  39%  of't  fl 
vote  and  run  neck  and  neck  with 
ther  of  the  two  main  PRl  hopefuls, 
contrast,  Cardenas  would  garner  25[ 
or  less,  vs.  the  PRl's  47%. 

Even  if  the  primary  isn't  too  br 
ing,  some  prd  and  pan  members  mi 
not  support  an  Alliance  candidate  fro| 
the  other  party,  prd  diehards,  for 
stance,  may  find  it  hard  to  back  Fox 
the  general  election:  Even  though  tl  ie  i 
Alliance's  platform  advocates  holdir  ioi 
off  on  any  more  privatizations,  Fox  skr 
the  past  has  espoused  eventual  priv:  i  b'ic 
tization  of  Petroleos  Mexicanos,  tl  00  ana 
state-run  oil  company.  Likewise,  son  ft 
pan  members  might  find  it  anathen  Ik- 
"   to  vote  for  Cardenas,  who  has  adv<  a: 
cated  greater  state  control  over  the  economy  and  initially  oj  Euro] 
posed  the  North  American  Free  Trade  Agreement.  iai 

Still,  opposition  officials  say  they're  willing  to  compromisi :  i 
in  the  same  way  politicians  did  in  Chile  and  Spain,  to  con  es  Fi 
plete  Mexico's  democratic  transition.  "We're  not  just  tryin  m 
to  win  the  presidency,"  says  prd  Secretary  General  Jesiat.Ii 
Zambrano.  "We're  beginning  to  build  a  true  democratic  pc  m' 
litical  system  to  put  a  definitive  end  to  the  one-part  1  mar? 
regime."  If  the  Alliance  holds,  they  will  take  a  large  step  i  head 
that  direction.  But  that's  a  big  if.  il  Bai 

By  Geri  Smith  in  Mexico  Cit  ■  the 


GLOBAL  WRAPUP 


A  NEW  LATIN  DICTATOR? 

►  Latin  American  leaders  are  worried 
that  Venezuelan  President  Hugo 
Chavez  is  turning  one  of  the  region's 
oldest  democracies  into  a  populist  dic- 
tatorship. On  Aug.  30,  the  Constituent 
Assembly,  charged  with  rewriting  the 
constitution  and  packed  with  Chavez 
loyalists,  stripped  Congress  of  most  of 
its  powers.  Now,  it  is  expected  to  give 
Chavez  emergency  authority  to  re- 
move elected  governors  and  mayors. 
Chavez  has  tightened  his  grip  on 
the  economy,  too.  The  president  of 


state-run  oil  company  Petroleos  de 
Venezuela  quit,  along  with  five  top 
execs,  after  Chavez  took  control  of 
the  conglomerate,  which  provides  80% 
of  Venezuela's  exports  and  a  third  of 
tax  revenues.  Chavez  promises  to  re- 
store democratic  checks  and  balances 
once  a  new  constitution  is  approved. 
But  skeptics  wonder  how  readily  he 
will  surrender  the  absolute  power  he 
now  wields. 

TURKISH  AFTERSHOCKS 

►  Turkey's  government  is  earning 
new  public  scorn  on  top  of  the  out- 


ILYS 

rage  stirred  up  by  its  slow  response  ;«. 
to  the  recent  earthquake.  Prime  Min-  er 
ister  Bulent  Ecevit's  three-party 
coalition  rammed  a  bill  through  par 
liament  that  would  halt  corruption 
probes  into  coalition  members. 

President  Suleyman  Demirel  refuse 
to  sign  the  bill,  thus  throwing  the 
coalition's  future  into  doubt.  Mean- 
while, nominations  to  a  commission  of 
inquiry  into  why  so  many  buildings 
collapsed  during  the  earthquake  are 
raising  suspicions  of  a  coverup.  The 
first  appointee  has  close  ties  to  the 
construction  industry. 
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OOMING  FRANKFURT 


's  making  a  bid 
I!l  become  the 
nancial  capital 
'  the  Continent 
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rows  pecking  at  piles  of  rubble 
are  about  the  only  sign  of  life 
at  a  former  freight  yard  near 
downtown  Frankfurt.  Yet  the 
220-acre  vacant  lot  is  destined 
to  become  the  biggest  con- 
viction site  in  Europe.  With  almost  $5 
ion  in  financing  organized  in  part  by 
sdner  Bank,  it  will  sprout  luxury  of- 
buildings  lining  a  grand  boulevard, 
)\  tH  )0  apartments,  and  Europe's  tallest 
«  tiding  by  2006. 

This  isn't  just  a  real  estate  project, 
an  effort  to  create  creature  comforts 
Europe's  emerging  class  of  dealmak- 
and  entrepreneurs.  As  the  euro  and 
Internet  shake  up  Europe's  econo- 
3S,  Frankfurt  is  making  a  bid  to 
ome  the  financial  capital  of  the  Con- 
snt.  Its  stock  exchange  is  at  the  fore- 
tic  pftnt  of  efforts  to  unify  European  finan- 
-parK  1  markets  within  the  next  two  years, 
headquarters  of  the  European  Cen- 
Bank,  which  sets  monetary  policy 
the  euro  zone,  Frankfurt  is  the  hub 
--1  analysts  and  bankers  trying  to  pre- 
m.  t  the  ecb's  next  move. 

1RLY  START.     The     Frankfurt-based 

«e  1  uer  Markt  is  becoming  Europe's  pre- 

lin-i  ^r  exchange  for  high-growth,  high-risk 

is  ires.  Dozens  of  new  biotech,  software, 

ir-  I;  i  Internet  companies  are  springing  up 

i  j;  )und  the  city,  founded  by  entrepre- 

i  urs  who  dream  of  Silicon  Valley-style 

usedi  hes.  In  the  past  two  years,  the  Neuer 

[  irkt  has  helped  them  to  go  public  and 

1  create  $59  billion  of  new  wealth. 

of    Sound  familiar?  This  is  the  same  con- 

jrgence  of  risk  capital  and  innovation 

j    1  at  in  the  U.S.  and  Britain  fires  the 

| -called  New  Economy.  Now  it's  hap- 

jning  on  the  Continent,  and  Frankfurt 

I  leading  the  way.  "You  notice  it  in  the 

I  tels,  in  the  restaurants,  in  the  shops, 
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and  on  the  street,"  says 
Ernst  Welteke,  who  became 
president  of  the  German 
Bundesbank  on  Sept.  1. 
"Frankfurt  is  booming." 

Frankfurt  has  been  in 
the  money  business  at  least 
since  1585,  when  a  currency 
exchange  was  founded 
there.  Its  commercial  banks 
nurtured  Germany's  post- 
war industrial  boom,  taking 
major  stakes  in  and  lend- 
ing to  the  country's  biggest 
companies.  But  what  was 
long  a  quiet,  German-ori- 
ented banking  capital  has 
become  a  far  more  lively, 
outward-looking  place.  The 
launch  of  the  Neuer  Markt 
two  years  ago  and  the 
founding  of  the  ECB  last 
year  spurred  a  new  dy- 
namism as  a  younger  gen- 
eration of  bankers  and  en- 
trepreneurs nocked  to  the  city. 

Now,  locals  boast  that  no  other  Euro- 
pean city  except  London  is  more  un- 
abashedly capitalist  or  willing  to  em- 
brace technology  and  globalization.  "This 
is  really  an  international  city  at  heart," 
says  Michel  Friedman,  a  lawyer  and 
talk-show  host  who  is  a  leader  of  Ger- 
many's Jewish  community.  Nearly  a 
third  of  Frankfurt's  640,000  residents 
are  foreigners,  just  one  sign  of  the  city's 
openness. 

Frankfurt's  ambitious  attitude  is  re- 
flected in  the  skyline.  Destroyed  in  the 
war,  Frankfurt  made  only  a  token  at- 
tempt to  restore  its  prew^ar  architecture. 
Instead,  the  city  features  monuments 
such  as  the  50-story  Commerzbank  tow- 
er, the  tallest  building  in  Europe,  London 
included.  It  will  be  surpassed  by  the 
1,250-foot  Millennium  tower,  part  of  the 
planned  redevelopment  of  the  former  rail 


'eight  yard.  Plans  for  20 
other  new  skyscrapers  defy  a 
three-year  building  recession 
in  most  other  German  cities. 
The  signs  of  a  hot  econo- 
my are  multiplying.  International  banks 
are  luring  top  merger  and  acquisition  ex- 
perts to  Frankfurt  with  salaries  ranging 
into  the  high  seven  figures.  In  the  city's 
best  neighborhoods,  would-be  buyers  bid 
up  the  price  of  apartments  that  feature 
butler  service,  reaching  sums  in  the  mil- 
lions of  dollars.  "We  have  an  unbelievable 
boom  in  expensive  living  space,"  says 
Jiirgen  Weigand,  president  of  real  estate 
consultant  Blumenauer  Immobilien. 
LOTS  OF  JOBS.  While  Germany's  retailers 
complain  of  stagnant  sales,  shoppers  on 
Frankfurt's  pricey  Goethe  Strasse  snap 
up  Versace  blouses  and  Bogner  ski  out- 
fits. Sales  of  silk  scarves  and  other  luxu- 
ry items  at  Hermes'  Goethe  Strasse  shop 
have  risen  for  eight  years  straight. 
"There's  a  lot  of  money  in  Frankfurt," 
crows  Jiirgen  Vignold,  general  manager 
of  Hermes'  German  unit.  And  the  Frank- 
furt area's  unemployment  rate  is  a  rela- 


Frankfurt's  Financial  Scorecard 


FRANKFURT 

LONDON 

PARIS 

STOCK  EXCHANGE  MARKET 
CAPITALIZATION 

$1.2  trillion 

$2.6  trillion 

$1.1  trillion 

NUMBER  OF  FINANCIAL- 
SERVICE  WORKERS 

70,000 

133,000* 

100,000 

MARKET  CAPITALIZATION  OF 
EXCHANGES  FOR  STARTUP  COMPANIES 

$59  billion 

$10.6  billion* 

$5.9  billion 

DERIVATIVES  TRADING 

(number  of  contracts  to  July  1999) 

213  million** 

74.7  million 

109.8  million 

"London  City  only 

DATA-  STOCK  EXCHANGES 

**Eurex 
,  GOVERNMENT  AGENCIES 

oint  venture  with  the 

Swiss  Exchange 

tively  low  7.2%,  compare 
with  more  than  10.1%  in  Ge 
many  as  a  whole. 

Of  course,  Frankfurt  w 
face  plenty  of  competition  i 
it  tries  to  become  the  capit 
of  the  European  Monetai 
Union.  Paris  isn't  ready 
concede  Frankfurt's  hegemor 
in  financial  markets,  and  it  c 
boast  some  victories.  Once  tl 
mighty  German  bund  set  tl 
standard  in  the  Europea 
bond  market.  Now,  Frenc 
government  bonds  are  cha 
lenging  the  German  to  b< 
come  the  benchmark  amon 
shorter-term  securities. 

And  Germany  has  muc 
work  to  do  if  Frankfurt  is 
have  a  chance  of  rivaling  London  as  a  f 
nancial  center.  Even  Frankfurt's  to 
banks  prefer  to  base  operations  such  a 
equity  analysis  in  the  City.  The  bigge: 
trading  floor  in  Europe  is  in  London.  It 
proprietor?  Frankfurt-based  Deutsch 
Bank.  Highly  paid  finance  professional 
prefer  London  because  its  top  tax  rate  i 
40%,  compared  with  56%  in  Germanj 
The  market  capitalization  of  publicl; 
traded  British  companies  is  $2.6  trillion 
more  than  double  that  in  German} 
whose  gross  domestic  product  is  579. 
bigger  than  Britain's. 

Still,  Frankfurt  is  making  inroads.  Th< 
value  of  German  stocks  traded  in  Frank 
furt  last  year  was  40%  higher  than  that 
of  British  stocks  traded  in  London,  ac 
cording  to  German  financial  sources.  Th< 
Frankfurt-Zurich  Eurex  derivatives  ex 
change  has  become  the  biggest  in  the 
world.  Frankfurt  was  chosen  as  the  site 
for  a  new  exchange  that  will  trade  elec- 
tricity  in  Europe's  newly  deregulated  en- 
ergy market.  The  European  Centra 
Bank's  interbank  payment  system  han- 
dles more  than  $1  trillion  a  day  in 
overnight  loans  and  other  transfers  be 
tween  financial  institutions. 

One  factor  behind  Frankfurt's  growth  | 
is  a  fundamental  shift  in  German  atti- 
tudes toward  savings.  In  the  postwar 
era,  citizens  put  their  money  in  banks, 
and  banks  lent  the  money  to  industry.^ 
But  Germans  are  no  longer  content  to 
earn  2%  on  their  savings.  They're  mov 
ing  money  into  mutual  funds,  which  have 
doubled  in  value  since  1995.  The  number 
of  people  who  own  stocks  has  grown 
28%  since  1997.  But  it's  still  just  7.9%  of 
the  population  of  82  million,  according 
to  the  German  Institute  for  Share  Own 
ership,  a  research  and  lobbying  group. 

That's  a  third  the  level  of  the  U.  S., 
and  half  the  level  in  Britain,  suggesting^ 
there's  plenty  of  room  for  growth.  The 
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call  it  a  cartoon.  We  call  it  a 
documentary.  Once  upon  a  time,  connect- 
ing "gee  whiz"  devices  was  the  kind  of  stuff  you'd 
see  in  the  Sunday  comics  and  quickly  chuck  into  the 
"yeah  right"  file.  Fact  is,  what  was  once  just  newsprint-dot 
fantasy,  Sun  is  turning  into  dot-com  reality.  From  wristwatches 
and  cell  phones  to  stereos  and  automobiles,  our  Jini"  connection 
;chnology  will  enable  all  kinds  of  gizmos  and  appliances  to  simply 
nnect  to  the  Net  and  to  each  ether.  Based  on  Sun's  Java"  software 
tform,  Jini  technology  can  do  way  more  than  just  link  products  to  the 
:.  It  can  link  long-term  customers  to  your  business.  (Another  fantasy 
ne  true.)  Whether  you're  a  stereo  manufacturer  providing  a  monthly 
vice  so  customers  can  download  music  from  the  Net  or  a  car  company 
:ing  a  breakdown  from  a  thousand  miles  away  Jini  technology  ties  you 
)  your  customers  in  ways  that  make  typical  warranties  and  one-time 
purchases  seem  like  yesterday's  news.  Need  proof?  Ask  companies  like 
Kodak,  Philips  and  Bosch-Siemens.  They're  already  using  Jini  tech- 
nology to  kick-start  new  opportunities  that  blow  their  business 
models  way  out  in  front  of  their  competition's.  Hey,  it  may 
have  once  been  the  stuff  of  the  Sunday  comics.  lust 
make  sure  you're  the  one  who's  laughing. 
Over  and  out.  THE  NETWORK  IS 

THE  computer:- 


# 


Sun 

microsystems 


We're  the  dot  in  .com 


A  01999  Sun  MKKSfftomj,  he  AJ  ncjTib  reserved  Sun.  Sui  Mcwytiems.  U»  Sir  Logo,  Jim,  Java,  ff»  Java  CcfleeO*  Lcflo.  "»  Netwrtts  The  Compiler  art  We  raTTe  Doth  C^arelradenurteariijBttredlraiJemartedSunM^^  nlneUS  an)  offer  counties  DrtTra(^»S01999TrtAiieMedBSerWBS.iic 
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more  daring  investors  are  putting  their 
money  into  young  companies  listed  on 
the  Neuer  Markt.  Initial  public  offerings 
doubled  in  Germany  last  year,  to  78,  and 
could  almost  double  again  this  year.  Some 
new  listings  have  misfired,  but  stars  such 
as  entertainment  company  em.tv  have 
created  instant  millionaires. 

The  performance  of  Neuer  Markt 
shares  helped  end  a  longtime  shortage 
in  venture  capital  by  giving  initial  in- 
vestors a  better  way  to  cash  out.  In- 
vestment by  members  of  the  German 
Venture  Capital  Assn.,  an  industry 
group,  rose  38%  last  year.  "People  have 
seen  they  can  make  an  enormous 
amount  of  money  in  a  short  time,"  says 
Roland  Welzbacher,  partner  of  Concord 
Consulting,  a  Frankfurt-based  invest- 
ment bank  that  handles  ipos  for  smaller 
companies.  Frankfurt  stands  to  benefit 


proximity  to  the  source  of  money  may 
give  them  an  edge  in  gaining  financing. 

Take  Jens  Leinert,  33.  He  studied  law 
at  the  University  of  Frankfurt  but  chose 
to  start  his  own  Internet  company.  In 
1995,  working  out  of  his  parents'  base- 
ment, he  founded  Mails+Media,  which 
helps  smaller  businesses  sell  products  on 
the  Internet.  Located  next  to  a  beverage 
warehouse  in  the  suburb  of  Eckenheim, 
the  10-employee  company  expects  sales 
of  $543,000  this  year  and  hopes  to  be 
profitable  in  2002.  His  goal:  to  list  on 
the  Neuer  Markt  in  two  years.  "For  us, 
it's  paradise,"  Leinert  says  of  Frankfurt. 

Older  companies  are  using  this  new 
capital  to  grow  at  rates  they  wouldn't 
have  dreamed  of  a  few  years  ago.  i:FA0 
was  founded  in  1977  as  a  travel  agency 
but  has  offered  online  hotel  booking  since 
1988.  Now,  i:FAo's  Internet  booking  sys- 


Goldman,  which  dominate  mergers     jj 
acquisitions  and  big  IPOS. 

At  the  vanguard  is  the   DeutscJ 
Borse,  which  runs  the  Frankfurt  sto 
exchange  and  Neuer  Markt.  When 
Neuer  Markt  was  founded  in  1997, 
Deutsche  Borse  forced  companies  seel 
a  listing  to  issue  quarterly  earnings 
ports,  including  an  English  translatid 
The  Borse  also  insisted  that  companil 
use  international  or  U.  S.  accounting 
dards,  hold  regular  meetings  for  ar 
lysts,  and  adhere  to  voluntary  stands 
protecting  shareholders  in  case 
takeover. 

The  measures  were  revolutionary 
Germany,  where  companies  were  usd 
to  hiding  profits  with  opaque  bookkee) 
ing  and  reported  earnings  only  oncef 
year.  The  rules  built  investor  confident 
attracted  foreign  fund  managers,  ail 


as  the  premier  conduit  for  investment. 
That  flood  of  new  capital  in  turn  is 
driving  an  entrepreneurial  boom  as  tal- 
ented young  people  decide  it's  more  ex- 
citing to  design  Web  pages  and  earn 
stock  options  than  spend  decades  work- 
ing their  way  up  some  corporate  ladder. 
"That  plays  as  well  here  as  it  does  any- 
where else,"  says  Paul  M.  Achleitner, 
managing  director  of  Goldman  Sachs  & 
Co.'s  Frankfurt  office.  Optimism  about 
Frankfurt  has  prompted  Goldman  to 
boost  its  office  to  300  people  from  a 
handful  at  the  beginning  of  the  decade. 
That's  still  a  fraction  of  the  2,500  Gold- 
man employs  in  London. 
CAPITAL  ATTRACTION.  The  companies 
fueled  by  this  flood  of  new  capital  are  of- 
ten in  Bavaria  or  the  Black  Forest,  or 
scattered  across  the  country.  But  many 
are  locating  in  and  around  Frankfurt  it- 
self. There  is  no  European  Silicon  Valley, 
where  high-tech  firms  are  concentrated 
and  analysts  and  investment  bankers  can 
also  congregate.  So  some  entrepreneurs 
are  moving  to  Frankfurt  in  hopes  that 


NET. 

companies  like 
Mails+Media 
call  Frankfurt, 
"paradise" 


tern  is  used  by  companies  such  as 
Siemens.  Since  a  March  IPO,  i:FAo's  share 
price  has  tripled,  to  $61.  With  second- 
quarter  sales  of  $9.6  million,  it  has  a 
market  cap  of  $327  million. 

All  this  is  a  far  cry  from  even  a 
decade  ago,  when  Deutsche  Bank  and 
other  huge  financial  institutions  dispensed 
most  of  the  credit  for  the  German  econ- 
omy and  wielded  huge  influence.  Now, 
those  same  banks  are  frantically  recruit- 
ing investment  bankers  and  persuading 
privately  held  businesses  to  sell  shares 
rather  than  take  out  a  loan.  The  potential 
could  be  enormous.  The  market  capital- 
ization of  German  companies  is  39%  of 
gdp,  compared  with  162%  in  Britain  and 
165%  in  the  U.S.  For  now,  Deutsche 
Bank  and  other  German  banks  are  play- 
ing catch-up  with  U.  S.  firms  such  as 


helped  spark  a  fourfold  rise  in  the  Neuel 
Markt's  nemax  index  since  the  end 
1997.  Now,  the  Neuer  Markt  commam 
85%  of  the  market  capitalization  of  higl 
tech  European  issues. 

Even  reform-averse  German  polit 
cians  did  their  part  by  passing  laws 
make  financial  markets  more  transparen 
and  flexible.  For  example,  they  tight 
ened  rules  prohibiting  insider  trading 
That  boosted  confidence  in  German  ex 
changes  and  helped  German  banks  keej 
pace  with  international  peers  in  offering 
modern  investment  vehicles. 

But  it  takes  more  than  money  tl 
make  a  financial  capital.  One  of  Frank 
furt's  handicaps  is  a  reputation  for  being 
well,  boring.  Lord  Mayor  Petra  Rotl 
raves  about  Frankfurt's  pedestrian-onlj 
shopping  streets,  its  bustling  airport,  anc 
its  proximity  to  fields  and  forests.  But 
she  concedes:  "Let's  be  realistic.  We  can't 
compare  to  Paris  or  London." 

That  has  economic  consequences  be 
cause  it  makes  it  harder  for  businesses  to 
attract  young  talent.  The  rap  isn't  en- 
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JEEP  GRAND  CHEROKEE 


On  average,  95  percent  of  your  lifetime  is  spent 
indoors.  This  being  the  case,  we  who  build  Jeep 
4x4s  have  gone  to  great  lengths  to  make  the  time 
you  do  spend  out  there  downright  amazing. 

It's  why  we  equipped  Grand  Cherokee  with 
Quadra-Drive ,""*  our  most  advanced  four-wheel 
drive  system  ever.  Why  we  included  the  rock- 
hugging  fortitude  of  a  Quadra-Coil'M  suspension. 
A  4.7  litre  Power  Tech  V8  engine*  to  get  you 
over  mountain  ranges  and  such.  And,  for  obvious 


reasons,  a  very  pampering  cabin.  One  with  ameni- 
ties like  Infared  Dual  Zone  Climate  Control, 
heated*  leather-trimmed  seats,  10-disc  CD  player,* 
auxiliary  power  outlet,  and  map  lights. 

In  short,  with  such  an  exceptional  4x4,  five 
percent  of  a  lifetime  will  not  be  time  enough  out 
of  doors.  Our  point  exactly.  For  more  details,  please 
visit  www.jeep.com  or  call  1-800-925-JEEP. 


Jeep 


There's    Only   One 


'Optional.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 
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Internet-enabled 

companies  generate 

65%  more  revenue 

per  employee. 

Will  you  do 
even  better? 


The  Internet  is  changing  the  world. 

Turn  this  change  into  a  competitive  advantage  for 

your  business.  Turn  to  Cisco  Systems,  the  worldwide 

leader  in  networking  for  the  Internet. 

Test  your  company's  readiness.  Take  our 
Internet  Quotient™ Assessment  at  www.cisco.com. 


Cisco  Systems 


Empowering  the 
Internet  Generation" 
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tirely  fair,  as  nightclub  owner  Johnny 
Klinke  insists.  A  leftist  revolutionary 
turned  entrepreneur,  Klinke  is  proud  of 
his  unofficial  title  as  Frankfurt's  Lord 
Mayor  of  the  Night.  Ten  years  ago,  he 
created  the  Tiger  Palast,  an  effort  to  re- 
vive the  German  cabaret  tradition 
stamped  out  by  the  Nazis.  The  show, 
which  sells  out  months  in  advance,  fea- 
tures jugglers,  magicians,  torch  singers, 
and  other  exotic  acts  from  around  the 
world.  Guests  have  included  everyone 
from  Deutsche  Bank  CEO  Rolf  E.  Breuer 
to  Bette  Midler.  The  club's  trademark: 


tigers  that  perform  a  few  feet  from  din- 
ers— uncaged,  but  with  trainers. 

Still,  most  of  Frankfurt  grows  decid- 
edly still  after  dark.  Like  most  big  cities, 
it  has  its  seamy  side,  including  open  drug 
use  in  downtown  subway  stations  and  a 
raunchy  red-light  district  near  the  main 
railroad  station.  Critics  say  it's  too  ob- 
sessed with  money.  "It's  a  cold,  hideous 
city,"  growls  Jiirgen  Gross,  a  beefy  for- 
mer police  detective  who  writes  crime 
novels  set  in  Frankfurt  but  lives  an  hour 
away  in  rural  Solms.  "If  you  give  top 
analysts  a  choice,  they'll  choose  London 


or  Paris  rather  than  Frankfurt,"  sa 
Jean-Francois  Theodore,  ceo  and  chai 
man  of  the  Paris  Bourse. 

City  leaders  want  to  give  Frankfu 
more  zip.  "Cities  with  a  future  are  citii 
where  young  people  dream  of  going 
observes  community  leader  Friedma 
Then  again,  many  dreams  are  made 
money.  If  Frankfurt  keeps  its  lead  } 
Europe's  primary  source  of  financing  f< 
entrepreneurs,  the  boom  will  go  on 

By  Jack  Ewing,  with  Andrea  Zart 
tnert  in  Frankfurt  and  Inka  Resell  i 
Paris 


GERMANY'S  POINT  MAN  FOR  FINANCE 


Ernst  Welteke  took  office 
as  president  of  Ger- 
many's Bundesbank  on 
Sept.  1,  a  post  that  will  also 
give  him  a  voice  at  the  Euro-    * 
pean  Central  Bank  and  a 
key  role  in  setting  monetary 
policy  for  the  11  countries  in 
the  euro  zone.  The  56-year- 
old  Welteke  is  currently  pres- 
ident of  the  Bundesbank 
branch  for  the  state  of  Hesse, 
where  Frankfurt  looms  large 
as  Germany's  financial  hub. 
He  is  also  a  member  of  the 
board  of  directors  of  Finanz- 
platz,  which  promotes  Ger- 
many's financial-services  in- 
dustry. Welteke  recently 
spoke  with  Frankfurt  Bureau 
Chief  Jack  Ewing. 

Q:  Will  Frankfurt  overtake 
London  as  a  financial  center? 
A:  I  don't  think  there  will  be 
one  finance  capital  in  Europe. 
There  will  be  several  with 
different  specialties.  London 
has  fundamental  advantages, 
including  language  and  size.  I  consid- 
er it  improbable  that  Frankfurt  will 
overtake  London  as  a  financial  cen- 
ter. On  the  Continent,  there  will  al- 
ways be  competition  between  Paris 
and  Frankfurt,  and  with  smaller  fi- 
nancial centers  like  Milan  or  Madrid. 

Q:  Does  electronic  technology  present  a 
threat  to  traditional  financial  centers? 
A:  The  Internet  and  E-commerce 
mean  that  places  won't  be  as  impor- 
tant as  networks.  At  the  same  time, 
I  think  the  people  who  sift  informa- 
tion must  get  together  somewhere. 
The  fact  that  the  ecb  is  located  in 


Frankfurt  hasn't  attracted  a  lot  of 
new  banks.  But  the  information  ser- 
vice providers  have  come — news 
agencies,  rating  services Natu- 
rally, Frankfurt  will  profit  if  the 
euro  develops  further  as  a  reserve 
currency  and  investment  medium. 

Q:  Has  the  government  helped  pro- 
mote financial  markets? 
A:  In  the  past  three  years,  we  have 
had  three  capital-market  reform  laws. 
The  supervision  of  securities  trading 
through  the  prohibition  of  insider  trad- 
ing has  improved  substantially.  [But] 
we  can't  stand  still.  Other  reforms  are 


necessary,  such  as  encouraging 
pension  funds  to  promote  stock 
ownership.  Stock  ownership  in 
Germany  is  far  behind  the 
Anglo-Saxon  countries. 

Q:  What  about  measures  to  im- 
prove labor  market  flexibility? 
A:  It's  not  easy  to  get  rid  of  a 
worker  who's  no  longer  doing 
his  work  well.  Reforms  are 
necessary.  But  we  also  have  to 
be  careful  we  don't  go  too  far. 
We  can't  simply  adopt  the 
American  hire-and-fire  model. 
But  perhaps  we  should  be 
more  generous  in  making 
exceptions.  » 

Q:  Do  Germany's  high  income 
taxes  discourage  businesspeo- 
ple  from  coming  to  Frankfurt? 
A:  People  look  at  the  top  tax 
rates.  But  if  you  look  at  dis- 
posable income  and  the  cost  of 
living  and  compare  with  Lon- 
don, I  really  doubt  that  Frank- 
furt comes  out  worse. 


Q:  Can  significant  reforms  be  expect- 
ed from  the  current  government? 
A:  The  current  finance  minister 
[Hans  Eichel]  knows  the  needs  of 
the  financial  center.  Economics  Min- 
ister Werner  Miiller  has  signaled  his 
support  for  the  financial  industry. 
Whether  the  government  can  put 
through  all  the  reforms  that  are 
necessary,  we'll  see  in  the  coming 
months.  The  new  government  inher- 
ited a  huge  reform  backlog.  Crucial 
from  my  point  of  view  is  to  reduce 
the  growth  of  public  debt,  simply 
in  order  to  have  a  little  room  to 
maneuver. 
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sach  your  business  goals 

CFOVisiorf 


Your  finance  team  plays  a  pivotal  role  in  helping  your 
company  reach  its  goals... a  role  that  goes  far  beyond 
scorekeeping.  And — as  CFO — you  need  timely  and 
accurate  information  to  ensure  that  your  team — and  your 
enterprise — gain  true  competitive  advantage. 

CFO  Vision"  from  SAS  Institute  brings  you  the  software, 
the  support,  and  the  strategy  you  need  to: 

React  quickly  to  changing  business  drivers:  acquisitions, 
mergers,  and  organizational  realignments 

Visualize  your  business  from  every  angle — by  customer, 
product  line,  market  sector,  geographic  boundary,  and 
more — in  any  currency  including  the  euro 

Turn  dispersed  financial  and  non-financial  data  into 
business  information  that's  accessible  to  every  corner 
of  your  enterprise 


Put  your  finance  team  at  the 
center  of  enterprise  decision 
making  with  our  integrated 
financial  management  solution. 

Learn  more  with  our  free  guide 
and  video,  available  by  visiting 
www.sas.com/cfogoal  or  giving 
us  a  call  at  919.677.8200. 
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WHEN  CAPITAL 


GETS  ANTSY 

How  stock  churning  is  reshaping  Corporate  America 


0 


In  a  recent  Monday  morning  in 
New  York,  DoubleClick  Inc. 
Chairman  and  ceo  Kevin  O'Con- 
nor delivers  an  upbeat  pep  talk 
and  welcome  to  some  40  new  recruits  in 
a  stuffy  basement  classroom.  But  his 
greeting  also  contains  a  cautionary  ap- 
peal. "It's  very  easy  to  sit  here  and 
measure  your  success  by  the  stock 
price,"  he  says.  "But  we  want  to  make 
long-term  strategic  decisions,  even  at 
the  expense  of  the  short  term." 

In  an  era  when  option-laden  man- 
agers are  often  fixated  on  their  com- 
pany's stock  price,  O'Connor's  admoni- 
tion is  an  important  one.  As  a  super-hot 
dot.com  company  that  has  carved  out  a 
leading  position  in  Web  advertising, 
DoubleClick's  stock  has  soared,  thanks 
to  the  market's  infatuation  with  the  In- 
ternet. At  the  same  time,  though,  that 
infatuation  has  turned  DoubleClick 
stock  into  something  of  a  poker  chip 
at  a  blackjack  table.  The  average  Dou- 
bleClick investor  holds  on  to  the  stock 
for  a  mere  five  trading  lays.  The  com- 
pany's entire  float — all  the  shares  it  has 
issued  minus  those  held  by  insiders — 


changes  hands  roughly  50  times  a  year. 

DoubleClick  isn't  the  only  one.  Capital 
has  become  more  impatient  than  ever  as 
greater  numbers  of  people  view  the 
stock  markets  as  casinos.  It's  not  only 
day  traders.  Institutional  investors,  from 
mutual  funds  to  pension  funds,  are  also 
shrinking  their  time  horizons.  New  data 
prepared  for  business 
week  by  Bain  &  Co.  di- 
rector Darrell  K.  Rigby 
show  an  astonishing 
increase  in  the  speed 
with  which  shares  now 
change  hands.  Some 
76%  of  the  shares  of 
the  average  U.  S.  com- 
pany listed  on  the  New 
York  Stock  Exchange 
turned  over  last  year.  That's  up  from 
46%  in  1990  and  only  12%  in  1960. 
Through  May  of  this  year,  the  annual- 
ized rate  was  82%.  On  the  Nasdaq, 
where  more  high-flying,  high-tech  con- 
cerns are  listed,  shareholder  turnover 
is  nearly  three  times  as  high. 

So  far,  most  companies — especially 
Net  stocks — have  benefited  from  such 


The  urgency  to 

boost  stock  price 

fast  has  never 

been  greater 


churn,  largely  because  stock  prices  hs 
remained  high  despite  the  recent  o 
rection.  But  if  the  market  stalls  or 
clines,  many  observers  believe  that  i 
patient  shareholders  will  bolt,  turni 
what  would  otherwise  be  a*  normal 
treat  into  a  full  collapse.  An  exagger: 
ed  reaction  to  negative  news  can  hurl 
company's  ability  to  attract  and  ret; 
key  employees  or  use  its  stock  for  i 
quisitions.  Higher  volatility,  economii 
say,  also  raises  the  cost  of  capital. 

What  does  a  shareholder  who  holds 
stock  for  a  week  expect  from  a  comp 
ny's  management  tear 
Probably  not  a  strat 
gy  that  positions  tl 
business  for  long-ter 
success.  American  ma 
agers  have  long  b 
moaned  the  pressu: 
placed  on  them  by  W; 
Street  for  short-ter 
results.  But  as  O'Co 
nor  along  with  moi 
traditional  chieftains  knows,  the  urgem 
to  boost  stock  performance,  and  do 
hastily,  has  never  been  greater. 

That  is  why  many  in  Corporal 
America  are  taking  the  trend  seriousl 
They're  paying  vastly  more  attentic 
to  the  care  and  feeding  of  Wall  Stree 
How?  By  more  closely  monitoring  an 
managing  their  core  shareholders,  H 
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Just  so  you  know. 


100%  Internet.  PeopleSoft  applications  are  built  for  the  Internet.  We 
specialize  in  cutting  edge  eBusiness  applications— like  PeopleSoft 
eProcurement  and  PeopleSoft  eStore,  which  enable  your  employees 
and  customers  to  buy  and  sell  online,  easily  and  efficiently.  PeopleSoft 
builds  the  applications  that  help  your  company  work  on  the  Internet. 


Datamation 


Product 

of  the 

Year 
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Datamation  Product  of  the  year, 
1998  and  1999. 
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cruiting  long-term  investor 
and  strengthening  the  in- 
vestor-relations depart- 
ments   that    interact 
with  Wall  Street  and 
the   people   who   put 
their    money    into    a 
company's  stock.  Philip 
Morris  Cos.,  the  to- 


holdings  of  managers  and  employees 
who  can  be  tempted  to  make  decisions 
on  the  basis  of  what  is  expedient  in- 
stead of  what  is  critical  to  long-term 
growth.  "I've  seen  so  many  senior  exec- 
utives saying  and  doing  things 
to  deliver  short-term  good  news 
lately  that  it's  a  little  frighten- 
ing," says  Rigby,  who  has  ex- 


traced  to  a  near-all-out  focus  on  sh 
term  results,  most  analysts  agree.  Ch 
man  Albert  J.  Dunlap  actively  recru 
managers  and  investors  who  were  1< 
ing  for  a  quick  payoff  and  sacrificed 
company's  long-term  prospects  in 
process.  When  the  payoff  failed  to  : 
terialize,  Sunbeam  imploded. 
And  it's  not  just  basket  cases 


bacco  and  food  giant, 
is  now  trying  to  sign 
up  more  institutional  in- 
vestors in  Europe  be- 
cause they  tend  to  have 
longer  time  horizons 
than  those  in  the  U.  S. 
Raytheon  Co.,  the  de- 
fense and  electronics 
concern,  is  targeting  longer-term  in- 
vestors with  the  goal  of  creating  more 
stability  in  its  stock.  And  a  major  U.  S. 
chemical  company  set  a  goal  of  adding 
three  long-term  major  shareholders  to 
its  investor  base  this  year. 

A  closer  look  at  the  numbers  shows 
why  companies  are  taking  ac- 
tion. The  average  share  in 
Amazon.com  Inc.  is  now  held 
for  seven  trading  days  before 
being  sold  to  someone  else.  The      COMPANY 


"Ten  years  ago,  the  notion  that  people  would 
be.. .trading  stocks  daily  would  have  been  Wall 
Street's  version  of  The  Twilight  Zone" 


tensively  analyzed  shareholder 
turnover.  "Their  time  horizons  are  short- 
ening. They're  thinking  more  about  re- 
tiring rich  at  45  or  50  and  less  about 
the  institution  they  will  leave  behind." 

The  financial  meltdown  that  has  near- 
ly put  appliance  maker  Sunbeam  Corp. 
in   bankruptcy,   for  example,   can  be 

LONG-TERM  INVESTOR? 
ITS  ALL  RELATIVE 

AVERAGE  TIME  A  SHARE  IS  HELD 


average  share  in  Dell  Comput-  (BASED  ON  FLOAT)* 


PRICELINE.COM 
DOUBLECLICK 
AMAZON.COM 
YAHOO! 


4  days 

5  days 

7  days 

8  days 


er  Corp.  changes  hands  every 
3.7  months.  Even  Microsoft 
Corp.  shareholders  don't  hang 
around  long:  less  than  seven 
months,  on  average. 

Oh,  sure,  you're  thinking, 
these  high-tech  stocks  are  the 
darlings  of  a  new  generation      DELL  COMPUTER .3:1  ™onths. 

of  computer  jocks  who  bounce     ABERCROMBIE  &  FITCH  3.8  months 

in  and  out  of  stocks  by  the 
minute.  What  about  the  stal- 
wart blue  chips? 

Remarkably,  shareholders 
are  proving  restive  even  at 
companies  once  considered  the 
quintessential  investments  for 
the  proverbial  widows  and  or- 
phans of  yesterday.  A  share  in 
AT&T  is  now  held  an  average 
of  1.1  years,  down  from  3.1  in 
1992.  A  General  Motors  Corp. 
shareholder  stays  with  the 
company  for  just  51  weeks  on 
average,  less  than  half  the  2.1- 
year  commitment  back  in  1990. 

The  consequences  of  this 
shift  are  potentially  profound. 
As  shareholders  become  more 
ephemeral,  their  impatience 
gets  passed  along  to  the  man- 
agers of  the  companies  they 
are  trading.  That  pressure,  as 
Doubleclick's  O'Connor  ac- 
knowledges, can  be  reinforced 
by  the  stock  options  and  share 


DELTA  AIR  LINES 
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CISCO  SYSTEMS 

GILLETTE 

IDM 

WAL-MART 


6.3  months 

6.3  months 

8.5  months 

11.1  months 

13.8  months 

18.5  months 


McDonalds 
procter  &  gamble 
emerson  electric 
dell  atlantic 
coca-cola 

EXXON 

JOHNSON  &  JOHNSON 

GENERAL  ELECTRIC 


22.1  months 

25.1  months 
25.6  months 
25.9  months 
26.4  months 
29.6  months 

30.2  months 
33.1  months 


The  volume  of  shares  traded  as  a  percentage  of  the  number  of  freely  traded 
shares  In  the  hands  of  the  public,  or  shares  outstanding  minus  shares  held  by  in- 
siders and  owners  of  more  than  5%  of  the  company.  Data  based  on  trading  days. 
DATA:  DARRELL  K.  RIGBY.  BAIN  &  CO. 


Sunbeam  that  are  affected.  In  the  ml 
governance-conscious  1990s,  increaJ 
churn  can  destabilize  stronger  com| 
nies,  too.  Jittery  shareholders  are  \\V 
to  create  jittery  directors.  To  in\ 
greater  board  scrutiny  of  managemeni 
hardly  a  bad  thing.  Yet  when  some 
vestors  bail  out  of  a  stock  in  volal 
markets,  others  rapidly  follow,  and  tl 
more  lose  their  nerve.  That  kind  of  c 
cade  can  cause  hypervigilant  direct 
to  demand  a  reshuffling  of  managemi 
because  even  their  longer-term  sha 
holders  have  become  more  sensitive 
downturns  caused  by  bad  news, 
vestors  may  think  they  can  jump  back 
when  the  downside  risk  is  resolved, 
if  the  management  team  is  replaced  a| 
the  strategy  is  changed,  then  the  optir 
long-term  strategy  may  never  get| 
chance,"  believes  Rigby.        ' 
NO  ACCIDENT.  To  be  sure,  faster  sha 
holder  turnover  can  have  an  upside,  t< 
if  it's  not  carried  to  an  extreme.  For  o 
thing,  it  keeps  capital  markets  efficiei  | 
enabling  strong  companies  to  acquire 
integrate  weak  ones — especially  in  a 
ing    market.    For    another,    increasai 
volatility  keeps  managers  on  their  to< 
It  suggests  that  shareholders  are  reg  | 
larly  reassessing  their  commitment  to 
company  and  are  giving  executives  le 
room  for  idle  promises.  "What's  wroi  I 
with  a  little  pressure  for  returns?"  as 
Edward  V.  Regan,  former  New  Yo  " r 
State  comptroller  and  a  key  player  V 
institutional  shareholder  activism. 

Regan,  who  ran  New  York's  pensk    c 
funds  for  14  years  until  1993  and  is  nc !  P 
a  fellow  at  the  Jerome  Levy  Economi  ijl  Ci 
Institute,  doesn't  think  it's  an  accide  intis 
that  churn  has  risen  to  nearly  unprec 
dented  proportions  just  as  the  America ia •'■ 
economy  is  in  the  midst  of  the  longei  tile 
peacetime  economic  expansion.  "In  tiie 
late  '80s,"  he  recalls,  "executives  asked  i 
why  we  weren't  like  investors  in  Japa r 
and  Germany  who  didn't  pressure  con  8 
panies  for  short-term  results.  Look 
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the  Chinese 
web  market 
will  be  the 
second  largest 
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oducing  sina.com,  the  most  popular  Chinese-language  web  portal — 
n  nearly  1  million  registered  users  from  New  York  to  Shanghai  and 
:rywhere  in  between. 

a. com  pioneered  technology  that  allows  Chinese  speakers  around 
;  globe  to  communicate  without  software  barriers.  On  sina.com 
iy  can  do  anything  they  want  to  do  online — check  stocks,  email 
mds,  even  buy  concert  tickets. 

a. com  gets  close  to  200  million  page  views  per  month.  Just  think 
jpithe  potential.  If  you'd  like  to  reach  Chinese  consumers  in  North 
"lerica,  China,  Taiwan  or  Hong  Kong,  you  should  see  sina  too. 

'  advertising  and  partnership  opportunities  please  call  Maggie  at 
877-FOR-SINA,  email  us  at  maggie@staff.sina.com  or  visit  us 
ine  at  www.sina.com/eng. 

jurce:  International  Data  Corp. 
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Japan  now.  I  don't  want  the  CEO  to  put 
his  feet  up  on  the  desk  and  think  that 
none  of  his  shareholders  will  bother  him." 

Most  of  the  churning  today,  of  course, 
can  be  traced  to  mutual  funds,  which 
own  a  higher  percentage  of  stock  than 
ever.  Fund  managers,  who  are  constant- 
ly compared  and  judged  against 
their  peers,  are  under  unrelent- 
ing pressure  to  eke  out  the 
highest  returns  possible.  The 
result:  They  often  buy  and 
ditch  stock  daily. 

Then  there's  the  rise  in 
day  trading.   The   practice, 
which  is  spreading  like  kudzu, 
has  greatly  heightened  the 
market's  volatility — and  left 
managers    bemused.    "Ten 
years  ago,  the  notion  that  peo- 
ple would  be  sitting  in  their 
dens  trading  stock  daily  would 
have  been  Wall  Street's  ver- 
sion of  The  Twilight  Zone" 
says   James    E.    Chestnut, 
chief  financial  officer  of  Coca- 
Cola  Co.  "It  makes  it  more  challenging 
than  ever  to  manage  for  the  long  term." 

Rod  Serling,  however,  would  not  have 
to  limit  this  Twilight  Zone  episode  to 
supercharged  fund  managers  and  Inter- 
net day  traders.  Even  some  of  the  na- 
tion's largest  pension  funds  are  turning 
over  their  investments  more  quickly.  At 
the  College  Retirement  Equities  Fund's 
flagship  stock  account,  with  $119.5  billion 
in  assets  under  management,  turnover 
hit  34.6%  last  year,  up  from  only  16.3% 
in  1995.  Most  of  that  extra  turnover  is 
the  result  of  cref's  use  of  modern  com- 
puter-based analysis  and  trading  sys- 
tems that  take  advantage  of  the  short- 
term  up-and-down  movements  in  stocks. 
cref  says  the  techniques  have  helped 
boost  returns,  though  it  can't  quantify 
the  improvement. 

DATING  GAME.  As  the  exchanges  extend 
their  trading  hours  and  churn  becomes 
ever  more  prevalent,  companies  already 
are  spending  more  time  recruiting  and 
communicating  with  shareholders  willing 
to  commit  more  patient  capital.  Coca- 
Cola  and  Pfizer  Inc.  are  two  companies 
that  have  pioneered  the  field  of  share- 
holder relations  since  the  early  1990s. 
As  a  pharmaceutical  company  whose  fu- 
ture is  dependent  on  sizable  research 
and  development  investments  that  can 
take  years  to  pay  off,  Pfizer  beefed  up 
its  investor-relations  effort  to  enlist 
shareholders  who  more  clearly  under- 
stood the  company's  need  to  make  those 
long-term  bets. 

Indeed,  churning  and  the  increased 
emphasis  on  "shareholder  value  creation" 
has  helped  to  transform  the  field  of  in- 
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vestor  relations.  Once  a 
ghetto  of  the  public-relations 
iinction,  it  is  increasingly  considered 
a  strategic  tool  to  help  position  a 
company  in  the  markets.  Heads  of  IR 
departments  now  report  to  the  chief 
financial  officer  or  CEO  and  often 
command  significant  staffs  of  pro- 
fessionals trained  in  finance.  "Our 
goal  is  to  provide  stability 
in  our  stock,"  says  Barbara 
L.  Gasper,  vice-president  for  investor 
relations  at  Raytheon.  "Volatility  in  a 
stock  often  implies  uncertainty.  Stability 
and  predictability  are  things  that  in- 
vestors are  comfortable  with.  By  broad- 
ening your  shareholder  base,  that  should 
help  provide  more  stability." 

Most  executives  believe  that  high 
churn  is  a  worrisome  development  and 
are  working  to  create  a  core  of  long- 
term  shareholders  in  their  stocks.  "It 
provides  continuity  and  stability,"  says 
Robert  L.  Edwards,  chief  financial  offi- 
cer of  Imation  Corp.,  a  data-storage 
spin-off  of  3M.  "It's  in  the  long-term  in- 
terests of  all  the  stakeholders  to  have  a 

HOT  MONEY 

SHAREHOLDERS  ARE  TRADING 
THEIR  STOCKS  FASTER  THAN  EVER 
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DATA:  NEW  YORK  STOCK  EXCHANGE 

stable  shareholder  base." 
Shareholder   churn   has 
even  prompted  the  equiva- 
lent of  an  investment  dating  service 
to  help  companies  track  down  in- 
vestors with  a  sense  of  commitment. 
Thompson  Financial  Services  ana- 
lyzes investor  turnover  on  a  daily  ba- 
sis, closely  monitoring  some  1,700  in- 
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stitutional  shareholders  and  their  pa 
folios.  "We  help  companies  identify , 
stitutions  that  are  likely  to  hold  onj 
their  stocks  longer  than  a  few  minut; 
says  Richard  A.  Wines,  senior  manal 
director.  Thompson  prioritizes  the  ml 
stable  potential  investors  for  a  compa[ 
and  then  helps  to  arrange  a  match, 
tuning  the  company's  appeal  and 
ranging  meetings  to  persuade  prosr. 
tive  long-term  shareholders  to  move 
a  company's  stock. 

High  churn  can  be  especially  prd 
lematic  for  companies  that  are  in  til 
midst  of  a  major  overhaul  in  operatiol 
or  spin-offs.  "When  there  is  a  changej 
the  strategic  direction  of  the  compa 
you've  got  monster  turnover  in  sha 
holders,"  says   Charles  C.   Conawl 
president  of  cvs  Corp.,  the  $17  billi 
drugstore  chain.  Conaway  went  throu 
a  seismic  shift  when  cvs  emerged  out| 
a  major  restructuring  in  1995  of 
ville,  the  retailing  conglomerate, 
change  triggered  nearly  a  comple 
turnover  of  the  company's  shareholdd 
in  one  year,  cvs  actively  recruited  lor 
term  institutional  investors  who  woij 
better  meet  cvs'  new  growth  prof 
visiting  with   as   many   as  40   maj< 
shareholders.  "Unless  you  have  a  vei'l 
targeted  investor-relations  program  th 
communicates  your  message,  you're  gj( 
ing  to  get  into  trouble,"  says  Conawa 
At  DoubleClick,  O'Connor  doesn. 
want  his  employees — all  of  whom  1| 
stock  options — to  be  so  transfix< 
by  the  company's  shares  thiQ 
they  forget  their  overriding  mi 
sion  to  provide  solutions  to  Do  .. 
bleClick's  customers.  "We  doi 
care  about  the  stock  price  at  tl 
end  of  the  day,"  he  says.  " 
comes  down  to  solving  tl 
customers'  problems,  not  tl 
price  of  the  stock."  At  a  tin 
when  churning  seems  endemi 
it  is  a  message  that  more  chie 
tains  need  to  deliver. 

By  John  A.  Byn 
in  New  Yor 


i  v    i  iik  f     *Si  liBI 


:      »Kis 


iir.i  in! 

.11*1    ' 


||  Ills  H«  5«S  H,i  ' 
|i  ISIS  IHI  !SSS  SSS8  ' 

-  --'-  .ill  ■■■■  i;>;  i 


Your  server  is 
[your  warehouse. 

Is  it  working 
around  the  clock? 


It  better  be,  so  nearly  all  Compaq  enterprise-level  servers 
deliver  99.99%  availability,  up  to  99.999%  in  some  cases. 
That  applies  to  our  storage  systems,  too.  In  fact,  it's  one 
reason  Compaq  is  the  enterprise  storage  leader,  outselling 
#2  IBM  by  $1.5  billion.  Truth  is,  24/7  access  to  data  is  now  a 

ii  deal  need,  not  just  to  your  people,  but  to  your  public.  For  example,  bamesandnoble.com" 
ow  riding  a  380%  annual  growth  curve  partly  because,  since  their  system  was  installed 

l|*/98),  there's  been  no  significant  downtime.  It's  a  Compaq  NonStop'e-Business  Solution, 
d  it  was  implemented  in  record  time  by  nonstop  Compaq  people.  To  learn  more,  visit 

fj vw.compaq.com /warehouse,  contact  your  reseller  or  call  1-800-AT-COMPAQ. 
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ipaq  StorageWorks 

iss  multi-vendor  IT  infrastructures, 
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COMPAQ.   Better  answers. 
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BUST 

Can  traditional  media  hitch 
onto  the  Internet  rocket? 


On  the  surface,  it  was  oh-so- 
ehummy.  A  Wednesday  night  in 
July,  with  the  attendees  of  in- 
vestment bank  Allen  &  Co.'s 
annual  media  mogulfest  sipping 
cocktails  and  scarfing  hors  d'oeuvres 
on  the  terrace  of  a  rustic  lodge  in  Sun 
Valley,  Idaho.  Dressed  in  variations  of 
country  chic  were  the  likes  of  Viacom's 
Sumner  M.  Redstone,  Liberty  Media's 
John  C.  Malone,  Yahool's  Jerry  Yang, 
and  Amazon. corn's  Jeffrey  P.  Bezos. 

But  make  no  mistake,  there  was  ten- 
sion in  the  crisp  mountain  ah- — the  ten- 
sion of  media  barons  who  have  spent 
decades  building  powerful  empires,  sud- 
denly sharing  the  spotlight  with  Inter- 
net arrivistes  who  had  amassed  fortunes 
(albeit  largely  on  paper)  rivaling  theirs 
in  a  few  short  years,  even  months.  In- 
deed, the  obsession  among  media  play- 
ers at  the  end  of  the  20th  century  is  the 
race  among  "old"  and  "new"  media  to 
rule  the  Web.  "Everyone's  wandering 
around  here,  trying  to  find  the  Promised 
Land,"  says  veteran  media  investor  Lar- 
ry Haverty  of  State  Street  Research. 

Never  mind  wandering.  At  times,  it 
seems  more  like  the  mosh  pit  at  Wood- 
stock '99 — a  lot  of  bouncing  around  but 
little  sense  being  made.  Just  a  sampling 
of  recent  activity:  Walt  Disney  Co.  an- 
nounces plans  to  buy  the  57%  of  Infoseek 
Corp.  it  doesn't  already  own  and  create 
a  Web  unit  tied  to  its  Go  Network  por- 
tal. Time  Warner  and  Sony  team  up  to 
buy  CDnow,  creating  the  biggest  online 
music  seller.  USA  Networks  acquires  Mi- 
crosoft's Sidewalk.com  city  sites  to 
merge  with  its  Ticketmaster  Online- 
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CitySearch.  Rupert 
Murdoch's  News  Corp. 
launches  a  Web  ven- 
ture-capital arm, 
while  ens  takes  its 
umpteenth  big 
stake  in  a  Net  company,  Med 
scape.  Meanwhile,  Web  titans  Yahoo! 
and  America  Online  separately  hold 
talks  with  cable  giant  AT&T  in  hopes  of 
hitching  on  to  its  high-speed  Net  ac- 
cess pipe  and  related  assets. 
OLIGOPOLY.  Don't  expect  the  gyrations 
to  end  anytime  soon.  With  the  Web's 
rampant  growth  and  the  nascent  move 
to  high-speed  broadband  links  that  will 
bring  on  the  vaunted  convergence  of  TV 
and  Pes,  the  Net  is  shaking  up  the  me- 
dia giants'  hard-fought  oligopoly.  Says 
Michael  J.  Wolf,  head  of  the  media  prac- 
tice at  consultant  Booz,  Allen  &  Hamil- 
ton Inc.:  "While  traditional  media  com- 


panies are  slowly  pushing  their  way  o  fafa 
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line,  Internet  companies  are  going  aft 
the  revenues  that  come  from  the  mec 
business 

As  a  result,  media  companies  are  in: 
mad  scramble  to  overtake  or  at  the  ve 
least  form  alliances  with  Web  rivals, 
ter  all,  their  online  competitors  boa 
powerful  stock  valuations,  global  reac  KlK. 
and  a  range  of  services — from  au  jijar 
tions  to  instant  messaging — that  \  iT,_- 
far  beyond  traditional  offerings.  >  d  t 
two  media  strategies  are  alike  (tab!  jv  i 
page  80):  Some  think  portals  are  tl  K 
way  to  go.  Others  believe  that  ii 
teractive  TV  will  be  the  Web's  ultj 
mate  "killer  app." 

For  now,  the  media  moguls  aj  |e 
confident — publicly,  at  least — th£  fo 


y 
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Lheir  existing  content  will  ensure 
?aW:m  prominence  in  the  wild  new  dig- 
raerj  world.  Says  Disney  CEO  Michael  D. 
tier:  "When  the  choices  become  vast, 
reiftj  only  things  that  will  matter  are 
leu  id  names."  News  Corp.  Chairman 
il  -doch  envisions  a  "Fox  World"  based 
i  lis  sports,  news,  and  entertainment 
inels  that  will  give  his  TV  audience  a 
iliar  place  to  go.  "The  danger  of  the 
•met  is  total  confusion,"  says  Mur- 
1.  "That's  why  I  think  there  will  cer- 
ly  be  leading  sites  and  leading  posi- 
is."  Redstone,  whose  Viacom  Inc. 
dudes  the  MTV  and  Nickelodeon  ca- 
suM  channels,  predicts  that  "in  five  years, 
.n  guarantee  you,  we  will  have  done 
$»J;he  Internet  what  we  did  in  cable." 
Jut  can  the  media  moguls  really 


"* 


recreate  the  Web 
in  their  own  image?  The  rapid 
success  of  Web  newcomers  is  eerily 
reminiscent  of  the  rise  under  the  Big 
Three  networks'  noses  of  niche  cable 
channels  such  as  CNN  and  espn. 
Already,  there  are  small  signs 
of  erosion  in  TV  viewing  as 
people  log  on.  "A  few  years 
ago,  there  wasn't  an  Ama- 
zon, and  now,  it's  one  of  the 
most  powerful  brands  in  the 
Internet  world,"  says  Robert  A. 
Iger,  the  ABC  Group  chairman  who 
also  oversees  Disney's  international  op- 
erations. "That  has  to  scare  the  heck 
out  of  any  media  company." 

And  Big  Media's  Web  efforts  have  fall- 
en short  before,  such  as  Murdoch's 
mid-'90s  bid  to  create  an  aol 


SCRAMBLE 

Media  moguls 
and  Web 
titans  are 
jockeying  to 
shape  the 
online  world 

ROCKETEERS:  (Clock- 

wisefrom  top  left)  Mi- 
crosoft's Bill  Gates,  USA 
Networks'  Barry  Diller, 
CBS'  Mel  Karmazin,  Time 
Warner's  Gerald  Levin,  Yahoo'.'s 
Jerry  Yang,  AOL's  Steve  Case,  NBC's 
Robert  Wright,  News  Corp.'s  Rupert 
Murdoch,  Viacom's  Sumner 
Redstone,  and  Sony's  Nobuyuki  Idei 

and  Time  Warner's  ill-fated  Pathfinder 
magazine  site.  Add  to  that  the  fact  that 
top  Web  players  have  the  currency  to 
buy  up  media  assets  such  as  TV  networks. 
So  far,  they  haven't  made  a  major  ac- 
quisition yet,  preferring  to  draw 
largely  on  other  media's  offer- 
ings when  it  comes  to  informa- 
tion or  entertainment.  "Media  is 
a  part  of  what  we  do,  but  we're 
a  lot  bigger  than  a  media  com- 
pany," says  AOL  President  Robert 
Pittman.  (An  MTV  founder,  Pittman  has 
been  known  to  call  up  Viacom  Vice- 
Chairman  Thomas  E.  Dooley  and  greet 
him  with:  "Hey,  Tom,  how's  the  Rust 
Belt?"  To  which  Dooley  has  been  known 
to  reply:  'Well,  we're  just  making  money 
here — you  ever  try  that?") 

Equally  daunting  is  the  global  reach  of 
the  online  giants.  Disney,  News  Corp., 
and  other  media  titans  circle  the  globe, 
locking  up  local  distribution  deals  to  as- 
sure their  prominence  on  TV  screens.  But 


Media 


they  don't  come  close  to  Yahoo!  in  at- 
tracting audiences  online.  The  four-year- 
old  portal  already  has  more  than  80  mil- 
lion users  worldwide,  with  dedicated 
services  in  18  countries  and  12  languages. 
Yahoo!  also  boasts  more  than  2,700 
advertisers  on  its  portal,  while  AOL 
maintains  a  commanding  lead  in  selling 
Web  access,  at  19  million  subscribers 
and  growing.  Indeed,  nearly  40%  of  the 
time  Americans  spend  online  is  on  aol- 


controlled  sites.  "You  can't  buy  the  de- 
livery route,"  says  Timothy  A.  Koogle, 
Yahool's  chairman  and  ceo.  "And  that 
gives — with  good  reason — traditional 
media  companies  some  pause." 

Those  lagging  in  the  cyberspace  race 
can  take  comfort  in  the  knowledge  that 
it's  still  early.  Communications  consul- 
tant Francis  O.  Mclnerney  of  North 
River  Ventures  Inc.  in  New  York  notes 
that  newspapers  failed  to  control  the 


broadcasting  business,  and  then 
guarantee  that  early  Web  lead* 
which  feature  mainly  text  and  ima^ 
will  make  the  transition  to  full 
Fresh  from  his  Web-obsessed  schmJ 
fest,  Allen  &  Co.  cko  Herbert  A.  I 
says:  "There  has  never  been  a  tin 
business  history  when  there  has 
such  a  potent  force  that's  so  indes 
able  and  inconclusive." 

According  to  Jupiter  Communica 
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THE  CYBERSPACE  RACE 

How  old  and  new  media  are  scrambling  to  control  the  Web 


PORTAL  Q       CONTENT  Q     DISTRIBUTION  E-COMMERCE* 


ENTERTAINMENT  GIANTS 


"<r+>YiSAlro5  ^®  Michael  Eisner  has  invested  heavily 
^-^         if  in  trying  to  beat  Internet  portals  at  their 
own  game.  So  far,  Disney's  Go  Network  is  the  fifth-most 
visited  site.  It  has  great  assets  such  as  ABC  and  ESPN, 
but  online  leadership  and  direction  n*smw 

are  unclear.  BBDC3I 


TIME  WARNER 


CEO  Gerald  Levin  is  shaping 
hundreds  of  Web  sites  into  five 


"hubs":  sports,  news,  entertainment,  business,  and 
women.  He  is  betting  that  his  content  will  prevail  and 
that  he  can  attract  a  huge  Internet  audience  through 
his  cable  holdings.  But  is  his  empire 
too  unwieldy? 


B    BOO 


VIACOM 


CEO  Sumner  Redstone  vows  Viacom 
will  do  on  the  Web  for  children  and 
teens  what  it  did  on  cable  TV  with  Nickelodeon  and 
MTV.  Already,  MTV.com  is  the  most-visited  music  site, 
but  with  digital  downloading  of  songs  and  videos,  music 
is  shaping  up  to  be  one  of  the  Web's 
most  competitive  areas. 


BG30 


4*t  x T  ^  ,.        Rupert  Murdoch  is 

m  News  Corporation  bettmg  that  his  Tv  Gujde 

Inc.'s  interactive  programming  guides  will  evolve  into  a 
major  portal  when  TVs  and  PCs  converge.  Elsewhere, 
he's  playing  catch-up,  including  starting  a  $300  million 
venture  capital  arm  for  Web  invest-  rarar 

ments.  IS  US  I 


NETWORK  POWERHOUSES 


^M       NBC  Following  a  big  hit  with  MSNBC,  the  net- 

-  ^  work  hopes  to  build  Snap.com  into  a  leading 
portal  and  use  its  new  Web  stock,  NBCi,  to  make  more 
deals.  So  far,  it  is  the  best-positioned 
network  for  the  new  world. 


□  B 


®CBS  After  CBS  hit  the  Web  stock  jackpot  by 
trading  promotion  for  stakes  in  CBS  MarketWatch 
and  CBS  Sportsline,  CEO  Mel  Karmazin  has  snapped 
up  about  a  dozen  new  dot. corns  this  year.  So  far,  how- 
ever, online  efforts  don't  tie  directly 
into  CBS's  programs  in  a  big  way. 


0 


INTERNET  STOCK  1      PROMOTIONAL  CLOUT  GLOBAL  REACH 


E-PEDDLERS 


USAB^s,    CE0  Barry  Diller's  shifting  master 

n  e  t  w~~o"T~R    plan  combines  traditional  media  assets! 

(cable  channels,  TV  stations)  with  interactive  business] 

es  such  as  Home  Shopping  Network  and  Ticketmaster.l 

After  the  abandoned  Lycos  bid,  he's  looking  for  anothe| 

big  portal  or  traditional  network 

to  drive  traffic.  BQ 

ciOTM^v"  ^s'c'e  *rom  '*s  c'ea'  w'*n  ~^me  Earner  H 

^^"'■^  *  buy  music  site  CDnow,  Sony  has  shied  | 
from  big  Web  deals.  But  it  may  actually  have  a  money- 
spinning  business  model  on  its  hands 
with  its  popular  online  games.  B 


Bertelsmann 


A  partner  with  AOL  in  Europe,  the 
company  also  has  a  large  stake  i 
barnesandnoble.com  to  go  with  its  huge  book-publish- 
ing unit.  Its  large  music  group  is  linked  with  Seagram 
in  GetMusic.com.  It  wants  to  eliminate  the  middle 
man,  but  its  online  retail  sales  __. 

acumen  is  unproven.  taint 


ONLINE  HEAVYWEIGHTS 


A  AMERICA  ONLINE  The  world's  No.  1  online  ser 
vice  boasts  revenue  from  subscriptions,  adver- 
tising, and  E-commerce.  And  its  market  cap  is  still 
$100  billion.  AOL's  big  challenges  are  lack  of  original 
content  and  competition  from  high- 
speed  cable  networks.  H 


^XHOOF 


1 


With  more  than  80  million  users 
worldwide,  Yahoo!  offers  a  broader 
array  of  services  and  information  than  most  anyone. 
Lacking  content  and  broadband  distri-  _      n 

bution,  it  may  have  to  take  on  new  partners.  i"^U- 


Microsoft 


Though  lagging  behind  AOL,  Mi- 
crosoft has  been  beefing  up  its  MSN 
portal,  most  recently  with  instant  messaging.  Plus  it 
has  sites  for  just  about  everything  and  has  invested  in 
broadband  cable.  Bill  Gates's  jugger-  . 

naut  can  never  be  counted  out.  B      B 


*E-commerce  as  a  major  feature  of  strategy 
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Demand  digital,  analog  and  video  gold 

with  PC  Magazine's  Golden  Gavel  Aw. 
winner,  the  ViewSonic  VP151  ViewPar  i 
PC  Magazine  presents  this  award  to  the 
company  that  delivers  the  most  innovative 
technology  during  their  Editor's  Day  Tour' 
ThenewVP151  andVP181  introduce 
Optisync™  technology,  designed  to  deliver 
superior  digital  and  analog  capabilities. 
Compatible  with  DVI  technologyt,  these 
ViewPanels  are  technical  marvels. 

The  newVP151  and  VP181  are  USB 
compliant  and  capable  of  picture  in 
picture  video  overlay  They  set  the 
standard  for  office  ergonomics  with  swivel, 
tilt,  height  adjustment  and  landscape  / 
portrait  functions.  Both  ViewPanels  contain 
two  integrated  speakers  and  are  wall 
mountable.  With  all  these  features,  it's  easy 
to  put  ViewSonic  on  top! 

•  ViewSonic  offers  the  #1  best  selling 
monitors  and  flat  panel  displays  in  the  USA** 

•  ViewSonic  has  won  over  550  prestigious 
industry  awards  to  date 

•  3-year  warranty  on  parts,  labor  and  backlight 

•  24-hour  customer  service,  7  days  a  week 

For  more  information  on  the  company 
that's  won  over  550  industry  awards,  call 
ViewSonic  at  (800)  888-8583,  or  visit  our 
website  at:  www.ViewSonic.com/busweek/ 


PC  Sold  Separately) 


(800)  888-8563  •  Specilicalions  subiecl  lo  change  without  notice  •  Copyright  ©  1999.  ViewSonic  Corporation  •  Alt  fights  reserved  •  Corporate  names  and  trademarks 

1  Iheti  respective  companies  •  Intel  and  Intel  Inside  are  registered  trademarks  ol  Intel  "Newport  Beach-June  1999  tOVl  cable  required  •  "Stanford 
Resources.lnc  Guarteily  Momtrak  report  Qi  "99  and  Display  Search  Quarterly  Supply  vs  Demand  study  LCD  Monitors  02  99  •  Pivot®  and  the  Pivot  Enabled™  logo  are 
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the  Web  accounted  for  only  $1.8  billion, 
or  1.2%,  of  the  $156  billion  spent  on 
overall  advertising  last  year.  By  2002, 
Jupiter  expects  Web  advertising  to  jump 
to  $7.7  billion,  or  4%  of  overall  spending, 
as  more  Americans  go  online.  But  ads 
are  only  part  of  the  story.  A  bigger 
game  may  be  the  $250  billion  direct- 
marketing  business  and  the  virtually 
endless  prospects  for  E-commerce.  Web 
direct  marketing  is  young  but 
growing,  with  sales  expected 
to  rise  from  $190  million  in 
1998,  to  $353  million  this  year 
and  $1.3  billion  by  2002. 
REVIVAL.  Already,  though,  the 
Web    has    proved    a    mixed 
blessing  for  media  companies. 
While  it  threatens  established 
businesses  with   everything 
from  pirated  music  to  online 
classified    ads,    it    has    also 
shown  it  can  breathe  life  into 
what  were  considered  fading 
markets.  Murdoch  folded  his 
unexciting  7V  Guide  magazine 
into  an  interactive  onscreen 
guide  business  with  Malone. 
News  Corp.  has  since  seen  its 
investment    increase    by    as 
much  as  $1  billion  in  stock 
market   value.   In  a  similar 
vein,  by  emphasizing  its  trans- 
actional   acumen,    ISA    Net- 
works Chief  Barry  Diller  has 
elevated  Wall  Street's  view  of 
his  Home  Shopping  Network 
from  declasse  to  cutting  edge. 
Meanwhile,  even  as  net- 
work TV  audiences  continue 
to  decline,  that  business  is 
enjoying  a  kind  of  revival  as 
CBS    and    nbc    demonstrate 
that  their  promotional  heft 
can  drive  their  still-big  audi- 
ences to  Web  sites  they  hold 
stakes     in — such     as     cbs's 
SportsLine  USA.  And  nbc  has 
deliberately  favored  a  low- 
tech,   touchy-feely  ad  cam- 
paign    to     pump     up     its 

Snap.com  portal,  recognizing  Barry  Diller  chat  in 

that  70%  of  Americans  are   cu^  Vallev 


starting  point  would  you  rather  have?" 
At  the  same  time  that  media  compa- 
nies have  been  expanding  their  Web 
presence,  they  have  been  boosting  their 
forays  into  interactive  TV.  Using  digital 
technology  and  new  cable  boxes  (rather 
than  PCs  and  browsers),  some  couch 
potatoes  are  already  able  to  order  shows 
on  demand,  shop,  and  get  on  the  Net 
via  such  devices  as  Microsoft's  WebTV. 


OLD  GUARD  CEOs 

CBS'  Mel  Karmazin 
and  USA  Networks' 


not  yet  online.  "This  isn't 
about  the  aol  people,"  says  nbc  ceo 
Robert  C.  Wright.  "It's  about  taking  a 
percentage  of  the  new  joiners." 

Moreover,  for  some  companies,  such 
as  Disney  and  Time  Warner,  selling  mer- 
chandise and  services  is  already  an  arm 
of  their  businesses.  "Everybody  talks 
about  old  media's  transition  to  new  me- 
dia, but  Yahoo!  has  to  'transition'  just  as 
much  as  I  do,"  says  Richard  J.  Bressler, 
chairman  and  ceo  of  the  newly  created 
Time  Warner  Digital  Media.  "So  what 


"Interactive  TV  is 
where  we  start  to  have 
home-court  advantage," 
says  Thomas  S.  Rogers, 
president  of  nbc  Cable 
and  the  network's  chief 
Web  strategist.  "It's 
one  thing  to  use  your 
PC  to  dial  up  Amazon.com.  It's  another 
when  you're  watching  the  Today  show 
and  an  author  has  just  been  inter- 
viewed, and  you  click  on  an  icon  and 
order  the  book." 

Disney  is  also  conjuring  just  such  a 
future.  At  its  "telefusion"  lab  located  in 
a  string  of  warehouses  in  Glendale, 
Calif.,  focus  groups  play  with  a  TV 
rigged  to  a  supercomputer.  Here  they 
can  watch  a  simulated  segment  of  Good 
Morning  America  featuring  chef  Wolf- 


gang Puck.  The  viewers  can  freeze 
show,  go  online,  and  print  a  d 
of  his  recipe,  or  buy  related  prodi 
instantly. 

Not  to  be  outdone,  both  Yahoo! 
AOL  have  been  working  toward  add 
video  to  their  arsenals,  most  nota 
through  the  recent  acquisition  by 
hoo!  of  Broadcast.com.  And  aol 
long  been  planning  its  own  TV  gi2 
that  could  let  subscrib 
watch  shows,  chat  on  the 
screen  with  friends  about 
and  buy  the  book  install 
bypassing  Amazon.com  or 
networks'  direct-sales  effo 
altogether. 

To  keep  up,  some  com 
nies,  such  as  usa  NetWoi 
and  nbc,  have  set  up  Int 
net  subsidiaries  in  hopes 
creating  higher-valued  "c 
rencies"  to  gobble  up  otl 
Web  businesses,  cbs  and  \ 
com  have  also  said  they  p 
Web  stock  issues,  and  e\ 
Microsoft — no  slouch  in  t 
valuation     department — 1 
been  considering  a  tracki 
stock  for  its  Web  business* 
Another  imperative  for  n 
dia  companies  to  create  "W 
currency"  is  to  quell  the  strei 
of  media  types  leaving  for  W 
riches.  Disney  has  lost  a  do2 
senior  online  folk  including 
top  exec,  Jake  J.  Winebau 
But  companies  also  face  t 
prospect  of  water-cooler  revo 
if  a  new  class  of  "dot.coi 
workers  gets  rich  options  wh 
the  rest  are  compensated  ti 
ditionally.  "That  is  a  very  tou 
issue  for  media  companiei 
says  Lehman  Brothers  Inc.  i 
alyst  Larry  C.  Petrella. 
So  far,  no  one  is  panicking.  As  at  S 
Valley,  everyone  is  talking  to  everyor 
smiling,  doing  deals  that  might  gi' 
them  a  leg  up — or  at  least  jack  tht 
stock  nicely.  "This  is  the  Cambrian  e 
plosion  550  million  years  ago,  when  mi 
ticelled  life  first  appeared  on  the  scen< 
says  Amazon's  Bezos.  "It  was  the  gres 
est  speciation  ever  seen,  but  it  w, 
also — which  people  forget — the  gres 
est  rate  of  extinction  ever  seen.  We' 
going  to  see  all  kinds  of  ideas  tried,  ai 
the  majority  of  them  are  probably  goii 
to  fail."  And  when  it  comes  to  medu 
cyberspace  race,  the  dinosaurs  arer 
giving  up  without  a  fight. 

By  Ricfiard  Sikios  in  New  York,  wi 
Linda  Himelstein  in  San  Mateo,  Call 
Ronald  Grover  in  Los  Angeles,  ai 
Catfierine  Yang  in  Washington 
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THE  WINNER 

OF  THE  1999  BTA 

"DIGITAL-CONNECTED 

PRODUCTS" 

AWARD  IS  SAVIN. 


Inc. 


(Sorry  Xerox,  there's  always  next  year.) 

The  people  who  know  digital  office  equipment  the  best  -  the  members  of  the  Business 
Technology  Association  -  must  really  like  us  a  lot.  After  all,  last  year  they  voted  Savin  Manufacturer 
of  the  Year.  And  now  they've  awarded  us  top  honors  for  our  digital-connected  products. 

Which  only  proves  what  we've  been  saying  all  along.  That  at  Savin  we  offer  some  of  the  best 
document  handling  solutions  around.  With  a  full  line  of  the  fast,  connectable,  multi-functional 
digital  imaging  systems  today's  networked  offices  demand.  Backed  by 
smart,  highly-trained  Savin  professionals  willing  to  do  whatever  it  takes 
to  give  you  the  service  you  deserve. 

To  find  out  more  about  Savin's 
award-winning  black  &  white  and 
full-color  digital  imaging  solutions, 
contact'us  at  1-800-234-1900  or 
www.savin.com. 


sai/in 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER* 

SAVIN  CORPORATION.  333  LUDLOW  ST..  STAMFORD.  CT  06904 
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1899  CHANNELS  CHOICE  AWARD 
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TREAD 

CAREFULLY 


Only  a  year  ago,  emerg- 
ing markets  were  tak- 
ing a  beating.  Asia 
seemed  nowhere  near 
struggling  out  of  its  fis- 
cal crisis,  and  the  Asian  flu  had 
infected  Latin  America.  The 
coup  de  grace  came  in  August, 
when  Russia  defaulted  on  a 
portion  of  its  debt.  At  the  first 
anniversary  of  the  crisis,  the 
world  looks  quite  different.  As 
a  group,  emerging  markets 
have  far  outpaced  many  U.  S.  indexes  lately,  rising 
nearly  70%  since  last  August.  Some  pundits  say  even 
more  gains  he  ahead.  But  these  markets  are  not  for  the 
faint  of  heart.'  Although  several  Asian  economies  are  on 
the  mend  and  Latin  America  boasts  cheap  valuations, 
history  has  proved  emerging  economies'  stock  markets 
to  be  wildly  erratic.  Says  Standard  &  Poor's  Corp.  se- 
nior analyst  David  C.  Masters:  "The  nature  of  emerging 
markets  is  that  they  are  highly  volatile." 

Indeed,  unless  you  have  the  discipline  to  plunge  in 
when  markets  are  in  crisis  and 
bail  out  when  they're  back  in 
favor,  you're  unlikely  to  make 
money  in  the  long  run. 
"Emerging  markets  force  you 
to  be  a  contrarian  investor," 
says  Joe  Rooney,  London-based  global  investment  strate- 
gist at  Lehman  Brothers  Inc.  Being  an  active  trader,  of 
course,  flies  in  the  face  of  the  advice  of  many  emerging- 
market  fund  managers,  who  insist  that  investors  need  to 
ride  out  downturns  and  exercise  patience.  But  a  look  at 
how  emerging-market  bourses  have  performed  over 
the  long  term — and  how  investors  have  fared  in  emerg- 
ing-market mutual  funds — suggests  that  Rooney's  op- 
portunistic approach,  rather  than  the  conventional  buy- 
and-hold,  may  be  the  wisest  strategy. 

For  example,  say  you  jumped  aboard  Templeton  De- 


Emerging  markets 
offer  plenty  of 
promise,  but  you'd 
better  know  when  to 
buy-and  when  to  bolt 
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veloping  Markets  A,  a  respect- 
ed pioneer  among  emerging- 
market  funds,  at  the  end  of 
1998.  Through  Aug.  30,  you'd 
be  up  a  tidy  25.34%  in  1999, 
beating  the  Standard  &  Poor's 
500-stock  index  by  nearly  17 
percentage  points.  But  if  you 
were  a  long-term  investor  in 
the  fund,  you'd  be  wondering 
why  you'd  ever  bothered  buy- 
ing in.  Its  average  annual  re- 
turn over  the  past  three  years 
has  been  a  meager  0.05%,  vs.  28.65%  for  the  s&P.  Over 
five  years,  its  average  annual  return  has  been  only 
0.93%,  24  percentage  points  less  than  the  U.  S.  index.  If 
you  adjust  the  fund's  returns  to  highlight  the  extra 
risk  in  emerging  markets'  extreme  volatility,  the  com- 
parison grows  even  worse. 

BIG  DROP.  You  need  to  be  a  sharp-eyed  trader  in 
emerging  markets  partly  because  corporate  funda- 
mentals can  be  less  important  than  local  economic 
and  political  conditions.  But  even  pros  have  gotten 
badly  burned.  Conservative 
investors  have  gotten  the 
message  that  emerging  mar- 
kets are  tough  going.  The 
amount  of  money  flowing  to 
such  markets  from  pension 
funds  and  other  institutional  investors  fell  to  $1.6 
billion  in  1998  from  $3  billion  in  1997,  and  to  just 
$0.6  billion  through  this  summer,  according  to  Ea- 
ger Manager  Advisory  Services,  a  firm  in  Louisville, 
Ky.,  that  tracks  institutional  money  flows. 

More  than  ever,  therefore,  investors  must  be  choosy. 
Although  emerging  markets  in  the  past  often  moved  as 
a  group,  they  now  increasingly  chart  their  own  courses. 
Widely  varying  economic  programs  and  political  agendas 
are  dictating  sharply  different  market  performances. 
For  example,  even  as  some  Latin  American  markets 
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struggle  with  recession  and  political  uncertainty,  many  Asian 
markets  are  rocketing  higher.  "International-  investors 
need  to  be  more  discriminating,"  says  W.  Travis  Selmier  II,  a 
portfolio  manager  with  USAA  Investment  Management  Co.,  a 
San  Antonio-based  money-management  firm  serving  U.  S. 
military  personnel. 

Access  to  the  emerging  markets  has  gotten  easier  in  the 
past  several  years.  Many  large  companies  list  American  de- 
positary receipts  on  U.  S.  markets,  and  so-called  global  de- 
positary receipts  often  trade  on  major  European  exchanges. 
For  less  widely  traded  stocks,  investors  need  to  contact  spe- 
cialist firms  or  bro- 
kers who  can  ob- 
tain shares  for 
them  in  local  mar- 
kets. Of  course, 
this  may  force  you  to  put  up  with  hassles,  including  currency 
conversion  and  corporate  disclosure  documents  in  local  lan- 
guages. An  easier  way  is  to  buy  shares  in  mutual  funds  that 
focus  on  emerging-market  stocks.  Matthews  Korea  Fund, 
for  instance,  is  up  87.5%  so  far  this  year,  mirroring  the  broad 
recovery  in  Asian  markets. 

For  the  coming  year,  at  least,  Asia  continues  to  look  like  a 
smart  bet,  even  though  markets  are  not  moving  in  sync. 
While  South  Korean  stocks  have  soared  on  hopes  that  the 
government  has  finally  stopped  propping  up  the  inefficient 
chaebol,  political  instability  has  clouded  Indonesia's  markets. 

Sheila  H.  Coco,  who 
manages  institutional 
global  equity  accounts  at 
Fiduciary  Trust  Co.  in 
New  York,  thinks  Asia, 
including  China,  should 
grow  by  4%  over  the 
next  year  or  so,  with  cor- 
porate earnings  rising 
15%.  While  high  valua- 
tions in  many  Asian  mar- 
kets indicate  "a  lot  of 
good  news  has  already 
been  factored  in,"  Coco 
says,  there  still  are  com- 
panies that  can  "surprise 
you  on  the  upside."  She 
cites  Development  Bank 
of  Singapore,  which  re- 
cently delivered  higher- 
than-expected  earnings 
for  the  first  half. 
CHINA  PLAY.  Even  in  up- 
beat markets,  it  pays  to 
be  picky.  Worried  that 
valuations  of  many  Hong 
Kong  stocks  may  be  out- 
stripping the  tepid  econ- 
omy, some  analysts  urge 
investors  to  stick  with 
companies  tied  to  growth 
in  mainland  China.  One 
example  is  Guangdong 
Kelon  Electrical  Holding 
Co.,  a  refrigerator  maker 
that  boasts  the  top  mar- 
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A  Shopping  List  for 
Intrepid  Investors 


COMPANY/ 
COUNTRY 

STOCK  PRICE** 

DOLLARS 

PRICE-EARNINGS 
RATIO 

ASIA 

DEVELOPMENT  BANK  OF  SINGAPORE* 

$45 

61.82 

GUANGDONG  KELON  ELECTRICAL 

holding  Hong  Kong 

1 

11.29 

pohang  iron  &  steel  Korea* 

36 

17.69 

Samsung  electronics  Korea 

34 

81.59 

EMERGING    EUROPE 

elektrim  Poland 

12 

673.33 

gedeon  richter  Hungary 

50 

14.64 

orbis  hotel  group  Poland 

8 

17.90 

LATIN 

AMERICA 

GRUPO  FINANCIERO  BANORTE  MeXiCO 

1.20 

15 

COCA-COLA  FEMSA  Mexico 

1.50 

21.06 

masisa  Chile* 

10 

10.22 

distribucion  y  servicio  Chile 

16 

30.20 

MIDEAST 

AND 

AFRICA 

eci  telecom  Israel 

28 

11.93 

al-ahram  beverages  Egypt 

31. 

10 

profurn  South  Africa 

75 

13.83 

palabora*  South  Africa 

8 

0.06 

'American  depositary  receipts  **As  of  Aug.  30 

DATA:  BUSINESS  WEEK,  BLOOMBERG  FINANCIAL  MARKETS 

ket  share  in  China  and  is  trading  at  just  slightly  more  i 
its  book  value.  "It's  a  play  on  middle-class  consumpti 
says  Angus  J.  Tulloch,  an  Edinburgh-based  portfolio  ma 
er  with  the  $4.8  billion  mutual-fund  partnership  Bab 
Stewart  Ivory  International. 

Winning  in  the  more  volatile  markets  means  keepir 
close  eye  on  local  conditions.  For  example,  some  Ini 
stocks  may  seem  like  bargains — even  after  the  market 
soared  this  year.  But  India's  worsening  military  tens 
with  Pakistan  and  its  high  fiscal  deficits  are  prompting  a  ■ 
pros  to  steer  clear.  By  contrast,  stocks  in  South  Korea  s 
likely  to  keep  surging  despite  saber-rattling  by  the  No  a 
Few  analysts  believe  that  Korea's  problems  with  its  neigl  ■ 
will  really  threaten  the  reviving  country. 

Still,  with  growth  just  now  accelerating,  Korea's  econc  J 
rebirth  has  a  wrays  to  go.  Industrial  production  is  rebounc  a 
at  a  25%  annual  rate.  But  economist  Robert  M.  McKe  ■ 
London  investment  consultancy  Independent  Strategy  ' 
gues  the  economy  is  still  moving  out  of  the  deep  troug; ! 
just  over  a  year  ago.  As  the  economy  builds  moment 
companies  that  feed  rising  domestic  demand  or  Western 
port  markets — such  as  H&CB  bank,  Samsung  Electronics, 
hang  Iron  &  Steel,  Korea  Telecom,  and  Daeduck  Electronic 
are  high  on  many  money-manager  lists. 
LATIN  BARGAINS.  Even  treacherous  times  can  spell  oppo 
nities  in  some  emerging  markets.  Much  of  Latin  America, 
instance,  is  mired  in  recession.  The  weakening  of  the  I  ■ 

dollar  against  the     ^_ 
and  euro  is  bad  for  iJT 
economies    tied   to 
greenback.  And  wide: 
spreads  over  U.  S.  Tlf^ 
sury  bonds  for  emergi  * 
market   debt   (page 
reflect  increasing  po 
cal  uncertainty  about 
region.  Ecuador  recent 
announced  it  would  p 
pone    payment    on 
Brady  bonds  for  30  da 
And  in  Venezuela,  ult 
left-wing  President  Hi 
Chavez  is  winning  o) 
voters  to  the  idea  tl 
the     country     shou 
defy    the    Internatioi 
Monetary  Fund's  reco 
mendations     for     fisi 
austerity. 

But  such  factors 
combining  to  make  ma 
Latin  American  stoc 
bargains.  "Some  of 
values  on  these  stoc 
are  incredible,"  says  I 
licia  Morrow,  a  portfo; 
manager  with  Emergi 
Markets  Investors  Col 
of  Arlington,  Va.  Amoi 
her  picks:  Grupo  I 
nanciero  Banorte,  a  we 
run  retail  bank  that 
trading  below  book  vali 
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because  of  general  anxiety  over  Mexican  bank  management. 
She's  also  bullish  on  Masisa,  a  Chilean  particle-board  maker 
whose  business  is  thriving  but  whose  stock  is  trading  at 
just  12  times  expected  2000  earnings. 

Now  that  the  prices  of  many  commodities  are  rising,  some 
Latin  American  countries  that  depend  on  oil,  gas,  and  various 
minerals  should  see  their  markets  improve.  Rising  copper 

prices  may  help 
Chile  overcome 
some  of  its  tough- 
est economic  times 
in  decades,  for  in- 
stance. So  some  money  managers,  betting  on  a  recovery  there, 
are  high  on  bank  stocks  such  as  Banco  Edwards  and  Banco 
Santiago,  and  retail  plays,  such  as  Distribucion  y  Servicio,  a 
chain  that  is  expected  to  thrive  as  consumption  improves. 
MATERIALS  GAIN.  Still,  commodity  prices  aren't  the  only  thing 
influencing  stocks.  While  the  South  African  market  may  be 
weighed  down  by  the  slide  in  gold  prices,  other  factors  are 
more  important  in  tracking  local  stock  performances.  Furni- 
ture-maker Profurn  Ltd.,  for  one,  is  high  on  usaa  money 
manager  Selmier's  list  because 
it  is  aiming  at  lower-  and  mid- 
dle-income consumers  in  grow- 
ing parts  of  eastern  and  south- 
ern Africa.  And  Bernard  R. 
Horn  Jr.,  who  runs  global  val- 
ue fund  Polaris  Capital  Man- 
agement Inc.,  is  thrilled  at  the 
cheapness  of  paper  maker 
SAPY  Ltd.  and  copper  miner 
Palabor — both  plays  on  what 
he  considers  to  be  an  under- 
valued basic-materials  sector. 
During  the  cold  war,  the 
fortunes  of  Eastern  and  Cen- 

ON  A  ROLL 

Stocks  of  South  Korean 
companies  like  Pohang 
are  rising  on  hopes  Seoul 
will  cease  propping  up 
inefficient  chaebol 
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UNSAFE  HANDS? 

Investors  got  nervous  o 
the  ultra-left-wing,  antj 
IMF  policies  of 
Venezuelan  President 
Hugo  Chavez 

tral  European  countr 
depended  on  Russia,  wl 
political  uncertainty  is  on 
rise  again  amid  a  wider 
money-laundering  scandal, 
now,  the  region's  economic 
are  with  Western  Eurc 
wrhere  economies  are  reco> 
ing.  That  bodes  well  for 
new  euro  bloc's  fast-grow 
satellites.  Elektrim,  a  Po 
telecom  company  run 
American  Barbara  Lundb< 
is  likely  to  gain  as  cellul 
phone  use  grows  in  Polam 
where  fewer  than  10%  of  the  population  have  cell  phor 
compared  with  30$  in  France.  Another  intriguing  Po] 
play  is  the  Orbis  Hotels  group,  which  holds  the  premier  url 
sites  and  dominates  the  hospitality  market.  And  in  Hungj 
Babson-Stewart  money  manager  Stuart  W.  Paul  likes 
gional  pharmaceutical  supplier  Gedeon  Richter  Ltd.,  the  1 
ing  purveyor  of  generic  drugs  to  the  former  East  bloc. 

For  investors  with  a  strong  stomach  for  risk,  improv 
peace  prospects  in  the  Middle  East  may  mean  lucrative 
portunities.  Israeli  outfits  such  as  eci  Telecom,  a  dyn 
catering  to  the  country's  fast-growing  communications  se 
is  exciting  many  money  managers.  And  in  Egypt,  Paul  is 
trigued  with  Al-Ahram  Beverages,  a  nonalcoholic  beer 
wine  supplier  that  wants  to  cater  to  the  entire  Muslim  w 
and  is  trading  at  only  around  10  times  next  year's  expec 
earnings.  Beware  of  being  seduced  by  such  exotic  little 
gains,  though.  Emerging  markets  are  full  of  companies 
the  potential  to  offer  investors  outsize  rewards.  But 
you  invest,  remember  that  they  also  carry  outsize  risks. 

By  Joseph  Weber  in  Toro 
with  Joan  Wanner  in  New 
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WE'VE  SPENT  15  YEARS  OBSESSING 

ABOUT  COLOR  PRINTERS 

AND  ALL  WE  THINK  ABOUT  IS 

HOW  TO  GET  LOADED. 


LOADS    FAST,   PRINTS    EVEN    FASTER. 


Take  it  from  us,  we  know  what  should  go  into  a  printer.  Our  ColorStix®  ink  is  a  good  example.  Since 
each  color  has  a  unique  shape,  loading  the  Tektronix  Phaser®  840  printer  is  as  easy  as  loading  a  stapler. 
And  just  as  quick.  In  fact,  everything's  quick.  Print  speed  is  twice  as  fast  as  a  typical  color  laser.  So 
easy  in,  easy  out  could  be  this  printer's  motto.  But  that's  exactly  the  kind  of  thinking  we  put  into  all 
our  printers.  So  you  can  think  about  more  important  things.  Like  how  to  celebrate  seeing  color  at  work. 
Take  a  load  off  your  mind  by  calling  1-877-362-6567  ext.  1578.  The  call  is  free  and  so  is  all  the  black  ink 
you  will  ever  need.  You  can  learn  more  at  www.coloratwork.com 

©  MM  Tektronix.  Inc.  Tektronix.  Phaser,  and  ColorStix  are  registered  trademarks  of  Tektronix.  Inc. 
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Motorola,  Inc.  1999.  Motorola  is  a  registered  irao 


..ark  and  DigitalDNA  and  the  DigitalDNA  logo  are  trademarks  of  Motorola,  Inc. 


Introducing  a  set  of  keys 

that  you'll  never  misplace. 


Digital  DN  A 

from  Motorola 

THE  OF  SMART. 

Identix  had  two  smart  ideas.  The  first  was  replacing  keys,  PIN  numbers  and 
passwords  with  electronic  fingerprint  images.  And  the  second  was  forming  a 
strategic  alliance  with  Motorola  to  use  DigitalDNA  technology.  DigitalDNA  is 
chips,  systems,  software  and  the  ideas  of  thousands  of  innovative 
engineers.  We're  teaming  up  with  companies  like  Identix  to  turn  their  smart 
ideas  into  the  next  generation  of  smart  products.  How  can  we  help  yours? 
Just  use  the  tips  of  your  fingers  and  type  www.digitaldna.com. 


MOTOROLA      EMBEDDED      SOLUTIONS 


THESE  BOND  FUNDS  REQUIRE  A  STRONG  STOMACH 


Last  April,  as  Michael  J.  Conelius 
was  driving  through  Sao  Paulo, 
he  saw  a  crowd  in  front  of  a 
bank.  "I  thought,  oh  God,  what 
now?"  recalls  the  portfolio  manager 
of  T.  Rowe  Price  Emerging  Markets 
Bond  fund.  "You  never  like  to  see 
lines  in  front  of  banks."  Especially 
when  your  $165  million  portfolio 
contains  $25  million  in  Brazilian 
debt. 

Fortunately,  the  line  consist- 
ed of  delinquent  taxpayers  ex- 
ploiting a  government  amnesty  peri 
od,  not  depositors  clamoring  for 
cash.  But  Conelius,  who's  had 
many  scares  managing  emerg- 
ing-market bonds,  knows 
he'll  have  lots  more. 
Ever  since  a  nearly 
broke  Mexico  issued  the 
first  Brady  bond  after  re- 
structuring its  loans  in  '89, 
emerging  countries'  debt 
has  been  only  slightly  Less 
volatile  than  their  equities. 
As  a  result,  these  high- 
yielding  bonds  should  represent 
only  a  small  fraction  of  investors' 
portfolios,  says  Sarah  Bush,  an 
emerging-markets  bond-fund  analyst 
at  Morningstar  Inc.  in  Chicago. 
"These  may  be  bond  funds,  but  they 
aren't  low-risk,"  she  says.  That's  why 
their  yields  are,  on  average,  six  per- 


Special  Report 


GLOBAL    INVESTING 


centage  points  higher  than  U.  S.  cor- 
porate junk  bonds.  So  returns  can  be 
fabulous — provided  your  bonds'  value 
doesn't  shrink. 

But,  of  course,  things  regularly  go 
awry.  Indeed,  after  last  year's 
emerging-markets 
debt  crash,  you  need 
a  cast-iron  stomach  to 
even  consider  buying 
into  these  bond  funds. 
The  average  total  re- 
turn of  the  21  open- 
end  funds  Morn- 
ingstar tracks  was 
-25%  in  1998. 

Most  of  the  blood- 
bath occurred  in  the 
weeks  after  Russia's 
debt  default,  when 
the  spread  in  yields 
between  the  J.  P. 
Morgan  Emerging 


Markets  Bond  Index  and  U.  S.  Trea- 
sury bonds  widened  from  less  than  6 
percentage  points  at  the  end  of  July 
to  nearly  17  by  Sept.  10.  But  recent- 
ly, improving  economic  conditions  in 
several  developing 


nations  have  many  pros 
convinced  that  yields  are 
again  making  the  risks  worthwhile. 
Dollar-denominated  Russian  debt,  for 
example,  is  up  by  more  than  100% 
year  to  date  in  value,  though  still  off 
50%  in  the  past  12  months.  And  with 
Brazil's  economy  expected  to  shrink 
by  only  1%  this  year,  its  bonds  are 
up  16%.  "There  are  plenty  of  good 
buying  opportunities,"  says  John 
Carlson,  manager  of  Fidelity  New 
Markets  Income  Fund,  which  deliv- 
ered a  15.28%  total  return  through 
July  31  this  year  after  losing  22%  in 
1998.  These  days,  Carlson  favors  im- 
proving credits  such  as  Mexico  and 
Malaysia. 

If  you  have  a  high  tolerance  for 


Honey,  I  Shrunk  the  Assets 


risk  and  are  considering  an  emerginj 
market  debt  fund,  remember  that 
few  other  asset  classes  confront  the 
investor  with  so  many  variables.  The 
biggest  concerns  in  developing  coun- 
tries are  political.  Populist  Venezue- 
lan President  Hugo  Chavez  Frias 
may  not  turn  out  to  be  benevolent 
bondholders.  And  Ecuador  re- 
cently  announced  it  would 
suspend  payment  on  its 
Brady  bonds  for  30  days. 
But  besides  country  risk,  emerg-J 
ing-market  debt  exposes  in- 
vestors to  interest-rate 
gyrations  even  more 
than  other  bonds  do. 
That's  because  rate 
hikes  in  the  U.  S.  tend  tq 
hit  the  emerging  markets 
disproportionately  hard. 
DONT  BE  GREEDY.  How  do  yod 
pick  a  mutual  fund  in  this  volatile 
sector?  First,  avoid  the  latest  top 
performers.  "It  probably  means 
they're  more  risky,"  says  Morn- 
ingstar's  Bush.  Second,  don't  be 
greedy.  While  many  fund  managers    j 
say  emerging-market  bonds  offer 
long-term  value,  they  change  direc- 
tion so  violently  that  it  can  take 
years  to  recoup  losses.  Be  willing  to 
take  profits  and  get  out  while  the 
getting  is  good. 

It's  unlikely  that  emerging-market 
bonds  will  recoup  last  year's  losses  by 
the  end  of  1999.  Investors  fled  the 
market  after  the  Russian  default — as 
they  did  with  emerging-market 
stocks.  And  Wall  Street's  trading 
desks  and  hedge  funds  have  yet  to 
venture  back.  "Trading  volume  is 
about  a  fifth  of  what  it  was,"  says  J.  P 
Morgan  &  Co.  analyst  Jose  Luis  Daza, 
Since  jitters  about  Y2K  crises  are 
worse  in  emerging  economies  than  in 
the  U.  S.,  the  liquidity 
crunch  isn't  likely  to 
ease  anytime  soon 


ASSETS 

(MILLIONS  OF 

DOLLARS) 

TOTAL  RETURN  (PERCENT)* 

Nonetheless  Mor- 

FUND NAME 

YEAR  TO 
DATE 

12 
M0S. 

3  YRS 
ANNUALIZED 

gan's  Daza  is  recom- 
mending Mexican  and 
Argentine  bonds  to 
his  clients.  "I  see  a  lot 
of  potential  for  a  rally 
next  year,"  he  says. 
Maybe  so,  but  if 
you're  looking  to  buy 

FIDELITY  NEW  MKTS. 
INCOME 

$208.4 

15.28% 

-10.34% 

8.93% 

SCUDOER  EM.  MKTS. 
INCOME 

193.7 

7.50 

-21.28 

-0.76 

T.  ROWE  PRICE 
EM.  MKTS.  BOND 

167.9 

6.32 

-16.52 

4.86 

VAN  KAMPEN  WLDWD. 
HIGH  INCOME  A 

56.4 

6.16 

•   -13.00 

5.46 

into  an  emerging-mar- 
ket bond  fund,  be  pre- 

AIM EM.  MKTS.  DEBT  A 

55.8 

5.73 

-20.70 

0.10 

pared  for  a  wild  ride. 
By  Andrew  Osterland 
in  Chicago 

"Through  July  31 

DATA:  MORNINGSTAR  INC 
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what  the  world  needs  now 

■  i 

Imagine,  a  world  where  people  spent  more  time  looking 
for  cures  than  they  did  conflicts.   A  world  where  the  only 
solutions  were  natural  ones-l  That's  the  new  world  of  ADM. 
Every  day,  we  turn  corn  and  soybeans  into  natural-source 
vitamins  and  dietary  supplements.   Helping  make  the  world 
a  more  healthy  place.  One  person 


/I 
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New  cures. 


www.admworld.com 


Ise  statements  have  not  been  evaluated  by  the  FDA. 

ise  products  are  not  intended  to  diagnose,  treat,  cure  or  prevent  any  disease 


They  have  retirement  in  sight, 


and  annuities  from 

a  name  they  trust  —  GE. 


With  annuities,  you  can  help  plan  your  retirement 
today  and  enjoy  lifetime  income  later. 

Think  about  a  product  that  allows  your  savings  to  grow 
tax-deferred  into  your  retirement,  and  then  guarantees  income 
for  your  entire  life  —  annuities  from  GE*.  You  can  choose  from 
a  variety  of  flexible  payment  options  to  suit  your  needs.  So,  if 
you  are  looking  for  a  tax-deferred  retirement  solution,  think  about 
annuities  from  the  name  you  trust  —  GE.  For  more  information 
about  the  many  types  of  annuities,  speak  with  your  broker  or 
financial  advisor,  or  call  1-800-THINK  GE. 


We  bring  good  things  to  li\ 


www.ge.  com/financial 


Annuities  are  long-term  investment  vehicles  designed  for  retirement  purposes.  Variable  annuities  are  sold  by 
prospectus,  which  describes  risk  factors,  fees,  and  surrender  charges  that  may  apply  Read  the  prospectus 
carefully  before  investing  or  sending  money. 

1  Guarantees  are  dependent  upon  the  claims-paying  ability  of  the  insurer  and  do  not  protect  the  value  of  the  variable  annuity  portfolios, 
which  may  fluctuate  in  value. 

•Withdrawals  taken  prior  to  age  59  1/2  may  be  subject  to  a  10%  penalty  tax.  Withdrawals  have  the  effect  of  reducing  the  death  benefit 
and  cash  surrender  value. 

'Variable  annuities  issued  by  GE  Life  and  Annuity  Assurance  Company.  Fixed  and  immediate  annuities  issued  by  General  Electric  Capital  Assurance  Company, 
In  New  York,  all  annuities  issued  by  GE  Capital  Life  Assurance  Company  of  New  York.  The  variable  annuity  principal  underwriter  is  Capital  Brokerage  Corporation 
(dba  GE  Capital  Brokerage  Corporation  in  IN,  MN,  NM  and  TX).  Member  NASD/SIPC. 
NS15469  7/1999 


E  RESOURCE  FOR  ENTREPRENEUR 
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Incorporation  can  point  your  company  in  the  right  direction  for  staying  power,  legally  outlasting  sole 
proprietors  and  partnerships.  It  may  also  provide  substantial  tax  advantages,  maximum  protection  off 
your  personal  assets  and  the  option  to  attract  investors.  Best  of  all,  incorporating  can  be  simple  and 
affordable.  Let  The  Company  Corporation  show  you  the  way. 


internet  Solutions-domain  names. 


Complete  incorporation 
Packages 
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Call  us  at  1-800-465-1579  and  our  Incorporation  Specialists  will  help  you  with  your  incorporation 
over  the  phone,  in  just  minutes.  Or,  you  may  visit  us  on-line  at  www.corporate.com/path  to  initiate  an 
incorporation  at  any  time,  24  hours  a  day,  seven  days  a  week.  While  you  are  at  our  site,  learn  about  the 
other  advantages  of  incorporation  such  as  the  many  tax-deductible  benefits  that  may  be  available  to  you. 
If  you  need  more  information,  click  on  Starting  Your  Business  to  find  answers  to  your  "frequently  asked 
questions"  about  incorporating.  Think  long-term  survival.  Incorporate  with  us  today. 


THie  Company  Corporation 

Creating  Successful  Businesses  Since  1899 

The  Company  Corporation  is  an  incorporation  service  company  and  does  not  offer  legal  or  financial  advice. 
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1  Entrepreneurs 
iSite 

er.businessweek.com. 

for  more  news  and  advice 
weekday  at  Frontier  Online. 

IDAY 

Diary:  Awry  chronicle  of  one 

ireneur's  struggle  to  build  his 

lusiness 

ISDAY 

I  Manager:  How  to  get  the 
out  of  your  technology 
t  spending  a  fortune 

t'  JNESDAY 
o  I  &  Family:  Azriela  Jaffe  helps 
i  lanage  conflicts  between  your 
j<  ess  and  personal  lives 
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■rft  Answers:  Ask  us  anything 

3t    running  your  company;  we'll 

»t  n  answer  from  top  experts 

if 
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hday 

any    good    books    lately? 

k  out  our  excerpts  of  best- 
's for  entrepreneurs 


:  Create  your  own  sales  leads, 
nline  loan  searches,  and  a  start- 
lide  for  budding  entrepreneurs. 
•:  Keep  in  touch  with  our  free 
ly  E-mail  newsletter.  Send 
request  to  frontierfabusiness- 
;.com 
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.22  Plugged  In 


More  small  businesses  are  finding 
that  getting  networked  pays  big 
productivity  dividends.  Does  it 
make  sense  for  you? 

f.34  Comfort  Zone 

Say  the  word  "ergonomics,"  and 
many  employers  start  feeling  pain 
and  stress— in  the  wallet.  But  it 
needn't  be  so 
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f.42  A  Jump-Start 
For  Cheap  Loans 

Entrepreneurs  can  dive  into  a  huge 
new  pool  of  resources,  thanks  to  the 
trend  to  securitizing  business  debt 
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F.4  InBox 

Y2K  schedules,  digital  whiteboards, 
border-hopping,  keeping  family 
control,  and  more 

F.8  Trends 

Can  your  business  afford  to  raise 
its  prices? 

F.10  Who's  Hot 

A  knee  injury 
turned  into  a 
lucky  break  for 
college  football 
star  Tim  Childs 

F.12  What  Works 

Catastrophic  health  policies  can 
be  cheap  enough  to  self-insure 


F.16  Keeping  Score 

Two  upstarts  in  the  online- 
postage  business  take  on  mighty 
Pitney  Bowes 


F.u  Talking  Heads 


Fun  is  fundamental  at  ideo, 
ceo  Dave  Edley 


says 


F.18  Digital  Manager 

Think  your  business  is  too 
small  for  hackers  to  both- 
er with?  Think  again 

PAH 

F.48  My  Company 

How  using  outside  consultants 
—and  listening  to  the  workers- 
kept  a  union  at  bay 

F.50  Under  30 

Julie  Cusumano's  blueprint  for 
Castle  Contracting:  Think  small, 
bid  smart,  and  network 
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Happy  Y2K?  Well...  1 

IT'S  TOUGH  ENOUGH  to  ask  employees  to  work  week-  I 
ends.  Yon  may  soon  have  to  ask  for  a  far  bigger  sacrifice:    \ 
that  some  of  them  spend  New  Year's  2000  at  the  office.   * 
A  few  tips  for  staffing  during  the  millennium: 
PLAN  EARLY.  Some  New  Year's  arrangements  have  been  in 
the  works  for  years.  As  soon  as  possible,  break  the  news  that 
you  need  help  and  hope  you  don't  spoil  any  plans. 
PAY  WELL.  What's  worth  missing  the  biggest  party  of  the 
past  1,000  years?  At  least  three  times  wages,  recommends 
Anthony  Mulkern,  a  Glendale  (Calif.)  human-resources  ad- 
viser to  high-tech  businesses. 

SHOW  APPRECIATION.  Design  commemorative  T-shirts.  Fea- 
ture your  New  Year's  team  in  the  company  newsletter. 
Throw  an  on-site  party. 
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From  Whiteboard  to  PC-and  the  Net 

TURN  JOTS  into  bits  and  bytes  by  digitally  recording  notes  from  those  handy 
whiteboards  used  for  brainstorming.  Virtual  Ink  Corp.'s  $499  portable  mimio 
attaches  to  a  whiteboard  or  flipchart.  Just  slip  standard  markers  into  color-cod- 
ed jackets,  which  emit  radio  waves  that  save 
the    notes    as    PC    files    (617    623-8387, 
www. virtual-ink. com).  MTSI's  $599  ibic 
50  uses  a  touch-sensitive   1  -ft.  x   2-ft. 
whiteboard.  An  add-on  lets  remote  users 
view  notes  live  on  the  Net.  (888  3 
4243,  www.microtouch.com). 


SET  AN  EXAMPLE.  Absentee  bosses  don't  inspire  loyalty.  At 
the  least,  carry  a  cell  phone  or  beeper  so  employees  can 
reach  you  on  Dec.  31.  "I'm  always  on  call,  not  just  for 
Y2K,"  says  Shao  Yuan  Hsueh,  president  of  Lisle  (111.)  data- 
base firm  Leapfrog  Technologies  Inc. 


ADSL 


Fat  Cat  Etiquette 


LOOK  OUT!  CAMPAIGN  2000  IS  COM- 
ING TO  A  RUBBER-CHICKEN  DINNER  NEAR  YOU.  HERE  ARE  SOME  RULES 
ON  DONATIONS  FOR  BUSINESS  OWNERS.  FOR  MORE,  VISIT  WWW.FEC.GOV. 


YOU  CAN: 


YOU  CAN'T: 


Personally  give  $1,000  to 
each  Presidential  candidate 

Personally,  and  through 
the  business,  give  unlim- 
ited amounts  for  general 
use  by  political  parties 
(so-called  "soft  dollars") 

Solicit  executives,  admin- 
istrative personnel,  and 
stockholders— but  not 
rank-and-file  employees— 
for  a  particular  candidate 


Reimburse  employ- 
ees for  contribu- 
tions 

Give  candidates 
funds  directly  from 
the  business  (un- 
less it's  through  the 
company's  regis- 
tered pac) 

Contribute  in  the 
name  of  another 
person— say,  a  child 


Dictionary 

FAR.  FAST.  CHEAP.  Phone 
companies  across  the 
country  are  pushing  digi- 
tal-subscriber lines  (dsl) 
to  small  businesses  that 
want  super-quick  Net 
connections.  What  are 
they  talking  about? 
DSL  Uses  high  frequen- 
cies transmitted  across 
regular  phone  lines  to 
send  data  to  your  PC  up 
to  126  times  faster  than 
via  56K  modems. 
Mbps  Megabits  per  sec- 
ond is  the  way  Net 
speeds  are  measured. 
Shakespeare's  entire  works 
take  up  5  megabits. 
ADSL  Asynchronous  dsl. 
The  most  common 
"flavor"  of  dsl,  which  al- 
lows data  to  be  down- 
loaded about  10  times 
faster  than  you  send  it 
from  your  end. 
Splitter  A  small  device, 
necessary  for  dsl,  that 
attaches  to  your  phone 
line  and  splits  the  data 
and  voice  components. 
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The  5-Minute 

Online  Business  Loan. 


"l/l/e  needed  money 
immediately  to  replace 
our  wine  press.  I  went 
to  LoanWise.com, 
entered  my  information, 
and  about  a  minute 
later  my  loan  was 
approved.  Knowing  I 
had  a  loan  allowed  me 
to  order  my  equipment 
the  same  day. " 


Now  business  loans  are  on  Internet  time. 

Answer  a  few  short  questions  about  your  personal  and  business 
finances.  Have  your  answers  evaluated  by  multiple  leading  lenders. 
And  get  a  loan  decision  instantly...  right  on  your  desktop. 
Select  the  loan  that's  best  for  your  business  and  get  back  to  work. 


All  in  less  than  5  minutes. 


Get  a  loan  by  Nov.i  at: 

www.loanwise.com/fr 

And  SAVE  $100.00 


LoanWise 

Where  Business  Goes  for  Online  Loans 


NetEarnings.  Inc.  All  rights  reserved.  NetEarnings  and  LoanWise  are  trademarks  of  NetEarnings.  Inc. 

e  subject  to  approved  credit.  Offer  expires  November  i,  1999  and  is  only  good  on  loans  chosen  at  www.loanwise.com/fr 
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BORDER  HOPPERS 

EMPLOYERS  MOVING  BETWEEN  NEW  JERSEY 
AND  THE  FOLLOWING  STATES,  1996-199?' 


[o  Place  Like  Home? 


NEW  YORK 


CONNECTICUT 


LIKE  THE  ODYSSEY'S  SIRENS,  state 

and  local  economic  development 

agencies  entice  businesses  to  their 

lands  with  tax  breaks,  cheap  labor, 

and  a  better  way  of  life.  But  for  all 

the  entreaties,  hardly  any  outfits  relocate 

from  one  state  to  another — just  0.3% 

of  U.S.  companies  from   1996  to 
1999,  says  a  study  for 
frontier  by  Brandt  >w 
Co.,  a  research  firm  in 
Camp      Hill,       Pa. 
(bizminer.com).  True, 
that's   16,728  companies 

with  more  than  517,000  jobs.  Companies  widi 
fewer  than  50  employees  represented  86%  of 
movers — and  23%  of  relocated  employees.  But 
many  are  less  mobile  than  they  look,  says  Jon 
Brandow,  since  most  moved  within  interstate  met- 
ropolitan areas — say,  from  New  York  to  New  Jersey 
(map).  Perhaps,  then,  die  sirens  should  sing  a  dif- 
ferent tune.  "The  focus  on  business  migrations  is 
vastly  overblown,"  Brandow  says.  "Should  we  help 
the  3.2  million  businesses  that  failed  between  1996 
and  1999,  or  the  17,000  that  moved?" 


lost  Movers 
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9 

CONSTRUCTION 
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OTHER 
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'Companies  less  than  50 
employees 

SO  THEY  SAY 

"They  all  probably 
thought  I  was  the  biggest 


—DEB  McALISTER,  Dallas  PR  exec,  on  how  her  service 
providers  perceived  her  in  the  midst  of  a  crippling 
computer-network  failure  (page  F.22) 


18.3% 

Percentage  of  federal  contracts 

over  $25,000  awarded  to 

small  businesses  in  '98. 

The  stated  goal  was  23% 

ONE  IOTA 


Sharing  the  Wealth  While  Keeping  Control 


As  a  partner  at  Family  Wealth  Advisors  in  Spring 
field,  Mass.,  Charles  Epstein  frequently  advises  fam 
ily-owned  businesses  on  how  to  spread 
the  wealth  to  nonfamily  employees 
without  losing  control  of  the  firm. 

Q:  What  incentives  can  a  family 
business  create? 
A:  Set  up  a  phantom-stock  plan 
tied  to  the  growth  of  the  busi- 
ness that  can  be  cashed  out  at 
retirement.  Or  buy  life  insur- 
ance that  accumulates  cash  un- 
til retirement. 
Q:  How  do  these  differ  from  tra- 


ditional deferred-compensation  plans? 

In  a  phantom-stock  plan,  the  company 
may  pre-fund  the  investment 
and  earmark  that  money  im- 
mediately, thus  reducing  risk  if 
the  company  goes  under.  It's 
greater  peace  of  mind. 
Q:  How  much  red  tape  can  you 
expect  with  these  plans? 
A:  There's  little  to  no  filing 
with  the  Internal  Revenue  Ser- 
vice— which  is  not'  the  case 
with  profit-sharing  arrange- 
ments. You  can  be  as  creative  as 
you  want. 
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News  and  advice  from  our 
small-business  Web  site 

Sticky  E-Stamps 

Electronically  sold  postage 
scheduled  to  become  available  na 
tionally  this  month,  and  it  seems  s 
simple:  Go  to  a  Web  site,  fork  ove 
a  credit  card,  and  print  out  all  th 
E-postage  you  need.  New  service 
such  as  E-stamp  and  Stamps. cor 
can  save  hours  of  frustrating  wait 
ing  on  line  (the  physical  kind).  Ek 
they're  not  as  easy  as  a  singl 
mouse  click:  First,  you'll  have  t 
download  special  Zip-Code  softwar 
that  creates  your  letter's  electroni 
bar  code.  What's  more,  envelope 
have  to  be  addressed  and  stamper 
simultaneously,  which  means  yoi 
can't  easily  use  E-postage  01 
preprinted  mail,  such  as  utility  bills 
Our  advice:  Don't  throw  out  tha 
postage  meter  just  yet.  For  more 
see  page  16. 

The  Venture  Boom 

Pennies  keep  falling  from  heaven 
Lots  of  them,  according  to  Price 
waterhouseCoopers'  MoneyTree, 
quarterly  survey  of  venture-capita 
firms.  In  the  first  six  months  o 
1999,  vcs  invested  nearly  $12  billior 
in  1,714  young  companies,  which 
nearly  matches  the  $14.3  billior 
they  ponied  up  during  all  of  1998 
The  biggest  winners?  Technology 
companies,  naturally,  which  gar 
nered  90%  of  all  vc  dollars. 

Why  Buy  Their  Home  PCs? 

It  sounds  crazy  for  employers  to 
pay  for  telecommuters'  comput 
ers  if  workers  already  have  Net 
hookups  at  home.  But  at  today's 
low  prices,  reports  frontier's  Jere 
my  Quittner,  there's  good  reason 
to  insist  on  it.  First,  you'll  have  the 
legal  right  to  mandate  what  em- 
ployees do  with  the  equipment 
which  should  discourage  moon- 
lighting and  potentially  dangerous 
meddling  and  hacking  from  their 
kids.  And  standardizing  your 
telecommuting  gear  should  cut 
downtime  and  repair  costs,  too. 


For  the  full  stories,  click 
Online  Extras  at 
frontier.businessweek.com 
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When  it  comes  to  technology,  bring  only  what  you  need. 

The  innovative  Fujitsu  LifeBook  L  Series.  It  has  almost  as  many  configurations  as  you  do. 
One  minute  it's  a  complete  office  away  from  the  office,  the  next  it's  a  4.5  pound  flying 
machine.  So  slim  and  sleek.  It  even  fits  into  your  budget,  with  models  starting  at  $2299'. 
Finally,  technology  designed  to  let  you  focus  on  more  important  things,  like  your  business. 


FUJITSU 

FUJITSU  PC  CORPORATION 


1-877- FPCOIMCT     www.U\'As»-?c  .Co^/Uir 

Fujitsu  and  the  Fu|itsu  logo  are  registered  trademarks  and  LifeBook  is  a  trademark  of  Fu|itsu  Limited.  Intel,  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  of  Intel 
Corporation.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation,  All  other  trademarks  mentioned  herein  are  the  property  of  their  respective  owners. 
©1999  Fujitsu  PC  Corporation  All  rights  reserved.    '  Starting  estimated  street  pnce  on  the  LtfeBook  L  Series.  J  Optional. 
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'  Before  You  Raise  Prices 

* 

Some  small  businesses  can  afford  to — but  not  all 

'  SURE,  YOU'D  LIKE  to  raise  your  prices.      agement-consulting  firm.  "So  in  times  of 

But  in  today's  zero-inflation  economy,  stable  markets,  they  have  the  ability  to 
companies  are  finding  it  tough  to  squeeze  raise  prices  more  than  mass  merchants." 
an  extra  dime  out  of  their  customers.  Con-  Of  course,  not  every  small  business 

sider  a  June  survey  of  3  2 1  companies  by  operates  in  a  narrow  niche.  So  how  do 
Duke  University's  Fuqua  School  of  Busi-  you  know  if  you  can  risk  a  price  hike? 
ness,  which  found  that  small  businesses  First,  check  your  competitors.  If  you're  in 
with  less  than  $24  million  m  revenues  a  tight  sector,  such  as  retail,  chances  are 
expect  to  boost  prices  an  average  of  1.8%  you  don't  have  much  wiggle  room.  What 
this  year — nearly  half  a  percent  less  than  about  consultants  and  other  service-ori- 
they  had  hoped  back  in  January.  entcd  businesses?  "If  you're  high- 

ly valued  by  your  customers,  you 
fj0p5  can  go  ask  them  to  pay  more," 

Small  EXpet  a      p^nnedfoabnieS  _  says  Doug  Reynolds,  a  senior  tech- 

.cdage  priCE  '„rF  and  small         _..---  njcaj  assurance  manager  with  ac- 

this  yea* "_..----  counting    and    consulting    firm 

3 '  psses  with  REoENNU  _ . . .  ---^     Grant  Thorton  1 1  p. 

'   under*24  ^^^^^^  Technology  &  Business  Integra- 

tors, an  information-technology 
-----        consulting  firm  widi  80  employees 
w/ith  RevenUEon         'n  Woodcliff  Lake,  N.J.,  recently 
businesses  Wn  T0  $5  billi  boosted  its  fees — still  below  its  big 

1  "  competitor,  PricewaterhouseCoop- 

^*     ers.  So  far,  clients  haven't  com- 
plained. "But  you  have  to  really, 
§~~  QUARTeRLY  ..----""in       really,  really  deliver  service,"  says 

..j-----""  ceo  Stan  Goldman.  Another  plus 

....----"  i"  QATA : duke unweR|^  JUNE''  for  small  businesses:  They  have 

-1  , "  more  ability  to  penetrate  new  mar- 

^  kets  than  large  players  do.  And  accord- 

ing to  Mark  A.  Stiving,  a  pricing  re- 
That  may  not  sound  great,  but  it  is  searcher  and  professor  of  marketing  at 
better  than  the  Goliaths  are  doing,  hi  fact,  Ohio  State  University's  Fisher  College  of 
large  companies  with  sales  in  the  $1  bil-  Business,  "They  tend  to  move  in  an  up- 
hon  to  $5  billion  range  actually  expect  to  scale  direction."  In  other  words,  as  small 
lower  prices  an  average  of  0.35%.  What  businesses  grow,  they  get  what  every 
gives  the  entrepreneurs  an  edge?  "Small  company  wants:  customers  with  fatter 
businesses  typically  specialize  in  products      wallets.  —KAREN  CHENEY 

that  aren't  available  in  the  broader  mar- 
ket," explains  Saul  Reebstein,  a  managing      'J~~J  Review  past  trends  in  pricing  power, 
partner  and  specialist  in  small  business  at  I  Click  Online  Extras  at 

bdo  Seidman,  an  accounting  and  man-      E-Jf  frontier.businessweek.com 

False  Insecurity  j^jSfSS^ 

On  the  surface,  it  looks  like  bad  news  for  borrowers:  ?o 

Banks  are  requiring  collateral  for  more  loans  under  $1  85  <  _ 

million  than  at  any  time  since  early  1997,  according  to  80   $1'000"     ' 

Federal  Reserve  Board  data.  Turns  out  this  may  actually  75 

signal  eased  standards,  says  Ann  Grochala,  director  of  70  't~JJJ  000.$i  million 

bank  operations  at  the  Independent  Community  Bankers         '.-- 

Assn.  Fierce  competition  means  less  creditworthy  en-  55 - ^ arteR^__— r-^=. 

trepreneurs  get  financing.  "Bankers  are  stretching  to  0% — , — <- — ■      f~~         may '99 

make  loans  they  weren't  comfortable  with  before,"  says  *  MAY '',  FEDERal  reserve  board 
Grochala.  "But  they  still  want  a  little  protection." 
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A  Fee  for  Free  Service? 

The  Service  Corps  of  Retired  Ex 
ecutives  (score),  known  for  help 
ing  out  cash-strapped  entrepre 
neurs  with  free  advice  fro 
former  business  leaders,  is  havin 
cash  flow  problems  of  its  own 
And  that  could  force  score  chap 
ters  to  charge  for  some  of  thei 
most  popular  free  programs. 

Each  year,  Congress  doles  out! 
$5  million  to  the  group's  3891 
chapters,  staffed  by  ex-execs  who 
dispense  wisdom  to  entrepre- 
neurs. The  Small  Business  Ad- 
ministration has  typically  helped 
pay  for  administrative  expenses, 
such  as  travel,  photocopying,  and 
advertising.  Now,  it  seems,  the 
sba  can't  ante  up  its  latest 
$400,000  chunk.  The  agency  ar- 
gues that  the  funding  is  discre- 
tionary and  that  it  needs  the  mon- 
ey to  cover  basic  operations. 

score  reps  at  one  Miami  chap- 
ter are  already  bemoaning  the 
fact  that  they'll  have  to  start 
charging  fees  to  cover  the  short- 
fall. "We  have  free  seminars  three 
times  a  month  that  draw  60-70 
people,"  says  Dade  County-area 
Chairman  Louis  Garcia.  "If  we 
start  charging,  it's  going  to  get 
down  to  15  or  20." 

A  Classier  New  System 

Say  sayonara  to  the  govern- 
ment's outmoded  Standard  In- 
dustrial Classification  (SIC)  code, 

which  lumped  together  vast,  un- 
related industries  into  similar  cat- 
egories. Now,  when  you're  bench- 
marking your  company  against  its 
peers,  you'll  use  the  new  North 
American  Industry  Classification 
System  (naics),  pronounced 
"nakes,"  which  debuts  this  fall  in 
the  latest  data  from  the  U.S.  Cen- 
sus Bureau's  Economic  Census. 
It's  available  on  the  Web  at 
www.census.  gov/naics.  There,  you 
can  track  your  old  sic  code's  new 
naic  equivalent.  The  new  system 
streamlines  old  categories  while 
adding  350  new  industries  (say 
farewell  to  the  women's  blouses 
category  and  hello  to  cell  phones). 
-DENNIS  BERMAN 
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ommunications  Solutions 
For  Businesses  with 


Great  Expectations 


With  a  passion  for  books  and  a  couple  of  bucks  she  opened  her  first 
store'.  Now  Beth's  business  is  a  success  story.  Who  knows  where  she'll  be 
tomorrow?  Maybe  the  next  online  retail  giant.  When  she  needed  a 
communications  solution  to  support  her  next  chapter,  she  wanted  new 
tools  to  enhance  productivity,  increase  customer  satisfaction,  and 
provide  a  competitive  edge  for  her  business— communications  solutions 
like  desktop  call  management  and  voice  mail.  She  looked  at  the  Lucent 
and  Nortel  brands.  But  she  chose  Comdial.  Because  Comdial's  solutions 
gave  her  everything  she  needed,  tailored  to  fit  her  business. 
With  Comdial,  she  got  a  practical,  reliable  communications  solution 
just  for  businesses  like  hers— businesses  that  are  growing. 

So,  when  evaluating  communications  solutions  for  your  growing 
business,  consider  the  RISING  STAR.  Consider  Comdial. 


COMDIAL 

The  Rising  Star 


Call  1-800-COMDIAL  for  the  full  story  on  Comdial's  business  communications  solutions. 


www.comdial.com 
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A  Lucky  Break 


A  knee  injury  ended  Timothy  Childs'  pro  ball 
aspirations,  so  he  tackled  chip  making  instead 


research  project  at 
Honeywell  before 
leaving  in  1991 
to  start  his  own 
company.  Two 
years  later,  it  was 
already  profitable. 
He  locked  in  sev- 
eral defense  con- 
tracts early  on 
and  teamed  with 
Lockheed-Martin 
under  a  minority- 
business  program. 
Overall,  he  aims 
to  expand  his  $5 
million,  19-em- 
ployee  company 
to  $100  million 
in  sales  in  the 
next  three  to  five 
years.  So  far,  he's  raised  about  $3  mil- 
lion out  of  $8  million  he  needs  to  get 
there. 

To  be  sure,  Minneapolis  is  a  long 
way  from  Silicon  Valley.  But  tlc  bene- 
fits from  lower  living  costs  and  prox- 
imity to  research  facilities  at  the  Uni- 
versity of  Minnesota.  And  Childs 
who  grew  up  on  welfare  in  Mia- 
mi, regularly  taps  the  inner-city 
labor  pool,  which  he  calls  an  un 
recognized  resource  in  a  region  with  a 
strong  work  ethic.  "Beyond  the  tem- 
perature, it's  a  no-brainer,"  he  says. 

That  pragmatism  surfaced  early  in 
his  life.  As  a  kid,  Childs  used  to  buy 
up  candy  during  the  week  and  sell  it 
to  the  neighborhood  kids  on  Sunday, 
when  stores  were  closed— at  double 
the  price.  As  a  student  at  Florida  A&M 
on  a  football  scholarship,  he  worked 
summers  at  AT&T  Bell  Labs  in  New  Jer- 
sey. When  he  chose  Stanford  Universi- 
ty to  study  physics,  with  AT&T  footing 
the  bill,  he  still  dreamed  of  the  nearby 
49ers.  "I  still  wish  I  could  have  played 
for  the  49ers,"  he  says  wistfully.  But  all 
the  same,  Childs  has  the  ball  and  is 
running  with  it.         —ANDREW  HAEG 


For  additional  Entrepreneur 
Profiles,  click  frontier.business- 
week.com 
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EVERY  CAREER  HAS  its  pivotal  mo- 
ment. For  college  football  star  and 
math  whiz  Timothy  Childs,  it  was  a 
knee  injury  that  led  him  to  pursue  a 
PhD  in  physics  instead  of  chasing  his 
dream  of  joining  the  San  Francisco 
49ers.  Today,  he's  ceo  of  Minneapolis- 
based  tlc  Precision  Wafer  Technology 
Inc.,  a  still  tiny  but  well-positioned 
player  in  the  burgeoning  $2  billion 
market  for  gallium  arsenide  wafers 
and  chips — superfast  chips  that  are 

I  Precision  Wafer 
s  sitting  pretty  in 
i  market  that's 
vorth  $2  billion 


more  resilient  than  silicon  ones  and 
can  carry  higher-frequency  signals. 
Now,  he's  butting  heads  with  big- 
budgeted  players  like  trw  and 
Daimler-Benz  Aerospace. 

Demand  for  these  computer  chips 
is  expected  to  quintuple  over  the  next 
seven  years  for  use  in  automotive 
radar,  satellite  communications,  and 
other  applications.  That's  fertile  turf 
for  Childs,  who  led  a  gallium  arsenide 


Natural  Disasters 

The  Facts  More  than  30%  of  smalll 
businesses    shut    down    by    natural 
disasters  never  reopen,  according  to 
the  Federal  Emergency  Management 
Agency  (FEMA).  The  reason?  They  can't  | 
get    back    in    business   fast    enough. 
A  key  problem:  damaged   computer! 
systems    and    the    loss    of    critical 
data. 

Case  in  Point  Simmons  Advertising's 
office  in  Grand  Forks,  N.  0.,  suffered 
over  $300,000  in  damage  while  sub- 
merged under  4M  feet  of  water  during 
the  flood  of  1997.  Simmons  sent  mud- 
and  grit-filled  hard  drives  to  data-re- 
covery specialists  but  ultimately  lost 
half  the  information.  The  firm  has  since 
moved  to  higher  ground  and  now  stores 
their  backup  data  90  miles  away. 

Getting  Prepared  Assess  your  risk  and 
plan  for  emergencies  with  the  "Emer- 
gency Management  Guide  for  Business 
and  Industry"  from  the  FEMA  Web  site, 
www.fema.gov. 


For  free  information  and  custom  re- 
search on  data  protection  and  other  dis- 
aster-related issues  contact  the  Institute 
for  Business  &  Home  Safety,  617  292- 
2003,  www.ibhs.org. 

Steps  for  Y2K  contingency  planning 
apply  to  general  data  protection  as 
well.  Get  the  Y2K  Jumpstart  Kit  at  the 
Y2K  Help  Center  for  Small  Business 
(y2khelp.nist.gov),  800  Y2K-7557. 

For  links  to  data  storage  services, 
check  out  the  Disaster  Recovery  Jour- 
nal's Web  site,  www.drj.com. 
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Fter  14  years  as  a  designer,  Maria  Barraza  invested  her  vision  and  savings  in  her  own  company.  And  while 
>r  focus  on  detail  helps  her  designs  endure,  American  Express  Small  Business  Services  helps  make  sure  her 
ish  flow  endures.  Her  Card  gives  her  maximum  flexibility  when  traveling,  a  Quarterly  Management  Report 
Us  her  exactly  what  she  spent,  while  she  enjoys  10%  savings  on  ■■■■ 

any  FedEx®  delivery  services.  All  of  which  are  always  in  style.  Q®    Ill0l<@   j         ess 


all  1-800-420-8886  or  visit  www.americanexpress.com. 


Small  Business 
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Self-insurance  can  save  on  health-care  costs 
-and  it's  probably  less  risky  than  you  think 


SICK  WITH  WORRY  about  health-in- 
surance costs?  You  might  find  a  reme- 
dy in  self- insurance,  in  which  your 
company,  rather  than  an  insurer,  pays 
medical  claims  directly.  Too  risky?  Not 
necessarily.  You  can  limit  your  liability 
with  a  low-cost  policy  that  covers  only 
catastrophic  illness. 

This  option,  once  nearly  unthink- 
able   for   small   employers,    is 
gaining  popularity  as  double  - 
digit  premium  hikes  return  for 
fully  insured  plans.  "Self-in- 
surance for  com 
panies  with  25  to 
SO  employees  is 
the  fastest-grow- 
ing segment  of 
my  business,  up 

'fans  can 
ib  tailored 
o  your 
/orkforce 
ind  may 
mprove 
ash  flow 


about  3  0% 
over  the  past  18 
months,"  says 
Curtis  R.  Donley, 
a  benefits  consultant 
in  Indianapolis.  For  large 
employers,  it's  nothing  new.  In  1997, 
60%  of  companies  with  more  than  500 
employees  self-insured,  compared  with 
just  3%  of  those  with  fewer  than  50, 
according  to  a  recent  study  in  the  pol- 
icy journal  Health  Affairs.  A  key  attrac- 
tion: control  over  expenditures.  Since 
these  plans  are  governed  by  looser  fed- 
eral law,  state  mandates  for  specific 
benefits  don't  apply.  Employers  can  tai- 
lor a  plan  to  their  workforce — exclud- 
ing childbirth,  say,  for  an  all-male 
group.  They  are  also  exempt  from  the 
2%  to  3%  state  tax  on  premiums.  Im- 
proved cash  flow  is  another  advantage. 


You  pay  after  expenses  are  incurred 
rather  than  prepaying  with  premiums. 
Fixed  costs  can  be  cut  35%  to  65% 
and  total  payout  by  about  15%. 

To  self-insure  as  a  small  employer, 
you'll  need  two  partners:  a  third-party 
administrator  (tpa)  and  a  stop-loss  in- 
surer. The  tpa  will  find  your  company 
a  health-care  network — usually,  a 
preferred  provider  or- 
ganization (ppo) — and 
process  claims.  The 
stop  loss  insurer  will 
recommend  how 
|^^.  much  to  put 
aside  each 
month,  and  its 
coverage  kicks 
in  only  if  claims 
exceed  the  stop- 

Vloss  limit  that 
you've  chosen. 
To  set  up  a 
self- funded 
plan,  first  find  a 
tpa  familiar  with 
small  businesses. 
Brokers  aren't  likely 
to  help> — buying  just 
stop-loss  slices  com- 
missions by  as 
much  as  50% — so 
I  get  a  list  from  the 
nonprofit  Self-In- 
surance Institute  of 
America,  Inc.  (800 
851-7789).  Most 
tpas  will  help  you  se- 
lect a  stop-loss  insurer. 
Even  the  smallest  company  can  self- 
insure,  but  without  consistent  cash 
flow,  "one  sick  employee  can  throw 
your  balance  sheet  out  of  whack," 
warns  Larry  Levitt  of  health-policy 
think  tank  Henry  J.  Kaiser  Family 
Foundation.  And  don't  consider  it  if 
the  majority  of  your  workers  aren't  in 
relatively  good  health.  Too  many  small 
claims  could  be  catastrophic — for  you, 
anyway.  -JOSHUA  KENDALL 

lj  For  details  on  setting  up  a  self- 
insured  plan,  click  Online  Extras 
at  frontier.businessweek.com 


Los  Angeles 


Q:  My  startup  E-commerce  company 
wants  to  establish  a  virtual  shopping 
mall  with  a  group  of  local  retailers 
Can  we  compete  online  with  Gap, 
Macy's,  and  Nordstrom? 
— C.L. 
A:  Many  local  retailers' 
hopes  were  stunted  by 
a  recent  study  predict- 
ing their  online  market 
share  would  shrink 
from  9%  to  about  6% 
by  2003.  Face  it:  Most 
small  retailers  lack 
brand  recognition  and 
they  can't  fund  fancy 
interactive  sites. 

However,      E-mails 
can  help  small  retail- 
ers get  their  products  on 
the  Web  by  charging  a  month- 
ly rental  fee  or  a  percentage 
of  online  revenues.  Collective- 
ly, they  gain  marketing  power  and  in- 
creased Web  traffic. 

Make  sure  your  collaborators  share  a 
common  vision,  commit  for  a  specified 
duration,  and  make  equal  funding  con- 
tributions or  pay  the  same  "rent,"  says 
Karen  Glotzer,  strategic  alliance  man- 
ager for  Small0ffice.com  in  New  York, 
an  online  resource  for  entrepreneurs 
serving  the  small-office  market. 

You'll  need  to  find  a  marketing  niche 
appealing  to  a  segment  such  as  teens 
or  working  moms.  Online  malls  lose 
customers  if  they  don't  provide  technical 
support  and  don't  give  consumers  rea- 
sons to  return,  says  Evie  Black  Dykema, 
an  analyst  at  technology  research  firm 
Forrester  Research  Inc.  Perhaps  you 
can  negotiate  online  discounts  or  let 
shoppers  purchase  everything  in  one 
transaction. 

"You  may  have  to  be  innovative  and 
contemplative— but  you  can  still  com- 
pete," says  Jonathan  B.  Spira,  founder 
of  Basex  Group,  Inc.,  a  new  technology 
research  firm  in  New  York.  In  other 
words,  you  may  not  be  landsend.com, 
but  you  don't  have  to  let  the  E-giants 
get  you  down.  -KAREN  E.  KLEIN 

Have  a  question  about  running 
your  business?  Send  an  E-mail  to 
frontierf3businessweek.com 
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game 


You  are  if  they  don't  have  a 
retirement-only  strategy. 


plan  ahead. 


Most  mutual  funds  lump 
investors  together  whether  they 'rcj| 
saving  long-term  for  retirement 
or  short-term  for  a  car.  But  the 
Principal  Financial  Group    takes 
a  different  approach.  When  your 
company's  plan  invests  with  The 
Principal®,  you  can  choose  option* 
that  focus  only  on  retirement 
plan  money-and  nothing  else. 
This  investment  strategy,  backed 
by  over  a  century  of  financial 
expertise,  recently  resulted  in 
The  Principal  family  of  pension 
accounts  outperforming  all 
fund  families  in  a  commissioned 
study  by  Lipper 
Analytical  Service* 
Combine  this 
with  our  low  fees,  out- 
standing guaranteed  service 
and  an  impressive  array  of 
investment  options  and  you've 
got  one  of  the  best  values  in 
retirement  planning.  No  wonder 
more  employers  choose  us  for 
their  401(k)  plans  than  any  bank 
mutual  fund,  or  insurance  com 
panyf.  For  more  information, 
call  1-800-255-6613.  Then  tell 
your  current  provider,  checkmate. " 


get  ahead. 


Plan  Ahead.  Get  Ahead. 

Financial 
Group 

»l(k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages  •  Life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Fund* 

'    1998  Principal  Life  Insurance  Company,  Des  Moines,  IA  50392.  *From  a  study  of  leading  mutual  fund  families  by  Upper  Analytical  Service  commissioned  by 

lie  Principal    Results  based  on  a  5-year  track  record  through  12  31  97,  using  Upper's  criteria  as  applied  by  The  Principal  for  their  separate  accounts  as  a  l.imih 

fCPO  magazine,  April  May  1W8.  Senior  Financial  Executive  Ranking   Products  and  services  offered  through  Principal  Life  Insurance  Compan)  (The  Principal) 

its  subsidiaries  and  affiliates   Mutual  luhds  and  securities  distributed  through  Princor  Financial  Services  Corporation  (member  S1P(  I 

Securities  and  health  care  products  not  available  in  all  states 

www.principal.com 
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Seriously  Silly: 


Freedom  to  play  breeds  innovation-and 
productivity.  Just  ask  the  founder  and  CEO  of  IDEO 


AT  FABLED  product  design 
company  ideo,  acting  goofy  is 
till  in  a  day's  work.  Employees 
play  miniature  golf  and  toss 
Nerf  balls  in  the  hallways  and 
race  desk  chairs  in  (he  street 
outside  the  company's  Palo  Alto 
(Calif. )  headquarters. 

Isn't  "tun  workplace"  a  bit 
of  an  oxymoron?  Not  to  David 
M.  Kelley,  CEO  and  founder  of 
the  now-3  50-employee  busi- 
ness. He  thinks  play  ignites  the 
innovative  spirit.  With  more 
than  3,000  products  under 
ideo's  belt  over  two  decades 
including  Apple  Computer  Inc.'s 
first  mouse  and  a  stand-up 
toothpaste  tube  for  Crest — Kel- 
ley is  clearly  on  to  something. 

These  days,  Kelley,  who 
teaches  at  Stanford  Uhiversit)  \ 
Product  Design  Program  and 
coasults  on  innovation  to  com- 
panies large  and  small,  wants  to 
invent  thinkers,  not  just  prod- 
ucts. Kelley  talked  to  reporter 
Charles  Butler  about  creative 
culture  and  how  small  fry  can 
exploit  their  freer,  less  rule- 
driven  environment  to  foster  innovation. 

Q:  When  do  you  know  if  a  company 
has  an  innovative  culture? 

A:  In  a  creative  culture,  everybody  feels 
comfortable  speaking  up,  even  in  front 
of  the  president.  In  a  hierarchical,  non- 
creative  company,  everybody  feels 
afraid  and  waits  to  see  what  side  the 
president  or  senior  management  comes 
down  on.  Big  ideas  happen  when  peo- 
ple build  on  each  other's  ideas. 

Q:  Why  is  having  fun  so  important? 

A:  It's  all  in  the  breakdown  of  barriers  of 
who's  important  in  the  company.  You 
can  be  playful  when  everybody  feels 
they're  just  as  important  as  the  next  per- 
son. The  reason  you're  not  throwing  a 
Nerf  ball  around  at  bm  is  not  that  you're 
not  playful;  it's  fear  of  retribution  from 
somebody  higher  up.  So  if  you  can 
break  down  that  barrier,  everybody  not 
only  feels  comfortable  throwing  the  Nerf 


Q:  Are  small  businesses  more  apt  to 
be  innovative? 

A:  For  sure.  The  reason  is  the  rules. 

They're  the  biggest  deterrent  to  inno- 
vation or  creativity.  In  a 
small  company,  you  know 
who's  making  the  rules  or 
you  know  it's  O.  K.  to 
break  them  if  you  have  a 
good  idea.  But  as  small 
companies  get  bigger  and 
start  making  more  rules,  I 
recommend  that  they  still 
let  their  people  feel  em- 
powered to  break  them — 
or  at  least  question  them 
if  they  have  a  special  job 
to  do. 


ball  but  coming  up  with  ideas. 

Q:  But  how  can  you  funnel  playful- 
ness into  productivity? 

A:  For  us,  a  good  day  is  when  we 
have  what  we  call  "brainstormers," 
and  in  our  culture,  die  highest  form  of 
status  is  being  invited  to  a  lot  of 
brainstormers.  That  means  people 
value  you.  The  fun  part  is  that  you've 
been  invited  to  give  ideas  even  if  it's 
not  your  client  or  project. 

Q:  How  can  office  design  help  create 
a  team  atmosphere? 

A:  Most  companies  put  people  in 
individual  offices,  and  if  there's  any 
space  left,  diey  build  a  conference  room. 
Totally  wrong.  First,  build  group  space. 
Every  project  is  important,  so  why  not 
have  a  group  room  where  you  put  "the 
collective  stuff  die  group  owns — the  ma- 
terial, the  information,  the  prototypes? 
Then  you  build  offices  around  it. 


Q:  These  days,  everybody 
seems  crazed  at  work. 
How  can  we  find  the  time 
to  be  innovative? 

A:  We  call  it  "busy-ids."  It's 
just  a  macho  thing.  Right 
now,  no  one  can  go  home 
and  do  anything  but  say: 
"I'm  so  busy,  I  can't  keep 
up."  It's  a  fad.  I  don't  think 
it's  related  to  creativity.  It's 
a  question  of  who  in  the 
company  is  dedicated  as  the 
strategic  people.  We'll  re- 
organize companies  to  have 
an  advance-concept  group,  which  is  like 
R&D,  and  this  is  the  reason:  Everybody 
who  is  grinding  it  out  and  getting  the 
present  product  out  feels  better  knowing 
the  company  has  a  vision  of  the  next 
product. 

Q:  You  recommend  making  innova- 
tions very  rapidly.  Doesn't  that  lead  to 
mistakes? 

A:  The  best  path  to  innovation  is 
through  what  we  call  enlightened  trial- 
and-error.  The  day  a  project  starts, 
make  a  bunch  of  crummy  prototypes 
and  the  next  day  show  them  to  cus- 
tomers, users  and  manufacturing. 
They'll  tell  you  what's  wrong.  Take 
copious  notes  and  fix  it.  Just  keep 
speeding  along  to  finalize  what  the 
idea  is. 

(~_  j  For  more  on  creative  manage- 

:\  ment  click  Online  Extras  at 
'   J  frontier.businessweek.com 
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Introducing  the  Venture  Club  for  small  and  growing  businesses. 

Finally,  there's  an  airline  reward  program  tailored  to  your  business.  Become  a  member  and  whenever  you  or 
your  employees  fly  with  us,  your  company  will  earn  points  toward  free  flights  and  upgrades,  as  well  as  rewards 
like  golf  vacations  and  computers.  On  top  of  that,  employees  will  continue  to  receive  their  individual  frequent 
flyer  miles.  It's  free  to  join,  too.  To  find  out  more,  please  call  us  or  visit  our  website. 


1-888-224-1122 

www.baventureclub.com/bw 


BRITISH  AIRWAYS 

The  world's  favourite  airline 


nture  Club'"  membership  open  to  companies  other  than  those  under  corporate  contract  with  British  Airways  or  travel  agencies,  where  there  is  at  least  one  office  located  in  the 
3.  For  full  terms  and  conditions  regarding  the  Venture  Club*"  and  precisely  what  travel  qualifies  for  points,  please  visit  us  at  www.baventureclub.com.  ©1999  British  Airways  Pic 
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The  'Big7  Question 


Three  E-postage  rivals  stamp  their  feet 
over  who's  the  real  underdog 


IS  GOLIATH  TRYING  to  stamp  out 
David  again?  And  who  gets  to  play 
the  role  of  David?  The  question 
arises  as  a  pair  of  Internet  stamips 
race  to  enter  the  online-postage 
business.  They  complain  thai 
industry  giant  Pitney  Bowes 
Inc.  is  trying  to  use  its  formi- 
dable legal  muscle  to  squash 
their    new    ventures    by 
claiming  their  intellectual 
property    as    its    own. 
Nonsense,  says  Pitney, 
adding  that  the  upstarts 
are  actually  fronting  for 
a  crowd  of  giant  com- 
petitors. 

The  fracas  began  this  spring, 
after  licensing  talks  broke  down 
between  Pitney  Bowes,  which 
has  an  85%  share  of  the  tradi 
tional  postage-meter 
market,  and  E- 
Stamp  Corp.  and  Stamps.com 
Inc.  All  three  companies 
have  been  scrambling 
to  receive  approval 
from  the  U.  S.  Postal 
Service  to  sell  postage 
over  the  Internet  begin- 
ning this  month.  Al- 
though each  company 
employs  slighdy  different  methods,  the 
basic  technology  would  allow  cus- 
tomers either  to  download  or  to  go 
online  to  purchase  postage  and  then 
use  their  own  printers  to  inscribe  out- 
going mail  with  official  meter  stamps 
(InBox,  page  R6).   "You  won't  have 


Mickey  Muscle 

Most  entrepreneurs  still  cling  to  the 
lesson  they  learned  in  the  schoolyard: 

Make  friends  with  the  big  kids,  and 
they  won't  pick  on  you. 

But  playing  up  to  giants  offers  no 
guarantees— as  the  now-defunct  Chil- 
dren's Broadcasting  Corp.  learned  the 
hard  way.  In  1995,  five-year-old  Chil- 
dren's inked  a  $25,000-per-month  deal 
with  abc  Radio  Networks,  which  was 
to  recruit  affiliates  and  sell  advertising 


to  get  in  your  car  any  longer  and 
go  to  the  Post  Office,"  says 
Robert  H.  Ewald,  chief  ex- 
ecutive of  E-Stamp  in  San 
Mateo,  Calif.  "It's  all  about 
convenience." 
Pitney     claimed     that     its 
patents  are  applicable  to  all  the 
technology  and  demanded  roy- 
alties from  the  entrepreneurs — 
and  it's  no  wonder.  By  2002,  $1.5 
billion  in  postage  will  be  pur- 
chased annually  over  the  In- 


By  2002,  $1.5  billion  in 
postage  will  be  sold  over  the 
Net.  Who'll  be  raking  it  in? 


ternet,  says  small-business  analyst  Ray- 
mond Boggs  at  International  Data  Corp. 
In  June,  Pitney  sued  to  get  its  cut, 
prompting  the  startups  to  cry  foul. 
They  say  the  timing  was  suspect  be- 
cause both  startups  were  seeking  im- 
portant financing.  E-Stamp  was  trying 


for  Children  Broadcasting's  syrupy, 
kids-only  radio  format.  With  abc's 
clout,  Children's,  which  at  its  peak 
employed  200  people,  hoped  to  ex- 
pand its  32-station  network  into  a 
Nickelodeon  of  radio. 

But  Walt  Disney  Co.,  which  bought 
abc  while  it  was  talking  with  Children's, 
soon  developed  similar  plans  of  its 
own.  It  backed  out  of  the  contract'  10 
months  after  it  was  signed  and 
launched  Radio  Disney,  a  kids'  network 
that  pursued  the  same  advertisers. 


to  secure  a  private  placement,   an 
Stamps.com  had  just  started  a  roa 
show  for  its  forthcoming  initial  publi 
offering.  "If  they  wanted  to  assert  le 
gitimaie  intellectual-property  rights, 
they   could   have   done   so   in    1998 
rather  than  wait  until  the  eve  of  o 
successful  initial  public  offering,"  says] 
John  W.  LaValle,  chief  financial  officer 
ofStamps.com  in  Santa  Monica,  Calif. 
The  suit,  he  adds,  was  an  effort  to! 
"block  Stamps. corn's  entry  into  the  fi- 
nancial markets." 

Almost  immediately,  the  Justice 
Dept.  sought  information  from  the 
companies  for  possible  antitrust  vio- 
lations. Undaunted,  Pitney  announced 
its  own  E-postage  program  last 
month,  called  ClickStamp.  It  has  no 
comment  on  the  antitrust  probe.  But 
Pitney  spokeswoman  Sheryl  Battles 
disputes  the  idea  that  the 
Stamford  (Conn.)  giant 
s  picking  on  small 
players,  noting 
that  Microsoft, 
at&t  Ventures,  and 
Paul  Allen's  Vulcan  Ven- 
tures are  backing  the  startups.  Indeed, 
Microsoft  has  already  named  E-Stamp 
its  postage  partner  for  its  small-busi- 
ness site.  "It's  not  David  and  Goliath  at 
all,"  says  Battles. 

E-Stamp's  Ewald  disagrees.  "Our  rev- 
enue this  year  is  zero.  What  are  they?  A 
$4  billion  company?  We  have  fewer 
people  in  our  whole  company  than 
they  do  in  their  legal  department,"  he 
fumes.  "This  is  all  about  who  will  have 
control  over  what  happens  in  your  of- 
fice— you  or  a  large  company?" 

Some  startups  just  won't  be  licked. 
—  EDWARD  R.  SILVERMAN 


Children's  sued,  claiming  Disney 
had  stolen  trade  secrets  and  broken 
its  contract,  driving  the  young  net- 
work out  of  business.  Last  October, 
a  Minneapolis  jury  agreed,  awarding 
Children's  $20  million.  Sweet  victory? 
Not  quite.  In  January,  a  federal  judge 
threw  out  the  verdict,  ruling  the  facts 
couldn't  support  it.  Children's  appeal 
is  pending,  but  for  now  it  has  remade 
itself  as  a  TV-commercial  production 
house  where  Goliaths  are  welcome 
only  as  clients.      -DENNIS  BERMAN 
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(©business  tool 


CHAINED  TO  A  DESK?  That's  not  how  you  run  your 
small  business.  When  all  the  decisions  are  yours,  the  IBM 
small  business  program  has  the  tools  and  support 
to  keep  you  going. 

TOOLS  PRICED  RIGHT.  Pick  the  affordable  ThinkPad54 
notebook  that  suits  your  needs.  The  easy-to-network 
ThinkPad  390  is  a  feature-packed  solution.  Add  the  optional 
Port  Replicator  with  EtherJet™  for  network  connectivity.  The 
new  ThinkPad  i  Series  1500  is  an  all-in-one  mobile  solution 
that's  just  right  for  your  individual  productivity  -  and  features 
impressive  multimedia  for  your  small  business. 

WE  CAN  HELP  YOU  finance  whatever  you  need.'  And  with 
IBM  world-class  service  and  support  designed  for  small 
businesses,  you  can  get  what  you  need  to  keep  moving. 
When  you're  ready  for  e-business,  we'll  help  you  harness  the 
power  of  the  Internet.  So  you  can  give  your  business  the 
competitive  edge  in  a  wired  world. 

GO  TO  www.ibm.com/smallbusiness/sb422lo  find  out 
more  about  the  IBM  small  business  program 

tools,  e-business  solutions,  services  and  support  for  your 
small  business.  Call  an  IBM  Small  Business  Advisor  at 
1  888  IBM-5800,  code  sb422,  and  we'll  put  you  in  touch  with  an 
IBM  Business  Partner  who  can  tailor  the  right  solution  for  you. 


IBM  THINKPAD  390E 

Mobile  Intel"  Celeron™  processor  366MHz2 
32MB  RAM  •  4.8GB3  HDD  upgradable 
12.1"  active  matrix  display 
Flexible  UltraBay™  FX 

with  standard  24X-10X*  CD-ROM 
56K  V.90  modem5 
Microsoft8  Windows®  98 
Supports  Windows  NT 


> 


$ 


1,899 


SuccessLease1" 
for  Small  Businr. 


$ 


68/ 


MONTH1 


CUSTOMIZE  YOURS: 

Port  Replicator  with  EtherJet 

$395* 

or  $14/montrT 

32MB  SDRAM  Memory 

$75* 

or  $3/month' 

Ultraslim  56W  AC  Adapter 


$69* 


IBM  THINKPAD  i  SERIES  1500 

Mobile  Celeron  processor  366MHz 

64MB  RAM  •  4.8GB  HDD 

12.1"  active  matrix  display 

24X-10X  CD-ROM 

56K  V90  modem 

Microsoft  Windows  98 

Microsoft  Office  2000  Small  Business  Edition 


or  $2/month1 


s 


$ 


1,899 


SuccessLease 
for  Small  Business 


s 


68/ 


CUSTOMIZE  YOURS: 

Port  Replicator 


MONTH1 


$115*       or  $4/month1 


IBM  Lithium  Ion  Battery 


$139*       or$5/month1 


45W  AC  Adapter 


$59* 


or  $2/month' 


BUY  IT. 


Go  to  www.ibm.com/smallbusiness/sb422  to  find  out  more 
Or  call  1  888  IBM-5800,  code  sb422,  to  discuss  the  tools  you  need. 


celeron 


PROCESSOR 


•Estimated  reseller  prices  to  end  users  tor  ThinkPad  Model  #2626-B0U,  Memory  Part  #76H0294.  AC  Adapter  Part  #02K6545,  Port  Replicator  Model  #05K4872,  ThinkPad  Mod 
#261-1512,  Port  Replicator  Model  /C05K5591,  Battery  Part  #02K6576,  AC  Adapter  Part  #1 1J8702.  'SuccessLease  is  ottered  and  administered  in  the  US  and  Canada  by  Fideli 
Leasing  Inc.,  an  approved  provider  of  business  financing  for  IBM  Global  Financing.  All  terms  are  provided  by  Fidelity  Leasing  Inc.;  amount  of  monthly  lease  payments  bast 
on  36-month  term,  full  payout  lease,  to  qualified  business  customers,  installing  in  the  US.  A  documentation  fee  and  first  month  payment  due  at  lease  signing  Any  taxes  a 
additional.  Other  terms  and  financing  structures  are  available.  Offer  may  be  withdrawn  or  changed  without  notice  Options  must  be  leased  with  system  unit.  'MHz  denoti 
microprocessor  internal  clock  speed;  other  factors  may  affect  application  performance.  !GB  means  one  billion  bytes  when  referring  to  hard  drive  capacity.  Accessible  capaci 
may  vary.  'Variable  read  rate.  Actual  playback  speed  will  vary  and  is  often  less  than  the  maximum  possible.  'These  modems  are  designed  to  be  capable  of  receiving  data  up 
56Kbps  from  a  compatible  service  provider,  and  transmitting  data  at  up  to  31  2Kbps.  Public  networks  currently  limit  maximum  download  speeds  to  about  53Kbps.  Actual  spee; 
depend  on  many  factors  and  are  often  less  than  the  maximum  possible  All  PCs  in  this  ad  ship  with  an  operating  system.  IBM  and  ThinkPad  are  registered  trademarks  and  EtherJf 
SuccessLease  and  UltraBay  are  trademarks  of  International  Business  Machines  Corporation.  Intel  and  the  Intel  Inside  logo  are  registered  trademarks  and  Celeron  is  a  trademark 
Intel  Corporation.  Microsoft.  Windows  and  Windows  NT  are  registered  trademarks  of  Microsoft  Corporation.  Other  company,  product  and  service  names  may  be  trademarks 
service  marks  of  others.  ©1999  IBM  Corp.  All  rights  reserved 
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Hacked  To  Pieces 


Think  your  business  is  too  small  to  need  network 
security?  That's  what  intruders  are  counting  on 


An  unprotected  Web  site 
is  'totally  trashed."  Cost: 
Thousands  of  dollars 
and  a  month  of  misery 


YOU'D  THINK  THAT  being  small 
might  give  you  some  de  facto  immu- 
nity from  hackers.  After  all,  electronic 
vandals  make  headlines  by  penetrating 
enormous  companies,  such  as 
BellSouth  Corp.  and  Symantec  Corp., 
or  high-profile  government  depart- 
ments such  as  the  Pentagon  and  fbi. 
Why  would  they  bother  with  you? 
Good     question,     says     {Catherine 


Gaudette,  president  of  Capetown-Rio 
Inc.  She  confronted  it  herself  during  a 
month-long  battle  against  hackers  who 
temporarily  knocked  her  Redmond 
(Wash.)  marketing-communications 
company  off  the  Web.  She  has  since 
learned  that  it's  not  uncommon  for 
small  businesses  to  get  hacked;  they're 
just  too  embarrassed  to  talk  about  it. 
Gaudette,  who  specializes  in  helping 
small  companies  look  big,  is  willing  to 
share  her  story  because  she  hopes  that 
it  will  help  others  avoid  what  her  12- 
person  staff  went  through. 

Her  trials  began  on  July  1 6  with  an 
unexpected  phone  call  at  home.  Her 
Internet  service  was  inquiring  about 
an  E-mail  that  confirmed  three-year-old 
Capetown's  request  to  transfer  its  do- 
main to  another  company.  Say  what?  "I 


BANDQM 
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Need  Kelp  Making  Friends? 

The  appeal  of  a  Web-affiliate  program 
is  obvious:  An  army  of  Net  sites  helps 
to  hawk  your  product  [frontier,  June 
28).  But  running  such  a  program  is 
complex.  You  have  to  recruit  affiliates 
as  well  as  set  up  and  maintain  your 
Web  store. 

That's  why  Mark  Monroe,  president 
of  Hat  Shack,  an  Atlanta-based  chajn 
of  10  retail  stores,  decided  to  outsource 
the  whole  thing.  In  the  past  six  months, 
such  companies  as  Nexchange  (www. 
nexchange.com),  Iconomy  (www.icono- 
my.com),  and  eSaler  (www.esaler.com) 
began  offering  services  that  pick  up  the 
burdens  and  costs  of  rounding  up  sites 
where  your  customers  are  most  likely  to 
be  found.  Then  they  develop  and  main- 
tain stores  that  are  placed  directly  on 
each  affiliate  site— selling  cooking 
equipment,  for  example,  on  a  food 
page— without  irking  the  affiliate  by 
drawing  away  traffic. 

"For  smaller  companies  that  want  to 
build  a  Web  commerce  presence,  this  is 
a  cost-effective  way  to  get  in,"  says  Alan 
Alper,  an  analyst  with  E-commerce  mar- 
ket research  firm  Gomez  Advisors  Inc. 
There  are  no  upfront  costs  to  the  mer- 
chant. The  service  company  splits  a 
commission  with  the  affiliate  Web  site 
on  every  sale.  "Whatever  we  make,  we 
consider  it  all  gravy,"  says  Monroe.  After 
just  four  months  with  Nexchange,  his 
hats  hang  on  some  300  sites.  His  sole 
responsibility:  Ship  products  as  the  sales 
roll  in.  -KAREN  CHENEY 

A  New  Way  to  Charge 

Give  them  credit  for  moxie:  Two-year- 
old  Echarge  is  promising  that  when  its 
new  online  payment  system  debuts 
next  quarter,  "the  use  of  Visa  and  Mas- 
terCard online  will  become  obsolete." 
Instead  of  repeatedly  keying  in  credit- 
card  numbers  that  can  be  intercepted 
by  hackers,  consumers  would  use  digi- 
tal certificates  to  pay  for  purchases. 
Payments  would  be  made  by  clicking 
an  Echarge  icon  displayed  on  partici- 
pating sites.  What's  more,  Echarge 
claims  it  will  undercut  the  merchant 
processing  fee  charged  by  the  credit 
card  companies,  which  typically  runs 
1%  to  2%. 
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SIEMENS 


The  new  Siemens  Gigaset  2420  is  more  than 

an  amazing  cordless  phone  system. 

H  may  be  the  best  deal  in  communications  today- 


ily  expandable  The  2420 
ies  with  a  desk  station  and  one 
jless  handset.  Plug  the  desk  station 
i  a  phone  jack  and  you  can  add 
en  more  cordless  handsets,  without 
ing  another  phone  jack. 

O  LINE  CAPABILITY   TWO  DUSi 

s  lines,  two  personal  lines,  or  one 
iness  and  one  personal  line, 
atever  you  choose. 


CALLER  ID.  CALL  WAITING  AND 
CALLER  ID  WITH  CALL  WAITING 

Know  who's  calling  and  who's  waiting 
on  both  lines.* 


desk  station  The  heart  of  the 
Gigaset,  equipped  with  features  of  a 
Fortune  500  phone  system. 


tercom  capability  Talk 
ween  cordless  handsets  or  between 
idset  and  desk  station  without  tying 
outside  line. 

TELLIGENT  HANDSETS 

cess  the  answering  machine,  see 
io's  calling,  who's  holding,  transfer 
Is  and  conference  caljs  with  two  line 
eration  and  without  being  tied  to  a 
sk.  No  jack  required. 


DIGITAL  ANSWERING  MACHINE  FOR 

each  line  As  professional  sounding  as 
expensive  voice  mail  systems,  each  line 
can  play  five  different,  outgoing  messages 
and  record  up  to  26  minutes. 


ROOM  MONITORING  CAPABILITY 

Program  a  handset  to  call  the  desk  station 
or  another  handset  when  a  predeter- 
mined noise  level  is  reached. 


2.4GHz  FREQUENCY 

This  new  frequency 
ensures  crystal  clear 
conversations  with 
virtually  no  interference. 


SMART  FAX/MODEM  PORT 

Eliminates  the  need  for  a  separate  line.' 


one  jack  operation  Plug  the  desk  station 
into  its  jack,  and  that's  the  last  jack  you'll  ever 
need.  No  jack. 

call  log  Review  the  names  and  phone  numbers 
of  the  last  30  calls  received. 


HE  SIEMENS  GIGASET  2420  sounds  like  a  phone  system  that  costs  thousands  of  dollars,  but 
imes  with  features  even  they  don't  have:  like  cordless  handsets,  2.4GHz  technology  and  one  jack  operation, 
o  you  don't  have  to  be  a  Fortune  500  company  to  afford  an  amazing  phone  system.  You  just  have  to  be  smart. 
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FROM  SIEMENS.  THE  LEADER  IN  CORDLESS  TECHNOLOGY 


All  For  Under 


GHz  digital  technology 


•REQUIRES  TELEPHONE  COMPANY  SUBSCRIPTION 


'MENS  ANO  GIGASET  ARE  REGISTERED  TRADEMARKS  OF  SIEMENS  AG   SIEMENS  COMMUNICATION  DEVICES  IS  A  DIVISION  Of  SIEMENS  INFORMATION  AND  C0MMONICATI0N  PRODDCTS  LLC   FOR  INFORMATION  CAU  1877  CORD  FREE  (267  33731  WWW  SIEMENSC0R01ESS  COM 
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QJECTROTICS 


OfficeMax 


STAPLES 
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Monday, 


didn't   ask   for  my  Web   site   to   be 
moved,"  she  replied. 

A  two-week  tug-of-war  followed  in 
which  someone  made  repeated  phony 
requests  to  transfer  the  domain. 
Gaudette  squelched  each  one,  but  the 
hacker  succeeded  on  the  third  try. 
With  visions  of  porn  or  worse  going 
up  under  Capetown's  name,  she 
scrambled  to  regain  control,  getting  it 
back  within  24  hours  on  July  30.  Nev- 
ertheless, Gaudette  checked  and 
rechecked  to  make  sure  the  system  had 
a  thorough  backup  as  of  that  day,  a 
Friday.  "Something  told  me  they 
weren't  done,"  she  recalls. 

She  was  right.  By 
Gaudette's  site  was  "to- 
tally trashed  .  . .  they  were 
destroying  everything  in 
their  path."  It  took  sever- 
al days  to  get  it  back  up, 
using  the  electronic 
equivalent  of  string  and 
chewing  gum,  in  be- 
tween meetings  with  po- 
lice, security  consultants, 
and  venture  capitalists 
looking  over  the  compa- 
ny— not  to  mention  run- 
ning the  business.  It  was 
not  until  mid-August  diat 
the  daily  attacks  ended. 
Gaudette  says  the  staff 
was  left  exhausted  and 
feeling  violated  by  the 
hacker's  electronic  strip 
search  of  their  profes- 
sional and  personal  data. 

Looking  back,  Gaudette 
says,  Capetown's  mistake  was  installing 
a  security  system  to  cover  its  corporate 
network  while  leaving  the  Web  server 
unprotected.  The  security  company 
Capetown  uses,  WatchGuard  Tech- 
nologies Inc.  in  Seatde,  quickly  stepped 


Had  it  been  an  E-commerce  site,  the 
attack  could  have  cut  off  her  rev- 
enue-— a  point  she  drives  home  to  oth- 
er entrepreneurs  who  think  a  low  pro- 
file protects  them  from  hackers.  "I 
don't  know  why  they  pick  on  us.  But 
they  do,"  she  says. 

Bill  Hancock  says  he_  knows.  An  FBI 
forensic  consultant 
on  network  securi- 
ty, he's  also  execu- 
tive   vice-president    of 
Network- 1    Security  So- 
lutions  Inc.   in  Dallas. 
Hancock  believes  hack 
er    attacks    on    small 
businesses  are  practice 


Security  Blankets 


Hackers  could  be 
iising  attacks  on  small 
companies  as  practice 
for  bigger  jobs 


in  to  plug  that  hole  by  extending  the 
firewall  to  the  Web  site  under  an  ex- 
isting service  contract.  Still,  the  damage 
could  cost  thousands  to  repair — insur- 
ance doesn't  cover  all  the  losses — and 
it  could  have  been  worse.  Capetown's 
site  is  just  a  billboard  with  demos. 


SOME  THINGS  YOU  CAN  DO  TO  KEEP  HACKERS  FROM 
DESTROYING  YOUR  SYSTEM. 

Set  up  firewalls  in  front  of  servers  and 
cyberwalls  on  servers. 

Turn  on  audit  logs  that  come  with  every 
operating  system  and  check  who's  using  the 
system. 

Isolate  your  Web  server  from  rest  of  the 
network;  this  cuts  off  a  point  of  entry. 

Encrypt  and  password-protect  the  data  that 
are  critical  to  the  business. 

Change  passwords  often,  especially  after 
staff  turnover. 

Monitor  the  people  who  come  in  and  out  of 
your  office;  keep  them  off  your  system. 

Keep  backup  systems,  preferably  offsite  and 
on  tape. 


for  something  bigger,  similar  to  rob- 
bers knocking  over  a  7 -Eleven  before 
they  try  a  bank  job.  But  outsiders 
aren't  the  only  threat.  Hancock  sug- 
gests keeping  a  wary  eye  on  insid- 
ers— "disgruntled  ex-employees,  ac- 
quaintances of  employees,  even 
customers  who  walk  into  the  office 
and  notice  that  passwords  are  left  on 
Post-it  notes  in  plain  view."  (That's 
why  getting  hacked  is  murder  on 
morale.  "Because  you  don't  know 
who's  doing  it,  everybody  becomes  a 
suspect,"  Gaudette  says.)  Chuck  Shih, 
an  analyst  at  Gartner  Group  Inc.  in 
Stamford,  Conn.,  says  that  low-priced 
local  isps  are  another  weak  point 
because  they  lack  expert  security  per- 
sonnel and  systems.  And  your  vulner- 
ability increases  dramatically  when  'you 
shift  from  a  dial-up  connection  to  a 
full-time  link  such  as  Ti  or  cable  lines, 
because  it  changes  you  from  a  moving 


target  to  one  with  a  single,  unchang-l 
ing  "ip  address"  that's  always  availablel 
The  solution?  "Never  underestimatq 
the  strength  of  deterrents,"  says  Hani 
cock.  "If  it's  too  much  of  a  pain  to! 
block  up  your  Internet  connection,  thd 
vandal  will  get  bored  and  sim-l 
ply  click  away."  Some  basid] 
survival  strategies: 
Passwords:  They're] 
the  first  line  on 
defense.  Even  pcd 
should  be  protected, 
because  everything  is  ,J 
potential  point  of  entry. 
So  should  critical 
documents.  Fq>r 
remote  users,  con-^ 
sider  SecureiD,  (800  732- 
8743),  which  changes  thel 
access  password  every  few  minutes. 
Users  carry  a  synchronized  card  or  key- 
chain  diat  displays  die  current  password. 
An  ouday  of  $4,500  buys  the  system  it- 
self and  cards  for  2  5  employees. 
Firewalls:  These  allow  only  authorized 
people  to  get  into  files  on  the  server. 
You'll  need  one  for  each  server  in  your 
office.  Make  sure  it  includes  monitoring 
software  and  "sniffers"  that  can  help 
you  detect  and  track  suspicious  activity. 
The  cost  starts  at  $1,000  from  vendors 
such  as  Check  Point  Software,  3Com, 
and  Network- 1  Security  Solutions  but 
figure  on  spending  closer  to  $5,000 
for  extra  layers  of  security.  Watchguard's 
package,  for  instance,  includes  a  "secu- 
rity appliance"  installed  on  your  server, 
plus  management  systems,  software  up- 
dates, a  year  of  security  advisories,  and 
live  support.  The  latter  is  a  must  because 
of  the  complexity  of  security;  buy  a 
service  contract  if  it's  not  included. 
Secure  Socket  Layers/Encryption:  A 
secure  socket,  which  comes  with  your 
server,  creates  a  secure  line  of  trans- 
mission to  thwart  hackers  who  try  to 
intercept  information  traveling  on  the 
Web.  In  case  they  do,  encryption 
makes  the  information  difficult  to  read 
by  scrambling  a  message  or  credit-card 
number  during  transmission — and 
you've  got  the  only  decoder  key. 

Cosdy?  You  bet.  But  cybercrime  is  a 
fact  of  life,  making  security  just  anoth- 
er cost  of  doing  business.  Alas,  the  Web 
really  isn't  so  different  from  the  offline 
world. 
-RIVKA  TADJER  AND  RICK  GREEN 
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Set  up  an  action  plan  to  deal 
with  hackers.  Click  Online  Extras 
at  frontier.businessweek.com 
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NO    MATTER    HOW    GOOD    YOUR    COMPANY'S    SMALL-BUSINESS 
RETIREMENT    PLAN,    THERE'S    ALWAYS    ROOM... 
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^INTRODUCING   T.    ROWE    PRICE    FUND   REACH.5 


Now,  you  can  increase  the  investment  options  or  your  existing  401  (k), 
profit-sharing,  or  other  retirement  plan  with  over  50  mutual  lunds — all 
100%  no  load.*  With  Fund  Reach,  T.  Rowe  Price  mutual  lunds  can  be 
incorporated  into  your  existing  plan  quickly  and  easily  —  and  there  are  no 
setup  fees,  minimum  contribution  limits,  or  balance  requirements. 

And  because  our  mutual  funds  cover  a  broad  range  ol  asset  classes,  you 
can  select  investments  that  complement  your  current  plan. 

MORE  THAN  50.000  BUSINESS  RETIREMENT  PLANS  HAVE  PUT 

their  trust  in  T.  rowe  price,  see  why.  Since  193Z  T.  Rowe  Price 
has  been  helping  companies  and  individuals  meet  their  financial  goals. 
For  more  information  on  how  Fund  Reach  can  enhance  your  company's 
retirement  plan,  call  lor  your  Iree  kit  today.       1-800-831-1463   I 


Invest  With  Confidence® 

T.RoweRice 


m\ 
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*Cheok  your  company's  plan  document  to  determine  whether  your  plan  is  eligible. 

For  more  information,  including  lees  and  expenses,  request  a  prospectus.  Read  it  carefully  before  investing. 

f.  Rowe  Price  Investment  Services,  Int.,  Distributor. 
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Plugged 


Get  a  network.  It's 
a  great  way  to 
drive  growth,  if 
it  doesn't  drive 
you  crazy  first 


/ 


by  Chris  Sandlund  STEVEN  LUNDSTROM  REMEMBERS  the  moment  he 
knew  his  company  was  coming  apart  at  the  seams — technologically 
speaking.  He  was  hovering  peevishly  over  Aroma  Naturals  Inc.'s  sole  com- 
puter, one  eye  on  the  clock,  the  other  on  his  accountant  tapping  away  at 
the  keyboard.  "We've  got  to  input  this  order,"  he  snapped,  trying  to  coax 
her  off  the  machine.  "UPS  is  arriving  in  an  hour." 


"Well,  I've  got  to  pay  the  staff,"  she  replied 
tersely,  focused  on  finishing  the  payroll.  "They're 
leaving  in  an  hour." 

This  sniping  on  a  busy  afternoon  two  years  ago 
wasn't  personal,  but  it  did  stem  from  a  serious  dys- 
function in  the  Aroma  Naturals  family.  Lundstrom 
and  his  wife,  Tina  Rocca- Lundstrom,  had  hit  the 
limits  of  growth  for  their  company,  a  manufacturer 
of  aromatic  candles  based  in  Irvine,  Calif.  Until 
then,  they  had  kept  things  moving  by  dividing 
tasks.  She  handled  product  development  and  mar- 
keting, he  took  on  manufacturing  and  what  Tina 
calls  "the  gadgetry."  But  one  gadget  was  now  killing 
productivity.  As  revenues  neared  $1  million,  the 
Macintosh  that  had  carried  them  from  kitchen  table 
to  factory  floor  had  become  a  botdeneck. 


Steven  knew  what  they  needed:  more  computers 
on  a  local-area  network  (lan).  And  once  he  had  it, 
he  was  hooked.  An  initial  purchase  of  five  desktop 
pes  quickly  mushroomed  into  an  investment  of 
more  than  $40,000.  The  Lundstroms  now  have 
three  servers — one  for  E-mail,  another  for  sharing 
files,  and  one  more  to  host  the  company's  Web 
site.  They've  also  added  a  high-speed  dsl  phone 
line  that  connects  the  servers,  12  pes,  and  three 
Macs  to  the  Internet,  and  will  support  the  compa- 
ny's impending  move  into  E-commerce.  This  year, 
2  5 -employee  Aroma  Naturals  expects  revenues  of 
$4.5  million  on  sales  that  doubled  each  of  the 
past  two  years — a  growth  path  the  Lundstroms 
link  directly  to  their  spending  on  technology.  "I 
only  regret  that  I  don't  have  more  money  to  buy 
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more  things  to  grow  my  business  even  faster," 
Tina  says. 

It's  a  common  sentiment  these  days,  especially 
regarding  networks.  By  the  end  of  last  year,  37% 
of  companies  with   10  to   19  employees  had  put 
their  PCs  on  a  network,  says  Raymond  Boggs,  head 
of  small-business  research  at  International  Data 
Corp.  A  year  earlier,  only  30%  had.  Among  com- 
panies like  Aroma  Naturals  with  20  to  99  em- 
ployees, the  number  jumped  from 
42%    to    5  2%.    No    wonder 
such  companies  as  Cisco 
Systems,  Dell  Comput- 
er, and  Microsoft  are 
racmg  to  tailor  cor 


High-tech  giants  are 

racing  to  tailor  their 

corporate  products 

for  small  business 
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a  server  to  update  the  Web-site  catalog — shaving 
thousands  from  its  marketing  budget. 

It's  an  ambitious  network  for  a  company  of  Aro- 
ma Naturals'  size.  You  might  need  less.  But  a  net- 
work's basic  purpose  is  to  let  everyone  in  a  com- 
pany communicate  with  everyone  else;  share 
resources,  files,  and  databases;  and  pass  documents 
around  effordessly,  or  even  work  on  them  simulta- 
neously. At  the  very  least,  it  stops  a  lot  of  wheel- 
spinning.  Ideally,  it  can  sharply  boost  productivity. 

So,  does  spending  equal  profits?  Hardly.  "A  lot  of 
what  I  hear  is  technology  for  technology's  sake," 
says  Michael  Silver,  a  senior  analyst  with  Gartner 
Group.  "That's  not  a  good  way  to  make  a  return  on 
an  investment."     ___^____^_ 


porate  products  for 
small  business,  while 
a    startup    like    Ramp 
Networks    Inc.    finds    a 
ready  market  for  its  easy-to- 
use  Internet  on-ramp.  It  also  helps 
explain  ibm's  recent  purchase  of  Whistle  Commu- 
nications, whose  Whistlejet  server  simplifies  E- 
mail  and  Web  access  for  small  businesses.  The  in- 
creasing number  of  inexpensive  products  helps 
fuel  entrepreneurs'  imaginations  (page  R28).  "Af- 
ter the  LAN  is  in  place,"  says  Boggs,  "small  busi- 
nesses are  doing  so  much  more  than  they  ever 
imagined."  Aroma  Naturals  added  a  digital-pho- 
tography studio.  Now,  product  pictures  are  kept  on 


Getting  Help 

VINCENT  SCOTT 

The  Business:  Arizona 
Oxides  in  El  Mirage, 
Ariz.  Employs  20  people. 
Manufactures 
industrial  pigments. 
The  Job:  Executive  Vice- 
President  Scott  had  to 
find  a  good  networking 
consultant. 

"We're  not  computer 
specialists,  but  we've 
learned  how  to  choose 
one.  We're  pleased  with  Dave  Grenda,  our  current  con- 
sultant, but  we  weren't  pleased  with  earlier  ones.  We 
couldn't  get  personal  attention.  Everything  was  on  the 
clock.  We  fall  into  the  size  category  that  you  need  some 
attention,  and  Dave  gave  it.  The  key  to  finding  the  right 
match  is  to  interview  a  number  of  consultants.  If  you've 
got  someone  on  staff  with  a  good  knowledge  of  hardware 
and  software,  get  them  involved,  so  you  ask  the  right 
questions.  Find  a  consultant  who  has  a  genuine  desire  to 
help  you  and  your  company,  not  just  sell  you  hardware 
and  software  they're  familiar  with  or  are  licensed  to  serv- 
ice. Being  a  small  company,  you  [probably]  don't  have 
anyone  in  charge  of  MIS  issues.  View  the  consultant  you 
hire  as  your  MIS  department." 


Miiiiiiiiir 

Unformnately,  gauging  the  payback  from  a  LAN  is 
nearly  impossible.  "There  are  ways  to  measure,' 
says  Silver,  "but  a  lot  is  educated  guessing."  He 
suggests  asking  three  questions  before  proceeding: 
What  is  today's  technology  costing  you?  How  much 
will  you  pay  for  change?  And  how  are  you  going 
to  quantify  the  benefits  derived  from  the  change? 

These  deceptively  simple  questions  mask  die  often 
maddening  complexity  of  technology  planning.  Savvy 
entrepreneurs  think  about  die  answers  ahead  of  time; 
others  are  forced  to  confront  them  as  they  arise. 
Mark  H.  Kreditor,  owner  of  Get  There  First  Realty  in 
Dallas,  a  residential  property  management  outfit,  is  in 
the  foresighted  camp.  An  early  adapter  to  technolo- 
gy, seven  years  ago  he  connected  nine  pes  in  a  peer- 
to-peer  network — one  that  lets  any  computer  on 
the  system  call  up  applications  and  files  from  any 


LANs  End 


DEB  McALISTER 

The  Business:  Holland 
McAlister  PR  Inc.,  Dallas,  a 
14-employee  firm  doing 
high-tech  public  relations. 
The  Job:  McAlister,  the 
[president,  tried  to  install  a 
network  that  would  do  it 
all— but  didn't.  Now,  she 
lets  her  Internet  service 
provider  handle  the  E-mail. 


$ 
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"We  decided  to  install  a 
network  as  part  of  the  move  to  a  new  building  last  Decem- 
ber. I  wasn't  interested  in  just  a  file  server.  I  wanted  my  own 
E-mail  server  and  wanted  to  manage  it  myself.  We  aren't  big 
enough  to  have  a  T1,  so  I  decided  to  use  ISDN  for  our  'al- 
ways-on'  service.  But  we  suffered  40  to  1 1 0  ISDN  outages  a 
week.  There  were  times  when  I  couldn't  get  onto  the  Inter- 
net. Worse,  we  started  hearing  complaints  from  customers 
that  their  E-mail  to  us  was  bouncing  back.  So  we're  back  to 
using  our  ISP  for  E-mail,  after  spending  $10,000  in  hard 
costs  for  the.  server,  plus  the  cost  of  switching  and  lost 
time.  Since  July  8,  we've  had  only  one  ISDN  outage,  but 
we've  kept  E-mail  at  the  ISP.  We're  thinking  of  doing  a  trial 
with  it  back  on  our  server,  but  that's  still  pretty  scary." 
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small  business  association  dues:  $450  (450  miles) 
payroll  &  accounting  software:  $760  (760  miles; 

office  supplies:  $150  (150  miles) 

remembering  who  you  work  for: 


What's  keeping  small  and  mid-sized  compan 
from  getting  high-speed  communications? 

Backhoes,  my  friend, 


High-speed  Internet 


Local/Long  Distance 


for  Less 


Until  now,  if  your  company  wanted  fiber-optic  power,  somebody  had  to  start  digging.  And  digging.  / 
digging.  Laying  all  that  cable  could  take  months  and  could  cost  a  staggering  amount.  But  v 
Teligent's  SmartWave™  technology,  you  can  get  massive  communications  power,  from  just  our  sr 
antenna  on  the  roof  of  your  office  building.  This  means  Internet  access  up  to  100  times  faster  tha 
dial-up  connection.  The  power  for  full-motion  videoconferencing.  And  high-quality  local  and  k 
distance  phone  service.  All  for  a  flat  monthly  payment  of  up  to  30%  off  for  local  service  and 
Internet,  and  a  flat  long  distance  rate  as  low  as  5.5c  a  minute  for  interstate  calls.  Contact  us.  ( 
service  can  be  up  in  as  few  as  10  business  days.  Which  is  about  how  long  it  takes  to  tear  up  t 
sidewalk  in  front  of  your  building.  For  more  information,  visit  www.teligent.com. 
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The  Smart  Way  To  Communicate. 


©1 999  Teligent  Inc. 
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Keep  It  Simple 

MARK  KREDITOR 

The  Business:  Residential  prop- 
erty manager  Get  There  First 
Realty  Inc.,  Dallas. 
The  Job:  Kreditor,  owner  of  the 
10-employee  firm,  installed  tech- 
nology that  anyone  in  the  compa- 
ny can  troubleshoot.  That  reduces 
tech  expenditures  and  frustration. 

"Small  businesses  in  this  country 
need  not  be  confused  by  technol- 
ogy. But  to  avoid  confusion,  they 
need  to  step  back  and  ask:  What 
do  I  need,  and  what  can  I  understand?  If  you  buy  too  much  technol- 
ogy, you'll  end  up  spending  more  to  service  it  and  end  up  hating  it. 
We  keep  it  simple  so  that  we  can  service  it.  For  example,  you  get  a 
lot  of  tornadoes  and  lightning  around  here,  so  everyone  knows  our 
simple  backup  in  case  of  a  power  outage.  Sometimes  the  only  person 
who  understands  the  technology  is  the  business  owner,  and  that  won't 
work— especially  if  something  breaks  down  when  you're  out  of  the  of- 
fice. We  try  to  take  baby  steps  so  we  all  understand  it.  It's  amazing 
how  much  people  will  learn  if  you  give  them  products  that  are  easy 
to  understand.  When  we  upgraded  to  Windows  98  and  Microsoft  Of- 
fice 2000,  we  upgraded  everybody  in  the  company  at  the  same  time 
so  people  could  learn  from  one  another.  If  I  had  to  send  a  new  hire  to 
some  special  classes  just  to  work  here,  it  wouldn't  be  that  easy." 
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SERVER 

A  central  computer 
where  your  compa- 
ny can  store  files; 
also  can  serve  up 
E-mail,  host  an  in- 
tranet, or  connect 
everyone  to  the  In- 
ternet. Major  sup- 
pliers: Dell,  IBM, 
Compaq,  Apple. 
Prices  today:  $1,368-$9,179. 
Prices  in  1995:  $10,1 1 1-$40,000 


NETWORK  INTERFACE 
CARD  (NIC) 

Connects  your  staff's  work- 
stations or  server  to  the  LAN 
Major  suppliers:  3Com, 
LinkSys.  Prices  today: 
$28-$79.  Prices  in  1995: 
$135-$200. 
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SERVER  SOFTWARE 

A  special  operating 
system  that  lets  the 
server  work  its  magic. 
Major  suppliers: 
Microsoft,  Apple,  Red 
Hat,  Linux.  Prices  to- 
day: Free-$686.  Prices 
in  1995:  $1,295. 


other.  Before  long,  Kreditor's  own  PC  began  grinding 
to  a  halt  as  his  staff  tapped  into  property  records  kep 
on  his  hard  drive.  When  he  wanted  to  use  hi: 
spreadsheet,  Kreditor  would  shout  across  the  office  tc 
get  them  to  log  off  his  computer,  disrupting  theii 
work.  Obviously,  the  existing  technology  crimpec 
productivity.  Kreditor's  solution  was  to  add  a  then- 
$4,000  Dell  server  to  his  setup  two  years  ago 
"We've  weaned  ourselves  off  the  local  hard  drive,' 
he  says.  "Now,  we  save  to  the  network."  The  data 
base  previously  on  his  PC  now  resides  on  the  serv 
er — which  keeps  the  company  hopping. 

While  Kreditor  addressed  his  problem  head-on 
John  Hartman,  the  56-year-old  owner  of  a  Tulsa 
marketing  outfit,  didn't  even  realize  he  had  one 
customer  alienation.  At  Hartman  Communications 
each  of  the  company's  1 1  employees  had  a  com 
puter,  but  just  one  had  a  modem  connection  to 
America  Online  for  E-mail.  That  meant  client  queries 
went  unanswered  for  long  stretches — and  extended 
Web  searches  irritated  colleagues  waiting  their  turn. 

Finally,  30 -year-old  Allison  Radchffe,  who  had 
come  to  Hartman  from  a  major  corporation,  began 
beating  the  drum  for  the  companywide  Web  access 
and  E-mail  she'd  had  in  Corporate  America.  Her  ar 
guments  amplified  requests  Hartman's  customers 
made  to  E-mail  him  directly.  So  he  listened  to  Rad- 
diffe's  plea  and  hired  PC  Computers  &  Software,  a  lo- 
cal pc  manufacturer,  to  overhaul  die  existing  pes  and 
add  a  network,  a  server,  and  an  ISDN  connection 
Afterwards,  Hartman  saw  his  clients'  enthusiasm  for 
electronic  communication — and  how  much  they 
had  yearned  for  his  company  to  add  it.  "Frustration 


NETWORK  ROUTER 

Hardware  (and  occasionally 
er  software)  that  directs  incom-: 
ing  information  from  the 
Internet  to  the  appropriate 
computer.  Major  suppliers 
Cisco,  Ascend.  Prices  to- 
day: From  $499.  Prices  in 
1995:  $995-$2,195. 
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NETWORK  HUB 

A  connector  that  allows 
workstations  to  commu- 
nicate with  one  another. 
Major  suppliers:  3Com, 
LinkSys.  Prices  today: 
$20-$189.  Prices  in 
1995:  $240-$480. 


WORKSTATION/NODE 

Your  staff's  PCs  or  Macs  when 
attached  to  the  LAN.  Major  suppliers: 
Dell,  IBM,  Compaq,  Apple.  Prices 
today:  $700-$2,500.  Prices  in 
1995:  $2,200-$5,200. 
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Small  business  can  be  a 

risky  business... without  the 

protection  of  Prudential. 


It  took  time  to  build  a  successful  business.  But  if  you  haven't  taken  the  right  steps  to 
protect  it,  the  sweet  smell  of  success  can  fade  quickly.  That's  where  Prudential  comes  in. 
We  specialize  in  helping  guard  businesses  against  many  types  of  risk.  So  you  can  specialize 
in  keeping  your  business  growing. 


We  provide 
small  businesses 
with  products  to 
help  with: 

•  Business 
Continuation 
Plans 

•  Key  Employee 
Insurance 

•  Executive 
Compensation 
Plans 

•  Buy-Sell 
Arrangements 


Small  business  strategies 
from  A  to  Z.  Is  your  business  prepared 
for  the  death  of  an  owner  or  key  employee? 
What  will  happen  to  your  company  when 
you  retire?  Are  your  compensation  plans 
enough?  The  issues  are  complex.  But  the 
solutions  don't  have  to  be.  A  highly  trained 
Prudential  professional  can  show  you  how 
life  insurance  and  other  products  can  work 
to  keep  your  business  secure. 

Make  Prudential  part  of 
your  team  of  professionals. 

Prudential  will  work  closely  with  your 
accountant,  lawyer  and  others  to  coordinate 
the  many  aspects  of  your  business.  We'll 
focus  on  the  insurance  and  financial 


products  you  need  to  help  keep  your 
operation  running  smoothly,  and  you  can 
enjoy  the  rewards  of  being  in  the  driver's  seat. 

For  sole  proprietorship/ 
partnerships  or  closely  held 
corporations.  Prudential  is  a  trusted 
resource  for  small  businesses.  Whether 
you're  a  company  of  one  or  a  company  of 
100,  we  can  help  you  keep  your  business 
Rock  Solid? 

Call  today  for  more  information. 

1-800-THE-ROCK 

ext.4173 

www.prudential.com 

6fi»  Prudential 

Insurance 


©  6/99  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102. 

Neither  Prudential  nor  its  representative  offer  lax  or  legal  advice.  Please  consult  your  personal  advisors  for  assistance. 
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could  have  led  diem  to  move  the  account,"  Hartman 
says,  reheved  he  acted  in  time. 

While  losses  from  existing  systems  are  hard  to 
quantify,  the  price  of  an  upgrade  generally  comes 
with  a  number.  Hartman  invested  $16,000  to  install 
his  new  network.  Silver,  however,  warns  that  you 
should  also  figure  in  such  costs  as  lost  productivity 
during  training,  downtime  during  installation,  and 
time  the  staff  loses  making  technology  work  rather 
than  doing  their  jobs.  In  some  cases,  such 
costs  can  be  crushing.  Exhibit  A: 
Deb  McAlister,  owner  of  the 
Dallas  public-relations  firm 
Holland  McAlister  PR. 
Networking  experts 
are  split  on  whether 
McAlister  should  have 
even  tried  to  host  her 
own  E-mail  address  when 
she  added  a  lan  to  the  pre- 
viously unnetworked  business, 
but  the  consequences  are  clear.  She 
was  fired  by  a  5250,000  account  when  she  didn't  re- 
spond to  the  client's  E-mail.  That's  because  she  did- 
n't get  it.  McAlister  had  her  SoftArc  FirstClass  E-mail 
server  configured  to  receive  E-mail  direcdy  from  die 
Net  via  a  Southwestern  Bell  isdn  line.  She  claims 
the  line  worked  only  intermittently  for  months, 
bouncing  back  hundreds  of  messages.  Worse, 
she  couldn't  resolve  the  problem.  Although 
Southwestern  Bell  spokesman  Chris  Talley  main- 
tains that  McAlister's  situation  is  "likely  a  serv- 


Before  upgrading, 

factor  in  costs  such 

as  productivity  lost 

during  installation 
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er  issue,"  her  Internet  Service  Provider  (isp),  her  sya 
terns  consultant,  and  her  software  vendor  disagrea 
Fault  aside,  McAlister  and  her  staff  spent  many  mac 
dening  days  trying  to  correct  the  problem.  "They 
probably  thought  I  was  the  biggest  witch  in  tl 
state,"  she  says.  "I  was  calling,  screaming,  four  time 
a  week."  Eventually,  McAlister  let  her  isp  host  her 
mail,  which  cost  no  more  than  doing  it  hersell 
Why  had  she  tried  it  to  begin  witii?  As  a  PR  firm 
technology  companies,  she  wanted  to  show  s 
could — a  classic  case  of  technology  for  its  own  sake! 

Maybe  McAlister  should  have  followed  the  lead 
of  entrepreneur  Bill  Weiner,  a  purveyor  of  autd 
accessories  in  car-crazed  Silicon  Valley.  Weiner  could 
have  added  a  Tl  line  and  hosted  his  own  E-comj 
merce  site,  gaining  some  cachet  among  his  high] 
tech  neighbors  in  San  Jose,  Calif.  But  that  woukf 
have  cost  his  2  3 -year-old  mail-order  catalog  busil 
ness  $800  a  month.  Instead,  he  decided  to  hosl 
the  site  with  an  ISP.  "As  a  small  business,  you  asM 
yourself  if  you  want  to  spend  money  to  have 
Tl  line  in  the  office  or  let  someone  else  host  ] 
who's  in  the  hosting  business,"  says  Weiner. 

And  yet  the  most  elaborate  network  imaginably 
can  pay  off  in  the  right  small  business.  Just  ask 
Nonnan  Anderson,  who  measures  success  in  terms  ofl 


Crash  Test 
Dummies 

STEVEN  LUNDSTROM 

The  Business:  Candle- 
maker  Aroma  Natu- 
rals, Irvine,  Calif. 
The  Job:  Plagued  by 
crashes,  co-owner 
Lundstrom  booted  his 
operating  system  and 
installed  Linux. 

"When  we  got  started, 
we  bought  about  five 
computers  and  networked  them  right  away.  It  was  just 
peer-to-peer— no  server.  Everyone  could  access  the  ac- 
counting software's  ledger  file  that  was  on  my  work- 
station. My  machine  got  overloaded  when  everybody  tried 
to  log  on.  Things  were  slow,  and  my  PC  crashed  often. 
We  installed  a  Windows  NT  server  that  was  quite  a  bit 
faster  than  our  peer-to-peer  system.  But  when  five  or  six 
workstations  running  our  MYOB  accounting  program  ac- 
cessed the  ledger  file  on  the  NT  server,  a  copy  of  MYOB 
would  quit  on  one  of  the  workstations.  Once  one  quit,  the 
others  froze.  We  all  had  to  shut  down  and  reboot— up  to 
15  times  a  day.  After  a  while,  we  replaced  the  NT  with 
Linux— and  we  haven't  been  down  for  a  year." 
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The  Importance  of  Input 

ARTHUR  PRICE 

The  Business:  Cohen  &  Rosenthal,  law  firm,  Springfield, 
Mass. 

The  Job:  Price,  a  partner,  oversaw  installation  of  a  new 
30-seat  local-area  network.  Getting  input  from  every  lev- 
el ensured  the  network  would  serve  everyone.      , 

"Before  we  installed  a  revamped  LAN,  we  pulled  togeth- 
er a  five-person  team  that  brought  different  types  of 
knowledge  and  experience  to  the  table.  I  was  the  busi- 
ness person.  Another  partner  was  technically  knowl- 
edgeable. An  associate  had  worked  at  a  larger  firm  that 
was  more  advanced  than  we  were.  Our  systems  admin- 
istrator knew  our  existing  equipment  and  software,  and 
my  assistant  provided  secretarial  input— we  decided  on 
Microsoft  Word  over  WordPerfect,  for  instance,  because 
she  pointed  out  Word 
integrated  better  with 
the  other  software  ap- 
plications we  needed. 
Only   after   we    deter- 
mined what  we  wanted 
did  we  bring  in  the  con- 
sultant. We  had  con- 
stant    communication 
with  the  consultant,  but 
each  of  us  sat  in  only 
on  the  meetings  where 
our  input  made  a  dif- 
ference. For  me,  that 
was  on  business  deci- 
sions. For  others,  it  was 
on  technical  choices."  ^^ 
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With  a  little  drive,  you 
can  really  go  places. 


Iomega 


PC  Card  Drive 


The  amazing  Ctik!"  PC  Card  drive  and  40MB  disks.  Tiny  laptop  storage  that  goes  a  long  way. 

We've  just  changed  the  shape  of  portable  laptop  storage.  The  new  Clik!™  drive  actually  disappears 
right  into  your  laptop's  PC  Card  slot  then  accepts  the  2"x  2",  40MB  disks.  This  is  portable  storage 
^^  at  its  best.  Convenient,  cordless,  easy  to  carry,  easy  to  use,  and  affordable.  Plus,  the 
included  Quik  Sync  software  creates  effortless  real-time  backup  of  your  laptop  files,  anytime,  anywhere.  At  $199  for 
the  drive  (including  1  disk)  and  under  $10  per  additional  disk,*  this  little  drive  is  going  to  be  the  next  big  thing. 

Clik!  PC  Card  drives  and  disks  are  available  through  the  retailers  and  catalogs  below,  or  direct  at:  www.iomegadirect.com 


Retail:  Best  Buy,  CompUSA,  Fry's  Electronics,  Micro  Center,  and  Staples 

Catalog:  CDW  Computers,  Global  Computers,  MicroWarehouse,  PC  Connection,  PC  Mall,  and  PC  Zones 


Copyright  ©  1999  Iomega  Corporation.  All  rights  reserved.  Iomega  is  a  registered  trademark  and  Clik!  is  a 
trademark  of  Iomega  Corporation.  All  other  brands  and  trade  names  are  the  property  of  their  respective  owners. 
•Under  Sio  when  purchased  in  a  to-pack.  Prices  listed  are  estimated  retail  prices.  Actual  prices  may  vary. 
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saving  lives — and  his  physicians'  time.  The  network 
he  set  up  last  year  ties  all  five  offices  of  the  Robert 
Boisenault  Oncology  Institute,  based  in  Ocala,  Fla., 
into  a  Wide  Area  Network  via  Tl  lines.  The  rapid 
connections  let  doctors  at  each  clinic  download  their 
patients'  massive  ct  scan  files  from  the  Institute's 
server,  which  gets  diem  electronically  from  CT  scan 
centers  over  other  dedicated  clinic  lines.  This  slices 
days  off  the  time  needed  to  develop  a  treatment 
plan.  Doctors  don't  have  to  go  to  headquarters  to  see 
scans,  and  consulting  colleagues  can  view  die  same 


data  in  their  own  offices.  Sure,  the  Tl  lines  are  «J 
pensive,  but  so  are  personnel  in  diis  business,  aiil 
the  increased  efficiency  is  measurable:  Anderson, 
die  moment,  has  been  able  to  put  off  hiring  anotri 
er  doctor. 

With  a  payoff  like  that,  who  wouldn't  want   I 
get  plugged  in? 

fj""|  Learn  more  about  managing  your  technology 

1  effectively.  Click  Online  Extras  at 
1 — >  frontier.businessweek.com. 


Very  Hard  Wired 


When  John  Hartman  decided  to  set  up  a  local- 
area  network  at  his  Tulsa  marketing  firm,  the 
idea  was  to  bring  wires  to  the  staff,  not  move 
the  staff  around  to  meet  the  wires.  But 
Hartman  Communications'  office  is  in  a  house 
built  in  the  1920s,  with  an  addition  put  on  in 
the  1950s.  Hartman  didn't  consider  that  the 
newer  walls  were  solid  cement  and  brick— not 
exactly  the  kind  of  material  you  can  snake 
cable  through.  Before  the  LAN  was  completed, 
several  employees  had  to  move  their  desks  to 
the  side  of  the  addition  that's  closer  to  the 
wires  running  along  the  walls  of  the  old 
house.  As  for  Hartman,  his  office  now  has 
unsightly  "lumps"  creeping  under  the  carpet 
from  the  baseboard  to  his  desk.  The  moral: 
Before  you  get  ready  to  install  a  network,  get  intimate  with 
your  office  space.  Here  are  some  important  pointers  that 
might  save  you  money  on  cabling: 

Talk  to  the  Landlord:  Even  if  you've  got  dropped  ceilings  and 
conduits  between  floors,  consult  your  landlord.  According  to 
Gerry  Lederer  of  the  Building  Owners  &  Managers  Assn.,  the 
word  customer  is  replacing  tenant,  and  building  owners 
may  help  upgrade  space  to  accommodate  networks.  Your 
building  manager  may  know  someone  in  another  property 
who's  planning  an  installation  and  get  you  a  bulk  discount  on 
labor  and  cabling. 


Beware  Bad  Wiring:  If  you  rent  prewired 
space,  check  the  quality  of  the  cabling.  Cal 
bles  from  just  a  few  years  ago  can't  handlJ 
today's  high-speed  Ethernet  networks.  Del 
spite  short-term  headaches,  says  Joel  Men] 
tor,  a  consultant  who  helps  cable  businesses 
at  PC  Solutions  in  New  York,  "once  it's  donel 
it'll  be  there  for  a  few  years." 

Put  Plugs  Everywhere:  "You  want  your  Ether-| 
net  connection  to  be  like  a  power  outlet,' 
says  Kevin  Tolly,  president  of  network  con'] 
suiting  firm  The  Tolly  Group.  He  advises  in-j 
stalling  three  times  as  many  Ethernet  jacks 
as  employees.  Scott  Muse,  the  cable  techni- 
cian who  wired  Hartman's  office,  says  smal 
businesses  skimp  on  the  number  of  outlets  they  hook  up- 
and  he  ends  up  returning  to  add  plugs  at  a  greater  cost  per 
connection. 

i 

Pull  Two  for  One:  Cable  is  much  cheaper  than  labor.  Even  if] 
you  don't  add  an  extra  network  connection  to  each  office,! 
the  experts  recommend  pulling  two  strands  there  instead  ofl 
one.  The  extra  pair  gives  you  room  for  growth— and  a  back-l 
up  in  case  the  primary  wire  goes  dead.  If  your  company  lives! 
on  its  network,  Tolly  suggests  pulling  a  fiber-optic  strand, 
too.  The  falling  cost  of  fiber  might  make  it  the  essential 
high-speed  connection  in  the  near  future. 
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WHEN  WALKING  DOWN  THE  STREET 

TALKING  TO  YOURSELF,  THERE'S  A  FINE  LINE 

BETWEEN  BEING  IMPORTANT  AND  BEING  CRAZY 
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Digital.  Portable.  PC  Compatible. 

The  Sony  ICD-R100PC  Voice  File"  digital  recorder,  the  pocket-sized  personal  assistant.  With  PC  link  you  can  transfer  your  recordings 

to  your  computer,*  send  audible  e-mail,  or  send  out  your  recordings  to  be  transcribed.  It's  digital,  it's  tapeless,  and  smaller  than  you  think.**  It  makes  sure 

your  important  ideas  get  organized  and  helps  you  maintain  your  sanity.  For  a  dealer  near  you,  call  1-888-987-7669  or  visit  www.sony.com/icrecorder. 

The  Sony  Voice  File™  Digital  Recorder.  It's  all  you  need  to  remember.™ 


©  1999  Sony  Electronics  Inc.  Reproduction  in  whole  or  in  part  without  written  permission  is  prohibited.  All  rights  reserved.  Sony.  Voice  File,  and  Us  all  you  need 
to  remember  arc  trademarks  ol  Sony.  Windows  is  a  trademark  ol  Microsoft  Corporation.  'Requires  Windows  95  or  higher.  "Actual  size:  1-3/4'  x  4'  x  1/2". 
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Smart  planning  can  take  the  pain 
and  stress  out  of  ergonomics  for 
employer  and  employee  alike 

by  Laura  Muha    MOMENTUM  TEXTILES,  an  employee-owned  company  in 
Irvine,  Calif.,  sells  fabric  to  some  of  the  nation's  biggest  makers > of  er 
gonomic  chairs  and  office  furniture.  But  they'd  never  given  ergonomics 
much  thought  when  it  came  to  their  own  cramped  and  poorly  arranged! 
work  stations,  where  customer-service  reps  turned  and  twisted  to  reach  big  }. 
fabric  swatch  books  and  typed  at  unadjustable  desks  for  hours  on  end 


About  three  years  ago,  one  of 
those  reps,  Kimberly  Salas,  was 
diagnosed  with  carpal  tunnel 
syndrome,  a  painful  inflamma- 
tion of  the  wrist  that  made  it 
impossible  for  her  to  perform 
normal  household  tasks  or  type 
at  the  computer  (table,  page 
F.36)  "In  the  beginning,  I  was 
scared.  I  had  never  gone  through 
this  before.  You  don't  know 
what  your  future  is  going  to  be 
like,"  says  Salas,  now  29,  who 
lost  about  four  months  of  work 
as  a  result  of  her  injury  and  sub- 
sequent surgery.  She  has  since  undergone  a 
second  round  of  surgery  for  other  work-related 
wrist  problems. 


Salas  wasn't  the  only  one  to 
get  hurt.  By  1997,  Momentum's 
management  realized  that  6  out 
of  13  reps  and  an  accounting 
clerk  had  suffered  hand,  arm,  and 
shoulder  injuries  that  doctors 
linked  to  their  working  condi- 
tions. The  company  had  to  ter- 
minate three  of  them  because  it 
couldn't  provide  suitable  work, 
says  Momentum  Chief  Financial 
Officer  Joanne  DeHaven.  A  fourth 
decided  to  quit  on  her  own.  Only 
Salas  and  Cheri  Curd,  an  account- 
ing clerk,  managed  to  return. 
Morale  plummeted  as  workers  wondered  if 
they'd  be  next  and  workers'  compensation  costs 
doubled.   "It  took  a  terrible  toll  on  everybody," 
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says  DeHaven.  Terrible,  perhaps,  but  Momentum's 
experience  is  hardly  isolated.  So-called  muscu- 
loskeletal disorders — also  known  variously  as  cu- 
mulative trauma  disorders  or  repetitive  strain  in- 
juries— represent  the  fastest-growing  workplace 
injury  in  the  country,  accounting  for  34%  of  all  lost 
workdays  due  to  injury  or  illness  and  $  1  of  every 
$3  spent  on  workers'  comp  claims,  according  to  the 
Occupational  Safety  &  Health  Administration.  These 
"wear-and-tear"  injuries  are  caused  by  overuse  or 
improper  use  of  muscles,  ligaments,  or  tendons  of 
the  upper  body  (table).  Employees  at  greatest  risk 
fall  into  two  categories:  those  who  perform  the 
same  movement  repeatedly,  whether  on  an  assem- 
bly line  or  at  a  computer  terminal,  and  those  who 
remain  in  a  static  position  for  long  periods  of 
time — with  their  arms  parallel  to  a  computer  key- 
board, for  instance,  or  hunched  awkwardly  over  a 
drafting  board. 

While  these  injuries  strike  workplaces  of  all 
sizes,  small  companies  tend  to  feel  the  human 
and  financial  impact  more  intensely.  Losing  even 
one  key  employee  can  be  devastating,  and  often 
small  businesses  don't  bring  workers  back  to  the 
job  as  quickly  as  larger  employers  because  they 
lack  the  resources  to  accommodate  them,  says 
David  Roy,  an  ergonomist  and  director  of  engi- 
neering/claims services  for  Travelers  Property  Ca- 
sualty Corp.,  the  fourth-largest  workers'  comp  in- 
surer in  the  U.  S. 

This  month,  osha  is  expected  to  release  a  final 
draft  of  proposed  rules  aimed  at  reducing  muscu- 
loskeletal injuries  in  the  workplace.  These  mea- 
sures would  require  many  companies  to  institute  a 
formal  ergonomics  program,  which  involves  eval- 
uating workplace  hazards,  training  employees,  and, 
in  some  cases,  buying  new  equipment.  It's  un- 
clear when  and  if  osha's  ergonomics  standards  will 
pass,  given  opposition  from  small-business  lob- 
bies such  as  the  National  Federation  of  Independent 
Business,  which  want  to  block  the  new  rules  until 
more  ergonomics  studies  are  done.  But  there's  no 
reason  for  you  to  wait  until  someone  forces  you  to 


Preventing  Employee 

Wear  and  Tear 

Some  helpful  online  resources  to  educate  you  ar 
your  employees  about  workplace  injuries  and  me 
sures  to  help  prevent  them. 

HUMAN     FACTORS     AND     ERGONOMICS     S0CIE1 

(www.hfes.org)  This  professional  organization  for  e 
gonomists  includes  a  referral  service  for  employei 
who  want  to  hire  an  ergonomics  consultant. 

ERG0W0RLD  (www.interface-analysis.com/ergoworli 
provides  an  excellent  portal  to  dozens  of  other  ergo 
nomics-related  Web  sites. 


OSHA  (www.osha-slc.gov/SLTC/ergonomics/index.htm 
The  Occupational  Safety  and  Health  Administration 
ergonomics  Web  site  includes  information  on  OSHA 
proposed  regulations,  publications  related  to  er 
gonomics,  and  links  to  other  ergonomics  site 
It  even  features  a  downloadable  video  of  ergo 
nomics  tips. 

ERG0WEB.COM  A  commercially  sponsored  site  witi 
extensive  information  on  ergonomics,  consultant 
publications,  and  products. 


take  stock  of  your  company's  ergonomic  health.  "I 
you  take  it  seriously,  it's  a  win- win  situation,  be 
cause  when  employees  are  comfortable,  they  d( 
better-quality  work  and  are  more  productive,"  say: 
Marvin  J.  Dainoff,  director  of  the  Center  for  Er- 
gonomic Research  at  Miami  University  of  Ohio 
"The  side  effect  is  that  they  don't  get  hurt." 

Ergonomics,  which  is  derived  from  ergon,  the 
Greek  word  for  work,  is  the  science  of  fitting  the 
work  environment  to  the  employee.  It  involves 
everything  from  evaluating  how  tasks  are  performec 
to  how  the  body  interacts  with  equipment.  Studies 
over  the  past  few  years  by  the  National  Institute  foi 
Occupational  Safety  &  Health  and  the  National 


Where  Does  It  Hurt? 

Common  workplace  injuries  caused  by  ergonomically  incorrect  design 


NAME 


DEFINITION 


SYMPTOMS 


TREATMENT 


CARPAL  TUNNEL 
SYNDROME 

TENDONITIS  AND 
TENOSYNOVITIS 


EPICONDYLITIS 


DATA.  BUSINESS  WEEK 


Inflammation  and  swelling  of  ligaments 
and  tendons  in  the  wrist,  which  lead  to 
compression  of  adjacent  median  nerve. 

Inflammation  of  a  tendon,  the  soft 
tissue  that  holds  muscle  to  bone 
(tendonitis),  or  the  membrane  that 
sheaths  a  tendon  (tenosynovitis). 
Frequently  affects  shoulder  and 
upper  arm. 

Inflammation  of  the  forearm  muscles 
or  tendons  near  their  site  of  origin 
at  the  outside  of  the  elbow;  also 
known  as  "tennis  elbow"  because 
it  frequently  affects  tennis  players. 


Numbness  and  pain  in  wrist,  arm, 
and  hand,  which  often  increases 
at  night. 

Pain  upon  movement  and,  in  some 
cases,  swelling. 


Severe  pain  may  radiate  down  the 
outside  of  the  arm. 


Antiinflammatories,  splints  to  sta- 
bilize the  wrist,  and  in  severe  cases 
surgery  to  relieve  pressure  on  the  nerv 

Rest  or  immobilization,  hot  or  cold 
compresses,  anti-inflammatory  med- 
ications and  controlled  exercise, 
usually  under  the  supervision  of  a 
physical  therapist. 

Anti-inflammatory  medications  and 
rest.  Even  the  most  mild  cases  can 
last  for  weeks  or  months. 
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Don't  you  have  better  things  to  juggle  than  e-mail? 

Try  GTE  Outsourced  E-Mail.  We  can  deal  with  any  kind  of  e-mail  situation  you  can  throw  at  us.  But  that's  just  the  tip  of 
the  e-mail.  We  offer  24/7  service.  Built-in  security  and  disaster  recovery.  Business  class  e-mail  service  when  and  where  you 
need  it  from  a  proven  company  like  GTE.  And  the  best  thing,  it  eliminates  the  cost  of  having  to  install  and  maintain  an  infra- 
structure yourself.  Just  call  1-877-483-4114  today.  Because  e-mail  doesn't  have  to  turn  your  workday  into  a  circus  act. 
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Academy  of  Sciences  have  found  strong  evidence 
supporting  the  basic  premise  of  ergonomics. 

Paying  attention  to  ergqnomics  can  save  you 
money  in  the  long  run.  Travelers,  for  instance, 
tackled  the  problem  as  early  as  1993,  when  it  real- 
ized how  cosdy  workers'  comp  claims  could  be. 
After  an  internal  ergonomics  program  reduced  the 
average  cost  of  a  musculoskeletal  disorder  claim 
by  its  own  workers  from  $20,000  to  $4,600,  Trav- 
elers sent  ergonomists  to  look  at  die  workstations  of 
8S  Travelers-insured  workers  who  had  fded  claims 
at  small  companies  for 
musculoskeletal  injuries. 
The  consultants  suggest- 
ed simple  improvements 
ranging  from  footrests  to 
new  chairs  and  checked 
up  on  the  results  60 
days  later.  "What  we 
found  was  startling," 
says  Roy.  In  61  cases 
where  employers  implemented  the  ergonomists' 
recommendations,  S3  of  die  workers  became  symp- 
tom-free. In  the  24  cases  where  companies  had 
taken  no  action,  23  of  the  injured  workers  still 
had  problems. 

Of  course,  changing  human  nature  is  a  chal- 
lenge. Shelley  Donow,  owner  of  Donow  &  Associ- 
ates, a  New  York  company  that  puts  together  mar- 
keting focus  groups,  bought  $300  headsets  for  each 
of  her  four  employees  so  they  wouldn't  have  to 
crunch  a  receiver  between  their  ear  and  shoulder  for 
eight  hours  a  day.  "I'm  the  only  one  who  wdl 
wear  one,"  she  reports.  "They  say  it  messes  up 
their  hair." 


Many  improvements 
are  cost-free— raising 
PC  monitors,  say,  or 
rearranging  shelves 


How  can  you  improve  your  office's  ergonon 
health  without  going  broke?  First,  don't  assui 
you  have  to  spend  a  fortune.  Pricey  consuhai 
and  expensive  equipment  are  often  a  waste  of  i 
sources.  Self-education  goes  a  long  way  to  h« 
you  sort  through  the  staggering  array  of  ergonoi 
ics  products  out  there,  and  diere  are  plenty  of  fr 
resources  avadable.  One  caution:  Don't  hire  a  co 
sultant  who  receives  a  commission  for  any  equi 
ment  they  sell  you. 

When  cash-strapped  Fanlight  Productions,  a  fiv 
employee  film-production  company  in  Bosto 
found  some  workers  were  having  wrist  and  ba 
complaints  at  dieir  ancient  chairs  and  desks,  it  hir< 
ergonomist  Roberta  Carson  for  $800.  She  recor 
mended  some  cost-free  improvements,  such  as  rai 
ing  the  height  of  PC  monitors  with  phone  books 
eliminate  neck  strain  and  rearranging  storage  shelv 
to  limit  bending.  When  they  were  ready  to  sprir 
for  new  chairs  the  following  year,  Carson  help* 
them  find  affordable  ones.  "We  didn't  go  who 
hog  and  buy  special  ergonomically  designed  chairs 
says  Karen  McMillen,  Fanlight's  distribution  directc 
"Because  Carson  had  given  us  such  good  specific 
tions,  we  were  able  to  find  something  in  the  $20 
range  that  is  much  better  than  the  chairs  we  ha 
and  much  more  adjustable."  Fanlight's  total  expei 
diture:  about  $2,000. 

To  keep  within  your  budget,  look  closely  , 
what  your  individual  employees  need  and  at  yoi 
existing  equipment.  "One  person  may  need 
footrest,  one  person  may  need  a  document  holde 
that's  height-adjustable,  one  person  may  nee 
their  monitor  adjusted  to  an  appropriate  heigl 
for   them,"    says   Carolyn   Lundberg,    presider 


\ 


The  Economics  of  Ergonomics 

How  One  Company  Spends  Its  Dollars  Wisely 

Here's  a  breakdown  of  yearly  ergonomics  costs  from  1993  to  1998  a 
Claim  Net,  a  23-employee  company  based  in  Irvine,  Calif.  New  em 
ployees  receive  all-new  equipment  to  fit  the  individual  worker.  Existin 
furniture  has  been  modified  in  some  cases  by  adding  keyboard  tray 
and  other  accessories.  In  addition  to  listed  expenses,  every  employee  i 
entitled  to  $20  monthly  towards  health-club  membership. 


YEAR 


CONSULTING/ 
TRAINING 


PRODUCTS  (WRIST  RESTS, 
BACKRESTS,  ETC.) 


CHAIR 


93 
94 
95 
96 
97 
98 


$80.00 
00.00 
00.00 
00.00 
00.00 

550.00 


$188.04 

00.00 

00.00 

87.22 

242.87 

221.05 


$1,469.6' 
991.1 

oo.oc 

588.5C 

333.13 

1,713.55 


GRAND  TOTAL:  $6,475.10 

AVERAGE  COST  PER  EMPLOYEE:  $92.50 


DATA:  CLAIM  NET 
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"The  best  part  of  owning  a  small 'business? 

Those  long  hours  I  spend  dealing 

with  all  the  complicated  financial  stuff. 


Robert  Teaone, 

Owner, 

Liquid  Colors  [nc 

Atlanta 


Have  you  considered  our 
Visa®  Business  card-.' 

Our  check  and  credit 
cards  help  you  manage  your 
business's  money  more  easily 
and  efficiently.  So  you  can 
devote  most  of  your  time 
to  running  your  business. 
The  credit  card  allows  you 
the  flexibility  to  finance 
your  purchases  and  better 
manage  your  cash  flow. 
The  check  card  gives  you 
greater  acceptance  and  more 
convenience  than  a  check. 

They're  accepted  in 
millions  more  places  than 
American  Express.  And  they 
even  provide  a  concise  report 
of  all  your  business  expenses. 
In  short,  a  Visa  Business 
card  can  really  help  handle 
your  financial  hassles.  And 
you  can  quote  us  on  that. 

Visa  Business 

CHECK  PA  Dr» 


VISA 


It's  everywhere  you  want  to  be. 


999  Visa  U.S.A.  Inc. 
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of  Ace  Ergonomics  in  Newport  Beach,  Calif. 
Lnndberg  helped  set  up  an  ergonomics  program 
for  Claim  Net  Inc.,  a  23-employee  Irvine  company 
that  places  temporary  insurance  workers  (table, 
page  F.38).  Claim  Net's  employees  haven't  reported 
any  injuries  to  date,  but  ceo  Jeannie  Graves,  a  for- 
mer adjuster  and  manager  of  workers'  comp  claims, 
didn't  want  to  take  chances.  While  she  says  it's 
ultimately  up  to  die  worker  to  change  some  habits, 
"the  employer  has  the 
responsibility  to  do 
whatever  they  can." 
Whenever  possible,  try 
to  involve  employees  in 
the  research  and  plan- 
ning process.  "You'd  be 
surprised  at  how  often 
they  can  come  up  with 
simple  solutions  to  what 
seem  like  big  problems,"  says  Nicholas  Warren, 
an  ergonomist  at  the  University  of  Connecticut's  Er- 
gonomic  Technology  Center.  After  an  employee 
safety  committee  made  ergonomic  changes  in  the 
office  and  factory  of  Cooper  Instrument  Corp.,  a 
Middlefield  (Conn.)  maker  of  food-service  ther- 
mometers, die  number  of  claims  dropped  from  a 
peak  of  seven  in  1997  to  none  so  far  this  year — 
with  a  corresponding  decrease  in  workers'  comp 
rates,  says  Gary  Sawicki,  Cooper's  director  of  tech- 
nical services. 

At  Momentum,  there  have  been  no  new  injury 
claims  since  the  company  made  ergonomic  im- 
provements. In  part,  that's  because  a  planned  move 
to  larger,  new  offices  allowed  them  to  take  er- 
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Office  ergonomics  are 
just  like  safety  rules 
in  a  factory:  They 
must  be  enforced 


gonomics  into  account  when  buying  the  n< 
workstations.  But,  alarmed  by  the  injuries,  h 
mentum  didn't  wait.  It  invested  $10,000  bef< 
the  move  in  keyboard  trays  and  other  adapt 
equipment. 

Accounting  clerk  Curd,  who,  at  her  wor 
dropped  dishes  and  couldn't  grip  pencils,  nc 
serves  on  Momentum's  ergonomics  commitu 
"I'd  never  heard  of  ergonomics,"  says  Curd,  w\ 
still  has  tendonitis  in  her  shoulder.  "If  I 
known  how  I  was  injuring  myself,  I  wouldi 
have  allowed  it,  and  the  company  wouldn't  ha 
allowed  it." 

The  committee  evaluates  high-risk  employe< 
such  as  customer-service  reps,  at  their  workstatio 
quarterly,  giving  grades  so  they  can  see  where  th 
need  improvement.  Other  employees  go  throuj 
the  process  annually.  Recently,  cfo  DeHaven 
ceived  a  negative  grade  for  not  using  her  heads' 
She  promptly  got  with  the  program.  "If  we  were 
manufacturing  facility,  and  we  had  a  rule  that  sa 
you  have  to  wear  safety  glasses,  and  someoi 
wasn't  wearing  them,  you  wouldn't  put  up  wi 
it,"  she  says.  "People  aren't  used  to  that  in  an  offi 
environment.  They  think,  'I  work  in  an  office; 
can't  get  hurt.'" 

Of  course,  too  many  people  have  learned  tl 
hard  way  that  they  can  get  hurt.  A  company  cul 
that  promotes  ergonomic  practices  is  a  power 
dose  of  preventive  medicine. 


Learn  more  about  the  economics 
of  ergonomics.  Click  Online  Extras  at 
frontier.businessweek.com 
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Anatomy  of  an  Ergonomic  Workstation 


Telephone  headset  to 
avoid  neck  strain. 


Elbow,  wrist,  arm,  foot, 
and  back  support  as 
needed  and  feasible. 


Typing  surface  at  elbow 
height,  with  elbows 
about  90  degrees. 


Chairs  that  are  adjustable 
in  seat  height,  back-rest 
height,  and  angle;  lumbar 
support. 


DATA:  BW,  NATIONAL  INSTITUTE  OF  OCCUPATIONAL  HEALTH 


Position  top  of  computer 
screen  at  eye  level  (or 
lower  for  bifocal  wearers). 


Height-adjustable  desks. 


Arm  extensions  shoulc 
not  exceed  15  inches 
place  frequently  usee 
materials  in  front  o 
worker  to  reduce  twist 
ing  motions. 


Provide  sufficient  space  for 
whole  body  to  turn. 
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you  don't  see  it  here, 
yesf  it's  an  sale  too, 


™^3s^ 


At  Onsale.com  you'll  find  low  prices  on  not  just  one  or  two  things,  but  o 
everything  we  sell  —  everyday.  From  systems  to  software  to  peripherals, 
we've  always  got  the  brand  names  you  want  on  sale. 

If  it's  computers,  it's  Onsale. 

www.onsale.com 

AOL  Keyword:  Onsale 


I    Copyright  1999  Onsale,  Inc.  All  rights  reserved.  Other  product  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners. 
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Jump -Start 

for 


Cheap 
Loans 


Thanks  to  a  boom  in 
securitized  loans,  small 
companies  are  getting  a] 
good  deal  on  rates 


because  the  loan  is  assumable.  "I  am  de 
lighted,"  says  Wehe,  who  had  a  34-year  ca 
reer  in  banking.  Of  course,  he  adds,  "I  like 
the  fixed  rate  personally.  But  if  I  were 
banker,  I  wouldn't  be  giving  a  fixed-rat< 
loan  for  20  years."  * 

Has  SierraWest  gone  daft?  Did  some  sor 
of  clerical  error  give  Wehe  terms  usuall) 
reserved  for  blue-chip  companies?  Hardly 
Wehe  can  thank  the  largely  unnoticed  trenc 
toward    securitization    of   srnall-busines 
loans.  In  the  past  year,  a  few  banks  and  fi 
nance  companies  have  begun  to  bundle 
conventional  small  loans  and  sell  them  to 
investors  as  securities.  This  growing  sec- 
ondary market  is  helping  these  lenders  offer 
more   loans — and   larger   ones — to   small 
businesses  for  longer  terms  and  at  favorable 
fixed  rates.  Spurred  by  growing  competition 
in  the  huge  small-business  loan  market  and 
by  changes  in  Small  Business  Administration  (sba) 
regulations  and  federal  law,  at  least  a  half-dozen 
lenders  nationwide  are  putting  together  securiti- 
zations primarily  for  conventional  small-business 
loans.  They  sold  $1.2  billion  in  securitized  bonds 
in  the  past   1 6  months — $  1  billion  of  it  in  June 
alone. 

It's  a  trend  that  is  likely  to  gather  steam  as  the 
secondary  market  for  securitized  small-business 
loans  grows  among  big  institutional  investors  who 
buy  them.  They  can  only  be  encouraged  by  matu- 
rities of  up  to  25  years  that  often  carry 
the  hotel  more  easily  in  a  few  years     by  JaiUIl   FriEIld     AAA  ratings,  giving  a  package  of  small- 


ROBERT  E.  WEHE,  81,  former  successful 
banker  turned  hotel  entrepreneur,  has 
been  around  long  enough  to  recognize  a 
good  deal.  When  the  businessman  re- 
ceived a  letter  in  the  mail  earlier  this 
year  from  SierraWest  Bank  offering  great 


terms  to  refinance  the  debt  on  Wehe's  Meadow- 
mont  Lodge  in  Arnold,  Calif.,  he  investigated  a 
bit — and  then  jumped. 

The  deal:  he  refinanced  $200,000  in  debt  and 
got  $17  5,000  in  cash  to  buy  an  additional  hotel. 
His  new  monthly  payment,  however,  came  out 
only  slightly  higher  than  the  one  on  his  old  loan. 
The  terms  brought  down  his  interest  rate  from 
11%  to  8.9%.  What's  more,  he  replaced  a  floating 
rate  with  a  20-year  fixed  rate,  letting  him  escape  a 
pending  balloon  payment  when  he  refinanced  in 
April.  Better  yet,  Wehe  says  he  can  sell 
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business  loans  the  same  credit  standing  as  IBM  or 
General  Electric  Co. 

In  many  cases,  the  benefits  are  passed  on  to  bor- 
rowers. While  lenders  can  offer  favorable  terms 
without  securitization,  some  regional  banks  and  fi- 
nancial companies  could  not  offer  similar  deals 
without  it.  "Like  the  homeowner,  the  small-business 
owner  can  obtain  long-term,  fixed-rate  financing 
over  25  years.  It  was  unheard-of  in  the  past,"  says 
William  H.  McGaughey,  senior  vice-president  and 
director  of  secondary  marketing  at  Bank  of  the 
West,  which  recently 
purchased  SierraWest 
Bank  in  Truckee,  Calif. 
"We  would  not  be  will- 
ing to  do  these  loans 
without  securitization." 
The  technique  isn't 
new.  Securitization  has 
been  used  to  package 
home  mortgages  and 
SBA-guaranteed  loans  for 
about  1 5  years.  Under 
the  sba's  general  business-loan  program,  known  as 
7(a),  the  government  agency  guarantees  up  to  80% 
of  the  loan  amounts  made  to  small  businesses,  with 
private  lenders  accepting  the  risk  of  default  for  the 
remainder.  In  1985,  the  lenders  began  pooling  sba- 
guaranteed  loans  and  selling  them  as  securities, 
and  in  1992,  finance  companies  were  allowed  to 
bundle  and  sell  unguaranteed  parts. 

Turn  of  the  Tide.  Then,  in  1994,  Congress  made 
securitization  of  small-business  loans  easier  by  re- 
laxing investment  restrictions  and  securities-regis- 
tration requirements,  treating  such  offerings  more  as 
mortgage-backed  securities.  Still,  there  was  little 
action  during  the   1990s,  apart  from  sba  packages 


The  small-business 
owner  can  obtain 
long-term,  fixed-rate 
financing.  It  was  un- 
heard-of in  the  past' 


and  those  involving  restaurants,  auto  dealers 
other  franchises  of  big  national  companies. 

Then,  about  a  year  ago,  the  tide  turned.  Regu 
tions  changed,  and  lenders  began  to  compete 
tensely  for  the  small-business  dollar,  expandi 
conventional  loan  securitization  to  a  wide  ran 
of  service  and  manufacturing  businesses.  As  a  resi 
several  regional  banks  and  large  financial  institutk 
entered  the  field  (table).  The  largest  deal  wa 
$589  million  offering  in  June  by  Money  Store  In 
now  owned  by  First  Union  Corp.  For  die  first  tin 
it  bundled  850  primarily  conventional  small-bu 
ness  loans,  some  of  them  exceeding  the  cap 
$750,000  to  a  single  borrower  that  would  be  t 
quired  for  an  sba-backed  deal.  "The  market  I 
become  increasingly  competitive,"  says  Al  R.  Bu 
senior  vice-president  for  structured  products  at  Fi 
Union  Corp.'s  Capital  Markets  Group  in  Chariot 
N.C.  Securitization  "is  a  way  to  keep  our  custom* 
with  loans  terms  that  are  more  attractive." 

Win-Win.  That's  because  lenders  are  seeing  th 
costs  drop,  too.  First,  they  don't  have  to  pay  gu 
antee  fees  to  the  sba.  Second,  reselling  the  lo 
immediately  means  the  lenders  can  improve  th 
liquidity  and  free  up  more  capital  for  new  lo 
And  the  capital  itself  is  cheap,  thanks  to  the  pat: 
of  a  gold-plated  AAA-rating.  Lenders  have  be 
able  to  snare  capital  at  an  average  7%  to  7.5% 
then  spin  off  loans  at  10%  to  11%,  according  to  J« 
J.  Orr,  vice-president  at  Duff  &  Phelps  Credit  Ratii 
Co.  in  Chicago.  "There  is  next  to  no  chance 
vestors  will  lose  money  on  these  securities," 
says.  "It's  the  magic  of  securitization." 

Still,  it's  not  open  season  for  borrowers.  Lende 
try  to  reduce  defaults  by  choosing  mor,e  season* 
small  businesses  where  cash  flow  is  predictable 
versifying  the  loan  portfolio,  or  basing  the  loai 


Bonding  Experience 

Some  key  players  in  securitization  of  conventional  small-business  loans,  and  their  deals  to  date. 

NAME  LOCATION  WEB  ADDRESS  TELEPHONE  DETAILS 


SIERRAWEST  BANK  Truckee,  Calif.  www.sierrawest.com       800  872-4177 


AMRESCOINC. 


Dallas 


www.amresco.com  800  966-7887 


$85  million  in  bonds  in  May,  1998, 
and  $102  million  in  bonds  in  June 
1999. 

$220.9  million  in  June,  1999,  and 
$111.4  million  in  May,  1999. 


Charlotte,  N.C.  www.firstunion.com/       800  566-3862 

First  Union  Corp.  smallbusiness 


$589  million  in  June,  1999. 


P 
ier 


FIRST  INTERNATIONAL       Hartford 
BANK 


www.firstinterbank.com  800  727-0700 


BANK  OF  YORBA  LINDA      Mission  Viejo,  Calif,    (no  Web  address)  949  452-0922 

HELLER  FINANCIAL  INC.    Chicago  www.hellerfin.com  800  347-6430 


$65  million  in  December,  1998 
$55  million  planned  for  Septembe 

$60  million  in  August. 

$200  million  to  $300  million 
offering  planned  in  early  2000. 


iu 


DATA 


BUSINESS  WEEK  FRONTIER 


SEPTEMBER  13,  199 


; 


■< 


4 


iui 


How  many  Internet 
companies  does 
it  take  to  change 
a  light  Mb? 

One.  The  rest 
only  praise  to 
change  it. 


* 


What  if  your  business  could  shop  direct  with 
ually  every  major  computer  and  business  product 
tributor  in  North  America? 

Ah,  we  see  light  bulbs  going  on  in  your  head 
;ady.  Instead  of  wasting  valuable  time,  small  and 
dium-sized  businesses  everywhere  are  choosing 

go  to  one  source,  firstsource.com,  to  get 
jrything  they  need.  From  computers  to  phones  to 
ice  supplies. 


It's  all  made  possible  by  firstsource's  unique 
EPIC  software.  It  lets  you  quickly  search,  view  and 
compare  over  $4  billion  worth  of  name  brand 
business  products,  encompassing  over  150,000 
items.  And  with  just  a  couple  of  time-saving  clicks, 
your  products  are  delivered  straight  to  your  business 
the  very  next  day. 

So  it's  easy  to  understand  why,  every  day,  more 
and  more  companies  are  beginning  to  see  the  light. 


r 


Wfirstsource.com 


8  OO.  2  24.  9  866 


The  first  and  only  source  your  business  needs. 


It's  not  just  about  small  busine 
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your  way 


with  Sprint  BusinessFlex.' 


Michelle 
President 
International  Speak 


Get  all  these 
services: 


Long  distance.  Toll-free, 
local  toll,  calling  cards 


International  voice 
and  data  services 


EarthLink  Sprint 
Internet  Access 


Paging 

PLUS  monthly 
volume  discounts! 


^ 


Build  your  business 
communications  plan 
your  way! 

Today's  small  business  owner  needs  a  variety  of 
communications  options  to  stay  on  top  of  business. 
That's  why  Michelle  Lemmons,  President  of  International 
Speakers  Bureau,  chose  Sprint  Business  Flex. 

It  allows  her  to  customize  a  communications  plan 
her  way,  with  services  including  international  long 
distance  to  reach  beyond  borders. .  .toll-free  service  to 
invite  customer  calls... Internet  access  to  open  new 
doors... paging  for  instant  access.  If  her  needs  ever 
change,  Michelle  can  add  other  Sprint  services 
without  changing  her  plan.  With  Sprint  Business  Flex, 
you  don't  have  to  be  locked  in. 

Why  not  let  Sprint  help  your  business,  too.  You  can  get 
low  flat  rates  and  a  volume  discount  every  month  — 
to  help  you  stay  on  top  of  the  competition  and  your 
customers'  needs.  Isn't  that  the  point  of  contact? 


wr 


n  top  of  it  all. 


Sign  up  for  Sprint  BusinessFlex  now 
and  get  three  special  offers: 

•  Up  to  $600  of  FREE  Toll-free  service  to  give 
customers  convenient  access 

•  Up  to  six  months  of  FREE  EarthLink  Sprint 
Internet  Access  to  open  new  doors 

•  Up  to  $100  off  every  Sprint  PCS  Phone™  when 
you  choose  a  wireless  term  agreement 

This  is  a  limited-time  offer,  expiring  September  30, 
1999.  So  call  Sprint  today  and  get  all  the  advantages 
you  can  to  help  your  business  stay  on  top! 
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Offer  expires  September  30,1999 — call  today! 

1-888-SPRINT-BIZ 


www.sprmt.com/bizflex 


Ext. 11 


Sprint, 

The  point  of  contact5' 


Restrictions  apply.  Volume  discount  based  on  monthly  Sprint  spending  Paging  is  contributory  but  not  eligible  for  volume  discount  Toll-Free  otter  capped  at  $50  per  month  up  to  three  months  for  Sprint  Business  Flex  50.  Capped  at  $200 
per  month  up  to  three  months  for  Sprint  Business  Flex  500  Both  paid  out  in  months  3. 6  and  9  Internet  Access  capped  at  $29  85  per  month  For  Sprint  Business  Flex  50  paid  out  in  months  3, 6  and  9  For  Sprint  Business  Flex  500  paid  out 
in  months  3, 6, 9,12.15  and  18  Sprint  PCS  Equipment  Discount  Offer  is  valid  July  1, 1999-September  30, 1999.  and  may  not  be  combined  with  Sprint  PCS  Consumer  Plans.  Shared  Minutes  option  and  certain  other  promotional  offers.  Offer 
may  not  be  available  in  all  Sprint  PCS  markets  $50  Equipment  Discount  requires  one-year  contract  $100  Equipment  Discount  requires  two-year  contract  Early  termination  fees  apply  Service  Plans  are  subject  to  business  credit  approval. 
Sprint  PCS  is  not  eligible  for  volume  discount  A  complete  statement  of  the  terms  and  restrictions  is  available  in  the  Sprint  PCS  Clear  and  Simple  Facts  Guide  for  Business.  Sprint  Spectrum  L  P  Sprint,  the  Sprint  logo  and  the  Sprint  PCS 
logo  are  trademarks  of  Sprint  Communications  Company  LP  EarthLink  and  the  EarthLink  logo  are  trademarks  of  EarthLink  Network.  Inc  Copyright  ©1999  All  rights  reserved 
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dling  hundreds  of  small-business  loans  into  a  single  fixed-income  security 
r.es  the  risk  that  one  of  the  borrowers  will  default.  Lower  risk  means  lower 
rest  rates— and  perhaps  other  benefits  for  small  businesses.  Among  them: 

onger  terms.  Lenders  that  securitize  loans  are  more  likely  to  offer  10-  to 
5-year  loans  instead  of  the  customary  seven  years. 

ixed  instead  of  floating  rates. 

aster  turnaround  time  than  an  SBA-backed  loan. 

ending  criteria  that  emphasize  cash  flow  and  experience  of  business 
wners  as  well  as  collateral. 

o  personal  guarantee  required.  The  lender  won't  grab  your  house,  car,  or 
jtirement  fund  if  your  business  defaults. 

oans  larger  than  the  SBA  limits  of  $750,000  for  ordinary  business  loans  and 
1.7  million  to  $2  million  for  land,  buildings,  and  equipment. 

3W  TERMS  VARY  BY  LENDER. 
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If  there's  a  deadbeat 

in  a  loan  pool,  other 

members  are  notified 

so  they    can  kind  of 

rattle  his  cage7 


a  Dallas 


strong  collateral.  Other  protections 
built  in  for  buyers  of  die  securitized 
ids.  But  some  financial-industry  ex- 
tives  question  whether  lenders  have 
ulated  all  the  risks  in  small-busi- 
s  financing,  which  is  generally  a 
itile  field.  "Time  will  be  the  judge 
o  whether  the  AAA  rating  is  war- 
ted,"  says 
ad  J.  Fried- 
ii,  a  managing 
sctor  at  Ohi- 
o's Heller  Fi- 
icial  Inc.,  one 
the  nation's 
;gest  small- 
;iness  lenders. 
One  of  the 
■st  amazing  • 
isformations  is  amresco  Inc 
ancial-services  firm  that  carries  a 
k-bond  rating  on  its  own  corporate 
ot.  Nonetheless,  amresco  has  become 
lig  issuer  of  AAA-rated  bonds  backed 
small-business  loans.  For  example, 
June  the  company  completed  a 
20.9  million  securitization  transac- 
n,  backed  by  small-business  loans 
restaurants,  convenience  stores,  truck 
i  ps,  and  funeral  homes.  About  83% 
the  offering  was  rated  AAA,  backed 
by  some  unusual  provisions, 
long  them:  small  businesses  in 
resco's  pools  contribute  5%  to  10% 
their  loan  amount  into  a  contin- 
lcy  fund  to  cover  defaults.  In  case  of 
>uble,  warning  notices  go  out  to  all 
ler  members  about  a  potential  dead- 
at — giving  them  a  chance  to  exert 
er  pressure.  "You  can  kind  of  rattle 
.  cage  a  bit,"  says  Rodney  Seigler, 


chief  executive  of  D&s  Glass  Fabricators 
Inc.,  who  borrowed  $3.2  million 
through  amresco  in  July  to  buy  the 
small  Dallas  manufacturing  company. 

While  some  may  question  the  ef- 
fectiveness of  this  tactic,  some  small- 
business  owners  think  they  are  get- 
ting some  great  deals.  After  shopping 
for  financing  for 
three  months, 
Susan  E.  Frasca 
got  a  $1.5  mil- 
lion loan  at  a 
fixed  rate  of 
9.5%  for  nine 
years  without  a 
personal  guaran- 
tee from  AMRESCO 
to  buy  four 
restaurants  and  create  Frasca  Hospital- 
ity Group  LLC  in  Chicago.  "It's  pretty 
much  unheard-of,"  she  says.  "I  know 
amresco's  junk-bond  rating  isn't  great, 
but  it  has  nothing  to  do  with  my 
bond  pool.  It's  no  risk  for  me." 

True  enough — she  has  her  money. 
But  lending  executives  are  privately  ap- 
prehensive that  this  type  of  securitiza- 
tion can  only  work  in  a  hot  economy 
laden  with  cash-rich  investors  and 
prospering  small  businesses.  In  a 
downturn,  lenders  and  investors  could 
get  burned.  Remember  the  real  estate 
loans  of  the  1980s  and  the  mortgage- 
backed  securities  derivatives  crisis?  Sure. 
But,  to  paraphrase  Frasca,  that's  not 
your  problem. 


B 


Search  our  database  of  lenders 
and  investors.  Click  Online  Extras 
at  frontier.businessweek.com 
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Labor  Intensive 


How  outside  consultants — and 
listening  to  the  workers — helped 
keep  a  union  at  bay 

BY  KEVIN  KELLY 


I  had  fallen  into 
moods  bordering 
on  depression.... 
How  had  I 
allowed  us 
to  get  into 
this  mess? 


APR.  6  WAS  THE  WORST  DAY  of  my 
professional  life.  From  early  morning 
till  3  a.m.,  the  employee  meetings 
dragged  on,  and  each  of  the  nine  ses- 
sions left  me  more  exhausted  and  dis- 
couraged than  the  one  before.  A  lot 
hung  on  these  gatherings:  More  than 
75%  of  our  workforce  had  signed 
cards  to  join  the  Graphics  Communi- 
cations International  Union  (gciu).  So 
my  brother,  my  sister,  and  I,  along 
with  our  labor-relations  consultants, 
were  meeting  with 
small  groups,  hop- 
ing to  open  com- 
munication. Instead 
we  got  impassive, 
or  indeed  hostile, 
looks. 

If    the    workers 
had  voted  that  day, 
the    union    would 
have  won.  But  they 
didn't — in        fact, 
they   never   voted, 
because    the   cam- 
paign   we    waged 
proved  so  effective 
that   in   early   June 
the  union  withdrew 
and  the  election  was 
canceled.  Credit  an  ag- 
gressive blitz  fashioned 
by  two  labor  consultants 
we  hired  days  after  learn- 
ing   we'd    be    facing 
union  vote.  They  high- 
lighted the  union's  weak- 
nesses   while    reminding 
employees  what  a  union 
victory  would  cost  them. 
Many,  for  instance,  didn't 
know  their  benefits  would 
change.     We     also     met 
around  the  clock  with 
employees  and  listened  a 
lot.  Ultimately  the  strate- 
gy paid  off,  much  to  our 
relief.  The  gciu  had  been 
promising  our  work 
ers,    whose    average 


wage  of  $  1 3  an  hour  is  among  the 
highest  in  the  industry,  raises  of  more 
than  30%.  Such  an  increase  would 
have  broken  our  family-owned  print- 
ing business,  so  we  feared  protracted 
and  divisive  negotiations,  with  the 
strong  possibility  of  a  strike. 

Pleased  as  I  was  to  win,  I  had  fallen 
into  moods  bordering  on  depression 
during  the  campaign,  pondering  how  I 
had  allowed  us  to  get  into  this  mess. 
After  all,  our  employees  had  thrown 
out  a  union  three  years 
ago  in  a  landslide  vote. 
In  the  following  years,  I 
realized,  I  had  lost  touch 
widi  our  workforce.  Poli- 
cies were  applied  arbi- 
trarily, raises  weren't 
done  in  a  timely  man- 
ner, and  outsiders 
grabbed  plum  jobs  insid- 
ers wanted.  Our  Span- 
ish-speaking employees 
did  not  feel  the  company 
made  an  effort  to  com- 
municate with  them. 
Our  consultants,  Ed  Vil- 
lanueva  and  Carlos  Rojas,  of 
Labor  Relations  Services  in 
Newport  Beach,  Calif.,  didn't 
let  us  dwell  on  these  negatives. 
Within  a  day  of  arriving,  they 
launched  an  intensive  education 
campaign.  They  walked  our  em- 
ployees through  the  gciu's  finan- 
cial statements  and  dissected  the 
union's  bylaws  and  bevy  of  regula- 
tions. Employees  learned 
about  its  finances,  and  where 
the  union  put  its  money.  "This 
isn't  the  union  I  was  sold,"  one 


w 


employee  told  me.  The  meetings,  u 
ally  segmented  by  language,  went 
for  six  weeks.  One  week  we  tac 
the  risks  associated  with  collective  b; 
gaining  and  strikes — real  risks,  giv 
the  promises  the  GCIU  was  making, 
another  series  of  meetings,  we  empl 
sized  the  benefits  employees  receiv 
from  die  company — healdi,  dental,  pe 
sion,  profit-sharing,  and  a  401  (k) — a 
detailed  how  much  they  cost.  Gradu, 
ly,   the  workforce  turned  around 
helped,  I  am  sure,  that  Ed  and  Carl 
spoke  Spanish.  I  also  spent  a  day  a  wi 
until  well  after  midnight  on  the  fact* 
floor,  talking  with  our  employees.  Slo 
ly  diey  opened  up,  and  I  learned  wl 
to  them  was  die  union's  chief  appe 
"We  felt  it  was  die  only  way  you  mi; 
see  the  company  had  problems,"  s 
one  employee. 

The  union  postponed  the  electi 
when  it  filed  charges  with  the  Natio: 
al  Labor  Relations  Board  alleging 
had  threatened  to  close  if  we  lo 
Then,  without  fanfare,  in  early  Ju 
the  charge  was  withdrawn,  and  t 
union  abandoned  the  field.  What  di 
get  out  of  all  this?  Months  of  exha 
tion  and  a  big  consulting  bill.  But 
have  to  admit,  without  the  union  dri 
we  might  have  continued  to  aliena 
employees,  and  we  might  have  lo 
key  people.  So  we've  begun  to  chanj  — 
our  pohcies  and  communication  pra< 
tices.  We're  promoting  from  withir 
holding  bilingual  plant  meetings,  an 
publicizing  the  changes.  If  we  don 
carry  out  these  policies,  I  suspect  w 
won't  have  heard  the  last  of  this  unioi 
If  we  do  change,  though,  I  hope  we' 
become  the  kind  of  company  I  ai 
proud  to  run,  one  where  managers  an 
workers  are  truly  partners. 

Kelly  is  an  officer  of  Emerald  Packagin 
in  Union  City,  Calif.  Have  you  faced 
union  vote?  E-mail  us  at  frontierfabusi 
nessweek.com. 
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S  Cusumano's  blueprint?  Think 
small  and  network 


TWENTY-EIGHT-YEAR-OLD  Julie  Cusumano  has 
dug  20-foot  trenches  and  waded  through  rivers 
of  wet  concrete.  Still,  none  of  those  feats  took 
as  much  guts  as  her  biggest  building  project: 
starting  Castle  Contracting,  a  22-employee,  $3 
million  construction  and  engineering  firm  in  St. 
Louis.  "What  I  learned  from  engineering  is  prob- 
lem-solving," says  the  soft-spoken  Cusumano. 
"You  can  look  at  a  huge  problem,  break  it  down 
bit  by  bit,  and  solve  it." 

After  earning  a  civil-engineering  degree  at 
Purdue  University,  Cusumano  took  jobs  with  gi- 
ant engineering  firms.  But  it  didn't  take  long  to 
see  the  frustrations  of  corporate  life,  "watching 
15  managers  ahead  of  me  all  vying  for  the  same 
position,"  she  says. 

In  1995,  with  $5,000,  she  and  a  veteran  con- 
struction exec  founded  Castle  to  serve  electrical 
contractors.  After  five  months,  her  partner  split, 
leaving  the  fledgling  business  for  dead.  "She 
stuck  it  out,"  says  Brent  Koch,  whose  Condaire 
Inc.  has  used  Castle  for  10  subcontracting  jobs. 
Concentrating  on  tiny  projects,  such  as  gutters 
and  ditches,  Cusumano  logged  a  decent  first- 
year  profit  on  revenues  of  $280,000. 

Despite  her  growing  experience,  Cusumano 
still  had  to  surmount  the  industry's  backhoe 
braggadocio.  "I  was  asked  too  many  times  if  I 
was  a  secretary,"  she  recalls.  Unbowed,  she 
networked,  becoming  a  gabby  mainstay  at  three 
local  contractors'  associations,  where  she  has 
drawn  75%  of  her  AO  clients. 

While  other  subcontractors  might  base  a  bid 
on  back-of-the-envelope  guesses,  Castle's 
$30,000  accounting  software  monitors  every 
dollar.  That  helps  the  company  submit  winning 
and  profitable  offers  without  underbidding. 

Cusumano's  favorite  project:  the  foundations 
under  a  new  electrical  substation  for  the  city's 
largest  hospital.  "I  love  to  look  at  a  building 
and  say:  'I  built  that.' "  She  feels  the  same 
about  her  Castle.  -DENNIS  BERMAN 
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adidas  found 


in  Pandesk's 


e-business 


w 


solution. 


are  the  property  of  t 


it  comes  to  succeeding,  adidas  knows  it  takes  a  winning  team, 
needed  a  Women's  World  Cup  Soccer  e-commerce  site  that 
orted  their  brand  and  offered  world-class  customer  service, 
s  more,  they  needed  it  fast.  That  is  why  they  partnered  with 
fos  at  Pandesic. 

Why  outsource  to  Pandesic?  Our  e-business  expertise.  The 
?sic™  e-business  solution  got  adidas  up  and  running,  with 
thing  they  needed  to  be  competitive:  proven  e-business 
'sses,  best-of-class  hardware  and  software,  hosting  services, 
ld-the-clock  support,  as  well  as  lifetime  technology  upgrades 
allow  adidas  to  easily  expand  their  e-commerce  offering, 
of  all,  it's  fully  automated,  so  adidas  has  time  to  focus  on 
ding  great  customer  service  and  growing  their  business. 


Find  out  why  so  many  companies  are  turning  to  Pandesic  for 
their  e-commerce  needs.  Call  1-888-349-3249,  ext.  600  for  a 
Pandesic  E-business  Success  Kit  and  a  Customer  Success  CD-ROM. 

Or  visit  our  Web  site  for  more  information.  If  you're  getting  into 
the  e-business  game,  we'll  get  you  geared  up  in  no  time. 
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pandesic 


The  Internet  Company 
from  Intel  and  SAP 


Pandesic.  How  a  business  does  e-business. 
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J  STOPS 
cABYING  ITSELF 


cutting  deals  and  tightening  R&D  to  catch  up  with  rivals 


t  Johnson  &  Johnson,  managing 
for  the  long  term  takes  on  a  whole 
different  meaning.  J&J  Chairman 
1  and  Chief  Executive  Officer  Ralph 
irsen  is  quick  to  point  out  its  re- 
ably  steady  track  record — posting 
ige  annual  sales  and  net  income 
th  of  nearly  11% — over  the  past  100 
;.  That  has  made  J&J  seem  as  im- 
ble  as  its  decades-old  brands  of  baby 
ier  and  baby  oil. 

it  there's  a  thin  line  between  being 
\  of  your  roots  and  getting  stuck  in 
nud.  And  over  the  past  two  years, 


frustrated  investors  grew  increasingly 
worried  that  J&J  had  fallen  behind  rivals 
in  some  key  areas.  The  once-unfailing 
health-care  products  company  suffered 
through  a  series  of  stumbles,  including 
drug  development  flops  and  a  battering 
in  the  coronary-stent  business,  j&j's  an- 
nual sales  growth  slowed  to  4.5%  in  1998, 
and  net  income  gained  just  11%  before 
charges,  down  from  a  15.5%  average  pace 
for.the  past  five  years.  "Last  year  was  a 
wake-up  call,"  says  Steve  Paspal,  a  senior 
analyst  with  John  Hancock  Funds,  which 
owns  nearly  1.2  million  J&J  shares.  "I 


larsen:  While  pushing  for 
change,  the  CEO  sees  no 
red  son  to  depart  from  the 

l)ii sic  ./it./  model 

think  it  made  them  realize  they 

had  to  do  things  differently." 

That  explains  the  rumbling 
you  hear  from  within  the  New 
Brunswick  (N.J.)  health-care  gi- 
ant these  days.  Larsen  and  his 
team  are  cutting  costs  by  over- 
hauling j&j's  far-flung  factories, 
putting  more  stringent  controls 
on  drug  development,  and  pur- 
suing aggressive  dealmaking  to 
fill  the  pharmaceutical  pipeline — 
capped  by  the  $4.9  billion  pur- 
chase of  biotech  company  Cen- 
tocor  Inc.  in  July.  Wall  Street 
has  voiced  its  approval.  After 
lagging  well  behind  major  rivals 
for  most  of  '97  and  '98,  j&j's 
stock  price  has  risen  25%  since 
Jan.  1,  compared  with  a  1% 
drop  for  the  Standard  &  Poor's 
Health  Care  Composite  index. 
ONE-TIME  BOOST.  Look  for  more 
changes  ahead.  Analysts  expect 
J&J  to  take  further  steps  to 
patch  up  its  drug  portfolio  and 
strengthen  or  divest  weaker 
businesses,  such  as  its  $600  mil- 
lion diagnostic  unit.  It  has  little 
choice.  This  year  looks  strong, 
partly  thanks  to  savvy  market- 
ing of  drugs  like  the  antipsy- 
chotic Risperdal  and  the  anemia 
drug  Procrit.  But  J&J  is  also  getting  a 
one-time  sales  boost  from  the  $3.7  bil- 
lion buy  of  orthopedic  products  maker 
DePuy  Inc.  Without  another  big  deal, 
comparisons  will  get  tougher.  Salomon 
Smith  Barney  analyst  Anne  P.  Malone 
expects  sales  in  1999  to  jump  14.8%,  to 
$272  billion,  while  net  income  rises  12.7%, 
to  $4.1  billion.  But  Malone  figures  annual 
sales  growth  could  soon  slow,  to  around 
10%,  while  earnings  climb  less  than  13%. 
Larsen  won't  comment  on  possible 
deals  or  divestitures,  other  than  to  say: 
"Are  there  businesses  we  are  in  today 
that  we  won't  be  in  in  five  years?  Sure." 
But  Larsen — who's  been  with  the  com- 
pany for  35  years  and  became  ceo  in 
1989 — insists  there's  no  need  to  depart 
from  the  basic  J&J  model.  For  decades, 
the  company  has  competed  in  a  broad 
range  of  health-care  businesses — from 
Band-Aids  to  surgical  equipment — 
through  scores  of  decentralized  units.  In- 
deed, while  many  competitors,  including 
Pfizer  Inc.  and  Eli  Lilly  &  Co.,  have  sold 
off  medical  devices  and  other  businesses 
to  focus  on  drug  operations,  Larsen 
pushed  J&J  into  new  areas  such  as  cho- 
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Failure  to  develop  a  good  second  generation  of 
its  angioplasty  technology  has  cost  J&J  dearly 


lesterol-lowering  foods  and  high-tech 
wheelchairs. 

Larsen  argues  that  the  mix  gives  J&J  a 
healthy  balance.  Today,  36%  of  sales 
comes  from  dings,  28%  from  consumer 
products,  and  36%  from  professional 
health-care  products  like  sutures  and 
stents,  the  metal  scaffolds  that  keep  ar- 
teries open  after  angioplasty.  But  some 
are  clearly  far  healthier  than  others.  The 
East-growing  drug  unit  provides  a  hefty 
60%  of  operating  profits. 
"OVERDUE."  Moreover,  the  last  two  years 
raised  serious  questions  about  whether 
the  J&J  way  was  still  working.  The  most 
dramatic  problem  was  the  company's  fail- 
ure to  develop  a  good  second  generation 
of  its  pioneering  coronary  stent.  Com- 
petitors such  as  Guidant  Corp.  and 
Medtronic  Inc.  jumped  in  with  better 
stents,  and  J&j's  business  collapsed  from 
$700  million  in  sales  in  1996  to  just  over 
$200  million  last  year.  Says  Dr.  Stephen 
N.  Oesterle,  director  of  invasive  cardiol- 
ogy services  at  Massachusetts  General 


Hospital:  "They  didn't  anticipate  how 
quickly  this  technology  would  move,  and 
that  physicians  wouldn't  be  loyal."  j&j  is 
now  getting  ready  to  launch  a  more  flex- 
ible stent  in  the  U.S.  that  cardiologists 
say  could  help  the  company  win  some 
market  share  back. 

As  sales  growth  slowed  last  year, 
J&J  had  to  face  a  more  fundamental 
flaw.  Despite  waves  of  consolidation 
that  have  hit  the  industry  in  recent 
years,  it  had  moved  too  slowly  to  trim 
its  own  sprawling  network  of  factories. 
That  led  to  last  year's  restructuring 
and  J&j's  first  big  operational  write-off 
since  1986.  Larsen  says  the  overhaul 
was  in  the  works  for  two  years,  and 
wasn't  related  to  slowing  sales.  Still, 
by  shuttering  36  out  of  158  plants  and 
cutting  4,100  jobs,  J&i  figures  to  save  as 
much  as  $300  million  a  year.  "This  was 
overdue,"  says  Andrew  F.  Morey,  re- 
search analyst  at  State  Street  Research 
&  Management  Co.,  which  holds  nearly 
2  million  j&.i  shares. 


More  pressing,  however,  is  the  ne< 
improve  j&j's  drug  development  mac 
Nine  drugs  in  development  fizzled  in 
ing,  failed  to  get  government  approv; 
were  delayed  in  1997  and  1998,  says 
gan  Stanley  Dean  Witter  analyst  G  I 
M.  Reicin.  That  gave  J&J  one  of  th 
dustiy's  skimpier  pipelines,  he  says, 
too,  the  company's  decentralized  st  L' 
ture  was  partly  to  blame.  J&J  has 
separate  drug  research  and  developr  : 
operations,  the  R.  W.  Johnson  Phai 
ceutical  Research  Institute  (pri)  in 
U.S.  and  Janssen  Research  Founds  -' 
in  Belgium.  Each  used  to  make  its 
decisions  about  which  products  to 
into  the  costly  final  phase  of  human  i  • 
ing.  But  stricter  oversight  may  1  lKA 
flagged  problems  that  torpedoed  1 
stage  products  such  as  Pramlintide,  <  j[ 
abetes  drug  J&J  invested  more  than  i 
million  to  develop  with  partner  Am  P 
Pharmaceuticals  Inc.  j&j  pulled  out 
year    after    lackluster    test    rest] 

Now,  j&j  is  moving  in  line  with 
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lie  rest  of  the  drug  industry  han- 
&D.   In  June,    1998,   I -arson  put 
C.  Weklon,  an  up-and-coming 
e  overseeing  j&j's  surgical-in- 
ent  unit,  in  charge  of  its  phar- 
tical  business.   Weldon  created 
•ommittee,  which  includes  repre- 
u    .tives  from  Janssen  and  PRI,  to 
ilj  monthly  for  presentations  from 
rchers  on  projects  they  would  like 
ove  along  in  testing.  The  group 
es  whether  to  give  the  O.  K.,  ask 
lore  information,  or  kill  the  pro- 
Stephen  S.  Tang,  vice-president 
nsultant  A.  T  Kearney  Inc.,  says 
have  practiced  such  stringent  de- 
eta  kmaking  for  years.  "They  are  play- 
i  bit  of  catch-up  here,"  he  says, 
it's    critical    that    every    dollar 
;s — J&J  spends  less  on  pharmaceu- 
R&D,  $1.4  billion  last  year,  than 
3  Merck,  at  $1.8  billion,  or  Pfizer, 
.3  billion. 

•  DEAL.  It  will  be  years,  however, 
e  changes  in  drug  development  pay 
>o  J&J  has  stepped  up  its  dealmak- 
The  boldest  deal  was  the  purchase 
ntocor.  The  biotech  company  brings 
dsing  expertise  in  monoclonal  anti- 
cs— which  attack  disease-causing 
ts  in  the  body — as  well  as  ReoPro, 
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J&J's  New 
Formula 

The  company's  trademark  is  con- 
sistency, but  it's  making  some  big 
changes  to  kick-start  growth. 

ACQUISITIONS  J&J's  first  big 
pharmaceutical  deal  since  1961 — 
the  $4.9  billion  purchase  of 
biotech  company  Centocor — gives 
it  a  promising  arthritis  drug. 
Analysts  expect  more  buys. 

R&D  MAKEOVER  After  a  string  of 
embarrassing  drug-development 
flops,  J&J  is  tightening  controls. 
That  includes  creating  a  commit- 
tee to  0.  K.  moving  drugs  along  in 
testing.  Drugs  in  the  pipeline  in- 
clude a  birth-control  patch  and  an 
Alzheimer's  treatment. 

FACTORY  FIXES  J&J  is  closing 
36  plants,  nearly  one  quarter  of  its 
total,  for  an  annual  savings  of  up 
to  $300  million. 


a  heart  drug,  and  Remicade,  a  drug  for 
Crohn's  disease.  If  Remicade, 
pected,  is  also  approved  by  the  Food 
&  Drug  Administration  for  rheumatoid 

arthritis,  J. P.   Morgan   &   Co.   an; 
Michael  N.  Weinstein  figures  it  could 
add  more  than  $300  million  to  J&J's  top 
line  by  2001. 

Shoring  up  the  product  lineup  will  be- 
come even  more  critical  as  J&J  faces  a 
major  threat  to  the  $2.1  billion  anemia 
drug  Procrit,  which  it  licensed  from  Am- 
gen  Inc.  in  1985.  Late  last  year,  an  arbi- 
tration panel  decided  the  deal  didn't  give 
J&J  the  rights  to  a  next-generation  Pro- 
crit that  Amgen  has  in  the  works.  If 
Amgen  begins  selling  the  new  drug  in 
late  2000,  it  is  expected  to  eat  into  ex- 
isting Procrit  sales.  J&J  is  developing  its 
own  new  version,  but  is  about  a  year 
behind  Amgen. 

If  the  folks  at  J&J  are  worried,  they 
don't  show  it.  And  Larsen  vows  that 
the  recent  changes  demonstrate  the 
company  learns  from  any  missteps.  "I 
can't  recall  the  last  business  we  got 
chased  out  of,"  he  says.  The  more  J&J 
embraces  change,  the  better  its  chances 
of  extending  its  growth  streak  another 
100  years. 

By  Amy  Barrett  in  Philadelphia 
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GETTING  A  GRIP 
ON  BACTERIAL  SLIME 


Science  has  declared  war 
on  biofilms,  which  play  a 
part  in  65%  of  all  infections 
-and  resist  antibiotics 

In  1684,  a  dry-goods  merchant  named 
Anton  van  Leeuwenhoek  discovered 
what  he  called  "animalcules"  in  the 
tartar  on  his  teeth.  A  thorough 
cleaning  with  vinegar  killed  only  those 
"on  the  outside  of  the  scurf,"  or  dental 
plaque.  Intrigued,  Leeuwenhoek,  the  in- 
ventor of  the  microscope,  took  a  closer 
look.  In  the  "scurf,"  he  found  a  sticky 
layer  of  bacteria  that  resisted  the  vine- 
gar. It  was  one  of  the  first  glimpses  of 
what  are  now  called  biofilms — bacterial 
"communities"  that  can  appear  almost 
anywhere,  fouling  machinery,  clogging 
pipes,  and  contributing  to  many  forms  of 
human  disease. 

Researchers  have  found  that  biofilms 
play  an  important  role  in  many  med- 
ical conditions,  such  as  kidney  stones, 
chronic  ear  and  urinary-tract  infections, 
and  gum  disease.  Experts  at  the  Cen- 


ters for  Disease  Control  &  Prevention  in 
Atlanta  now  believe  biofilms  are  in- 
volved in  65%  of  all  human  bacterial  in- 
fections. And  roughly  5%  percent  of  the 
patients  who  annually  receive  catheters 
and  stents  develop  serious  infections 
from  biofilms  growing  on  the  devices. 

Biofilms  also  can  be  found  on  the 
hulls  of  boats,  in  water  filters,  and  in 
drinking-water  pipes,  where  they  can 
do  great  harm.  Worldwide,  industries 
spend  $7  billion  annually  on  toxic  chem- 
icals that  are  only  partly  successful  in 
blocking  this  bacterial  scum. 
CONSPIRACY.  The  sheer  havoc  wreaked 
by  these  adhesive  troublemakers  is 
spurring  scientists  to  look  for  ways  to 
fight  or  prevent  biofilm  formation.  In- 
dustry is  using  new,  long-acting  enzymes 
to  dissolve  the  sticky  glue  that  anchors 
a  biofilm  to  a  surface.  Researchers  are 
also  avidly  searching  for  blockers  to  in- 
hibit biofilm  formation.  One  novel  class 
of  compounds,  called  furanones,  could 
be  on  the  market  within  the  year.  Sci- 
entists are  even  beginning  to  unravel 
the  genetic  basis  of  biofilms.  "The  ulti- 
mate goal  is  to  identify  a  biofilm's  pres- 


THE  FORMATION  OF  A  BIOFILM 

Biofilms  occur  when  individual  bacteria,  in  a  way  not 

fully  understood,  organize  into  a  community  that 
behaves  like  a  single  organism.  Here's  how  it  happens: 


SLIME 


sure  points,"  says  E.  Peter  Green 
microbiologist  at  the  University 
College  of  Medicine. 

At  its  earliest  stages,  this  st 
thing  called  a  biofilm  is  little  mor 
a  layer  of  cells  attached  to  a  su 
But  as  the  bacteria  grow  and  d 
something  wondrously  conspirai 
happens.  When  enough  of  them — a 
rum — have  gathered,  they  send  si, 
around,  telling  each  other  to  reorg* 
They  begin  to  arrange  themselves  L. 
an  array  of  pillars  and  mushr 
shaped  structures,  all  connected  by 
voluted  channels  that  deliver  foot  | 
remove  waste.  They  become,  in 
words,  not  a  simple  collection  of  b 
ria,  but  a  spooky  kind  of  commun; 
ganism,  with  its  own  defense  capab: 
and  communication  systems.  "We 
to  think  bacteria  were  pretty  primi 
J.  William  Costerton,  director  o: 
Center  for  Biofilm  Engineering  at 
tana  State  University,  says  wryly. 

As  the  biofilm  matures,  the  bad 
become  as  much  as  1,000  times 
resistant  to  antibiotics  and  microbi<| 
than  they  were  when  separate.  So 


BACTERIAL  CELL 


J°~ 


METAL  SURFACE 

ATTACHMENT  Bacteria 

fasten  on  to  a  variety  of 
surfaces  using  specialized 
tail-like  structures.  This 
can  occur  in  pipes  and 
water  filters,  in  the  human 
intestine,  and  on  implants 
such  as  heart  valves. 


EXPANSION  The  cells 
grow  and  divide,  forming  a 
dense  mat  many  layers 
thick.  The  bacteria  com- 
municate with  each  other 
using  specific  signals.  At 
this  stage,  the  biofilm  is 
still  too  thin  to  be  seen. 


MATURATION  When 
there  are  enough  bacteria 
in  the  developing  biofilm— 
a  quorum— the  microbes 
secrete  a  sugary  glue 
and  form  mushroom- 
shaped  structures  that 
look  like  futuristic  cities. 


RESISTANCE  The  glue 
protects  the  bacteria  in 
the  biofilm  from  the 
harsh  environment  outside, 
shielding  them  from 
antibiotics,  toxic 
chemicals,  and  the 
body's  immune  system. 
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a  biofilm  takes  hold,  getting  rid  of  it  is 
tough,  if  not  impossible.  Researchers 
believe  the  bacteria  in  the  biofilm  evade 
antibiotics  by  changing  up  to  40'  >  of 
the  proteins  that  make  up  their  cell 
walls.  Proteins  that  once  served  as  the 
target  of  antibiotics  may  disappear,  mak- 
ing the  antibiotics  ineffective.  Even  if 
the  targets  are  still  present,  antibiotics 
and  chemicals  probably  can't  get 
through  the  biofilm  slime  to  reach  the 
microbes  anyway.  Costerton's  group  has 
shown  that  the  gel-like  substance  se- 
creted by  bacteria  in  a  biofilm  acts  like 
a  coat  of  armor  that  is  impervious  to 
noxious  chemicals. 

One  strategy  for  penetrating  that  ar- 
mor was  devised  by  the  University  of 
Iowa's  Greenberg  and  collaborators  at 
the  Center  for  Biofilm  Engineering.  The 
team  identified  a  substance  that  trig- 
gers biofilm  formation  in  Pseudomonas 
aeruginosa,  the  bacterium  that  coats 
the  lungs  of  more  than  80%  of  all  cystic 
fibrosis  patients.  This  substance,  be- 
longing to  a  class  called  lactones,  sparks 
a  series  of  genetic  changes — more  than 
40  in  all — that  instruct  individual,  free- 
living  microbes  to  remodel  their  cell 
walls  and  begin  spewing  out  slime. 
DISRUPTION.  Greenberg  believes  he  can 
block  biofilm  formation  simply  by  de- 
signing compounds  that  interfere  with 
the  signaling.  He  likens  his  approach  to 
an  army's  attempts  to  make  its  military 
strike  more  effective  by  disrupting  an 
opponent's  communications  array.  "Here 
we  are,  taking  out  the  bacteria's  com- 
munication lines — making  them  more 
sensitive  to  the  host  immune  system 
and  traditional  antibiotics,"  he  says.  Six 
months  ago,  Greenberg  founded  Quo- 
rum Sciences  Inc.  to  market  these  com- 
pounds to  makers  of  medical  devices. 

According  to  Costerton,  it  is  likely 
that  each  bacterial  species  has  its  own 
version  of  the  Pseudomonas  lactone. 
He  predicts  it  will  one  day  be  possible 
to  develop  inhibitors  that  target  trou- 
blesome bacteria  specifically — say,  com- 
pound X  to  prevent  Staphylococcus 
biofilms  or  compound  Z  for  E.  coli  colo- 


One  approach  to  blocking  biofilm  growth 
would  be  to  design  compounds  that  interfc 
with  the  way  bacteria  signal  to  each  other 

A  BLOWUP  OF  BIOFILM  GROWING  INSIDE  A  PLASTIC  TUBE 


nizations.  There  may  even  be  a  sig- 
nal blocker  that  is  general  enough 
to  ward  off  all  types  of  bacteria. 

New  research  suggests  this  may 
be  true.  Staffan  Kjelleberg  and  Pe- 
ter I).  Steinberg,  two  researchers  at 
Australia's  University  of  New  South 
Wales  in  Sydney,  have  long  been  search- 
ing for  ways  to  protect  boat  hulls  and 
fishing  nets  from  corrosive  biofilms. 
They  recently  discovered  a  red-colored, 
salt-water  plant  called  Delisea  pulchra 
that  is  naturally  resistant  to  biofilm  for- 
mation. In  just  a  few  months  they  were 
able  to  isolate  the  plant's  protective  in- 
gredient, called  a  furanone,  from 
ground-up  plant  tissue.  Now,  Kjelleberg 
and  Steinberg  have  chemically  synthe- 
sized more  than  60  furanone  derivatives, 
all  of  which  prevent  the  development 


HARMFUL  AND  DANGEROUS 

Biofilms  can  appear  almost 

anywhere,  and  they  usually  have 

undesirable  consequences: 

LOCATION 

IMPACT 

•Drinking  water 

•Corrosion, 

pipes 

disease 

•Household 
drains 

•Plugged-up 
sinks 

•Dental  plaque 

•Gum  disease, 
cavities 

•Contact  lenses 

•Eye 
infections 

•Catheters  and 
stents 

•Disease 

•Ears 

•Chronic 
infection 

•Lungs 

•Pneumonia 

of  biofilms.  They  are  forming  a  company, 
Biosignals  Inc.,  to  develop  them  com- 
mercially. Kjelleberg  believes  these  com- 
pounds could  be  used  in  a  variety  of 
settings — both  industrial  and  medical. 
For  instance,  he  envisions  adding  one  or 
more  to  mouthwash  to  prevent  biofilms 
from  forming  on  teeth  and  gums. 

Roberto  Kolter,  a  microbiologist  at 
Harvard  University,  is  using  a  differ- 


ent approach  to  identify  new  bl 
blockers.  He's  searching  for  the  h| 
ial  genes  that  control  biofilm  for 
in  order  to  make  a  detailed  road 
the    process.    This    knowledge, 
Kolter,  will  be  used  to  design  newl 
pounds  that  specifically  interfere! 
their  development.  So  far,  his  la.q 
identified  50  genes  in  Pseudomom 
could  serve  as  targets  for  drugs: 
JUMP  OFF.  Other  approaches  includ| 
use  of  weak  electric  currents, 
somehow  pass  through  the  slime 
kill  the  bacteria  by  punching  microd 
holes    in    them.    But    Greenberg! 
Costerton  believe  the  answer  to  bi 
busting  lies  within  the  biofilm  itse 
there's  a  signal  triggering  bacter 
get  on  the  biofilm  bandwagon,  whj 
a  signal  telling  them  to  jump  off? 

Efforts  are  also  under  way  to  de\ 
materials  that  biofilms  can't  stick 
Teflon  equivalent  for  biofilms.  R| 
Bayston,  a  researcher  at  Britain's  [ 
versify  of  Nottingham,  has  creatl 
polymer  that  contains  small  amoi 
rifampicin  and  clindamycin,  two  powj 
long-lasting  antibiotics.  In  labora 
tests,  catheters  made  of*  the  polj 
were  able  to  repel  large  doses  of  b| 
ria — 100,000  times  the  amount  that 
sicken  a  patient — for  months  at  a 
To  date,  neurosurgical  shunts  made  : 
Bayston's  biomaterial  have  beenl 
planted  in  more  than  200  people  in| 
rope.  Britain's  Ortho  McNeil  Pha 
ceutical,  which  is  the  diagnostics  di\ 
of  Johnson  &  Johnson,  and  Cook  Ir 
manufacturer  of  medical  product| 
Bloomington,  Ind.,  are  developing 
own  versions  of  biofilm-resistant  pis) 

More  than  300  years  after  Leeu\ 
hoek's  discovery  of  animalcules,  bio] 
are  getting  the  attention  they  dese 
This  past  year,  the  National  Institute 
Health  formed  a  coordinated  prograi 
bring  scientists  from  diverse  discipl 
together  to  work  on  the  prob 
Thanks  to  a  coordinated  attack  by 
gineers  and  biologists,  new  inhibi 
are  on  the  horizon.  And  there's 
talk  of  vaccines  to  prevent  chronic 
fections  and  dental  disease.  "We  nee 
learn  how  to  manipulate  the  critt 
bothersome  ways,"  declares  Coster 
The  war  on  biofilms  has  just  begun| 
By  Ellen  Licking  in  New 
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:  ARE   MORE   USES  FOR 

than  a  good  shore  din- 
iesearchers  at  North 
ina  State  University 
leveloped  a  biodegrad- 
wound  dressing  for 
made  from  chitosan, 
ural  fiber  extracted 
crab  shells.  In  tests  on 
the  three-layered  ban- 
protected  the  wound 
bacteria  as  the  inner 
ayers  were  absorbed 
he  skin. 

rn  dressings  now  in  use 
be  regularly  reapplied, 
i  disturbs  the  wound 
;an  be  quite  painful  if 
adhere  to  the  dressing, 
hitosan,  used  in  the  bot- 
layer  of  the  new  ban- 
is  easily  absorbed  by 
iuman  body,  so  it  need 

•  be  removed.  In  fact,  it 
as  a  cellulose-like  scaf- 
lg  on  which  new  cells 
jjrow.  And  because  chi- 

is  known  to  resist  fun- 
I  microbes,  and  viruses, 
tually  speeds  healing, 
h  Carolina  State  textile 
;ssor  Samuel  Hudson 
the  fiber  also  suppresses 
undesired  celb  growth 
causes  scarring, 
ne  second  layer  is  made 

polymer  that  also  de- 
es and  becomes  part  of 
skin.  It  has  the  consis- 
f  of  cellophane  and  acts 

second  line  of  defense 

•  the  chitosan  breaks 
1.  The  outermost  layer  is 
;ton  gauze  that,  like  tra- 
nal  dressings,  is  changed 
sionally.  The  researchers, 
presented  their  bandage 
le  American  Chemical  So- 
r's  annual  meeting  in  Au- 
,  said  further  research  is 
led  to  perfect  the  balance 
loisture  in  the  bandage 
promote  healing.  They 
dd  have  no  trouble  find- 
supplies.  Chitin,  the  base 
aitosan,  is  the  earth's  sec- 
most  abundant  organic 

lurce  after  cellulose.       D 


BUILDING 
A  SMARTER 
MOUSE 


A  TEAM  OF  ACADEMIC  SCIEN- 

tists  has  created  a  strain  of 
supersmart  mice  by  adding 
a  gene  that  boosts  their  abil- 
ity to  learn  and  memorize. 
Plus,  the  mice's  brains  don't 
slow  down  as  they  age.  The 
research,  reported  in  the 
Sept.  2  issue  of  Nature, 
proves  that  genetic  improve- 
ment of  intelligence  in  mam- 
mals is  feasible,  say  the  sci- 
entists. In  the  near  term, 
drug  companies  could  try  to 
develop  memory-enhancing 
medicines  that  target  that 
same  gene  in  humans. 

The  smart  mice — a  strain 
named  Doogie  after  Doogie 
Howser,  M.D.,  a  TV  show 
about  a  child  genius — carry 


extra  copies  of  the  NR2B 
gene,  which  controls 
the  brain's  ability 
to  associate  one 
event  with  anoth- 
er. The  gene  pro- 
grams a  protein 
called  NMDA  that 
serves  as  a  recep- 
tor in  the  brain  for 
signals  associated  with 
memory.  The  receptor 
needs  two  signals — such  as  a 
lit  match  and  a  sensation  of 
heat — to  create  a  memory.  In 
young  mammals,  the  NMDA 
receptor  makes  such  connec- 
tions very  quickly,  but  it 
slows  down  after  adolescence, 
and  learning  and  memorizing 
become  harder. 

Princeton  University  neu- 
robiologist  Joe  Z.  Tsien  and 
colleagues  from  Massachu- 
setts Institute  of  Technology 
and  St.  Louis'  Washington 
University  bioengineered  the 
mice  with  extra  copies  of  the 
NR2B  gene,  designed  to  in- 
crease in  activity  as  the  mice 
age.  Tsien  says  the  Doogie 
mice  were  much  better  than 
normal  mice  at  solving  maze 
problems,  learning  sounds, 
and  retaining  knowledge,  and 
their  brains  retained  the  bio- 
logical characteristics  of  ju- 
venile minds.  □ 


ROAD  NOISE:  TURNING  DOWN  THE  VOLUME 

HIGHWAYS  CAN  BE  HORRENDOUSLY  NOISY,  AND  THE  CON- 

crete  and  wooden  buffers  that  cities  build  to  dampen 
the  din  are  often  inadequate.  Purdue  University's  new 
Institute  for  Safe,  Quiet,  &  Durable  Highways  thinks 
better  solutions  to  noise  pollution  may  be  found  where 
the  rubber  meets  the  road.  Armed  with  a  $3.6  million 
grant  from  the  Transportation  Dept.  and  matching  funds 
from  the  auto  industry  and  state  governments,  the  In- 
stitute aims  to  reengineer  both  pavement  and  car  tires. 

This  isn't  the  first  such  reengineering  effort.  More 
than  a  decade  ago,  tiremakers  learned  to  reduce  the 
high-speed  whine  of  car  tires  on  the  highway  by  ran- 
domly varying  the  shapes  and  sizes  of  their  treads.  Pur- 
due wants  to  go  a  lot  further,  though,  and  is  studying 
some  of  the  same  tricks  the  U.  S.  Navy  employs  to  cov- 
er the  sonic  tracks  of  its  submarines — analyzing  how  the 
sound  is  generated,  then  nipping  it  in  the  bud.  "Once 
we  understand  the  sources  of  noise  on  roads,  we'll  find 
better  strategies  for  making  them  quieter,"  says  Insti- 
tute Co-Director  Robert  J.  Bernhard.  Neil  Gross 


INNOVATIONS 


■  Nematodes  of  the  world, 
run  for  cover.  These  micro- 
scopic worms  cause  $100  bil- 
lion in  crop  losses  annually 
by  viciously  attacking  the 
roots,  stems,  leaves,  and  even 
seeds  of  a  broad  range  of 
plants  such  as  cotton,  soy- 
beans, and  corn.  Federal  in- 
spectors are  constantly  on  the 
alert  for  new  and  potentially 
harmful  species  in  shipments 
of  plants  and  wood  products. 
Now,  they  are  getting  some 
online  ammunition  in  their 
battle.  The  Agriculture 
Dept.'s  Agricultural  Research 
Service  has  created  the  USDA 

■ 


Nematode  Collection  Search, 
an  Internet  database  that 
contains  information  on  more 
than  1,600  parasitic  worm 
species  from  around  the 
world.  Check  it  out  at 
www.nem.barc.usda.gov/data- 
base/search.cfm. 
■  A  new  kind  of  foam  made 
from  graphite  could  lead  to 
better  aerodynamics  in  auto- 
mobiles and  lighter  and  more 
powerful  laptops,  says  inven- 
tor James  Klett  of  the  Ener- 
gy Dept.'s  Oak  Ridge  Nation- 
al Laboratory.  The  black, 
spongy  material,  called 
Grafoam,  is  as  effective  as 
aluminum  at  dissipating  heat 
but  weighs  about  one-fifth  as 
much.  Radiators  made  of  the 
stuff  could  be  shrunk  to  half 
the  size  of  aluminum  ones,  al- 
lowing them  to  be  placed  in 
the  back  of  the  car  instead  of 
the  front.  This  could  help  car 
designers  cut  emissions  and 
improve  fuel  consumption. 
Poco  Graphite,  a  machine- 
parts  and  semiconductor  man- 
ufacturer in  Decatur,  Tex.,  has 
licensed  the  technology  and 
expects  to  begin  production 
in  2001.  Ellen  Licking 
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overed  by  Allianz  Group. 


/herever  you  are,  whenever  you 
eed  us,  the  Allianz  Group  is  always 


ere  for  you. 


The  Allianz  Group  has  more  than  75  years  of  international 


perience  in  managing  the  assets  of  life  insurance  policy  holders  and  institutional  investors.  Both 
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Government 


INVESTIGATIONS 


TOO  EAGER 
TO  HELP  CHINA? 

Tips  from  Hughes  and  Loral  may  have  led  to  better  missiles 


On  Dec.  21,  1992,  a  rocket  explod- 
ed 48  seconds  after  liftoff  from 
Xichang  Launch  Center  in  west- 
ern China,  the  first  of  a  string 
of  high-profile  failures  by  Chinese  rock- 
ets carrying  U.  S.-made  satellites.  The 
mishaps  put  China's  nascent  launch  in- 
dustry in  jeopardy  and  set  off  a  scram- 
ble by  two  leading  U.  S.  satellite  com- 
panies to  save  face — and  save  a  business 
on  which  they  depended. 

Now,  as  the  Justice  Dept.  studies 
whether  General  Motors  Corp.'s  Hughes 
Electronics  unit  and  Loral  Space  & 
Communications  Ltd.  broke  the  law— 
and  ponders  whether  to  prosecute 
them— the  satellite-export  business  is 
at  a  standstill. 

The  State  Dept.,  the  Pentagon,  and  a 
special  House  panel  headed  by  Repre- 
sentative Christopher  Cox  (R-Calif.) 
have  all  concluded  that  the  two  compa- 


nies gave  Beijing  analyti- 
cal knowhow  that  could  im- 
prove both  commercial 
launchers  and  ballistic  mis- 
siles, such  as  the  Dong 
Feng-31,  a  missile  with  a 
4,500-mile  range  that  China 
tested  on  Aug.  2. 

The  U.  S.  companies  also 
offered  tips  on  fixing  problems  with 
welding  and  rivets,  which  they  dismiss 
as  low-tech  matters.  But  "if  you  help 
someone  figure  out  why  the  rocket  does 
not  work,  that's  a  violation,"  says  a  gov- 
ernment source  familiar  with  the  case. 
"It  doesn't  matter  whether  it's  soldering 
or  chewing  gum." 

At  first  blush,  it  looks  like  an  open- 
and-shut  case  for  Justice:  Hughes  and 
Loral  studied  the  launch  failures  and 
didn't  obtain  separate  State  Dept.  li- 
censes to  give  their  results  to  the  Chi- 


nese. But  prosecutors  must  weigl 
than  that.  Hughes,  for  example, 
proval  from  two  key  government! 
seers  before  it  shared  information 
the  Chinese.  And  while  Loral  cor 
that  it  helped  the  Chinese  with 
crash  assessment,  it  says  its  a 
were  sloppy,  not  criminal. 

If  criminal  charges  are  brought] 
pany  officials  involved  could  face' 
six  years  in  prison.  The  companies! 
be  subject  to  hefty  fines,  bans 
high-tech  exports,  and  a  curb  on  ss 
the  U.  S.  government  if  Uncle  Saj 
cides  to  bring  a 
which  several  expei 
lieve  is  the  likely  rou| 
one  is  taken  at  all. 
BITTER  DISPUTE.  Mo\ 
case  forward  would 
America's  schizophrer 
port-control  policy 
dock.  To  promote  U.  S. 
lite    exports,    Uncle 
has — ever  since  the  R^ 
Administration — encou 
satellite  makers  to  u 
nese  launchers.  But 
tional     security     real 
Washington  bars  compl 
from  assuring  that  the 
ets  are  reliable.  Somel 
trol  over  satellite-expor 
icy  had  been  shifted 
State  to  the  trade-prc 
ing  Commerce  Dept. 
Bush  Administration, 
pressure  frorn  the  satl 
industry,  the  Clinton  j 
ministration  in  1996 
pleted  the  shift  in  contr 
Commerce.  Last  fall,  th^ 
Congress  toughened  up 
rules   again  by  retur 
satellite-export  licensin 
the    State    Dept.,    w 
treats  satellites  as  weaj 
It  was  State,  how* 
that  was  in  charge  of  lie 
ing  satellite  sales  for 
first  two  of  the  three  f; 
launches.  When  the  ir 
explosion  occurred  in  19 
part  of  the  Hughes  satellite  on  b 
reached  orbit.  That  fact  led  China  to 
elude  that  the  rocket  worked  and 
satellite  was  the  problem.  But  Huj 
blamed  the  fairing,  the  part  of  the  ro 
that  shields  the  satellite  in  fiberg. 
The  bitter  dispute  would  last  for  ye; 
By  April,  1993,  Hughes  officials 
learned  from  State  that  giving  CI 
technical  data  about  fairing  flaws  w< 
require  a  new  license.  And  it  wouldn' 
granted  if  the  data  would  help  Beiji 
missile  program.  Still,  finding  the  caus 


MILITARY 
MIGHT 

Hughes  and  Loral 
differ  as  to  how 
much  assistance 
China  really  needed 
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Government 


the  explosion  was  crucial  if  Hughes  and 
China  were  to  satisfy  insurers,  who  were 
fretting  about  the  next  launch. 

Without  the  license,  Hughes 
sent  China  faxes  that  contained 
recommendations  for  repairs.  A 
June  25,  1993,  fax  that  Hughes 
provided  to  business  week  sug- 
gested putting  stronger  rivets  in 
the  fairing  and  making  other 
changes.  A  company  spokesman 
says  it  didn't  need  a  license  be- 
cause the  faxes  were  approved  by 
Air  Force  Lieutenant  Colonel  Allen 
D.  Coates,  then  assistant  for  aero- 
space technology  at  the  Defense  Tech- 
nology Security  Administration  and  a 
launch  monitor.  Coates  also  O.  K.'d  meet- 
ings between  Hughes  and  the  Chinese  to 
discuss  data  on  the  flight's  performance. 
Coates,  now  retired,  doesn't  recall  the 
approvals,  although  he  says  his  signa- 
ture is  genuine.  While  nontechnical  data 
can  be  transferred,  he  notes  that  "any 
time  you  suggest  a  change  to  a  piece  of 
Chinese  equipment,  that's  a  no-no." 

Despite  arguments  over  the 
failed  launch,  China  did  in 
fact  alter  the  fairing 
But  not  enough.  In 
January,  1995,  a 
rocket  with  an- 
other Hughes 
bird  on  board 
exploded  50  sec- 
onds after  launch.  The 
incident  rekindled  the  angry 
debate  over  who  was  at  fault. 
NO  LICENSE.  While  this  second  launch 
was  licensed  by  Commerce,  Donald  L. 
Leedle,  then  coordinator  of  technology- 
export  controls  at  Hughes,  told  the  Cox 
panel  he  understood  that  anything  con- 
cerning the  rocket  still  was  in  the  State 
Dept.'s  purview.  But  Hughes  failed  to 
get  a  license  from  State  when  it  sought 
to  share  yet  more  information  with 
the  Chinese. 

With   a  go-ahead   from   E.   "Gene" 


EXPLOSIONS  IN  CHINA 
-AND  WASHINGTON 

DECEMBER,  1992  A  China  Long 
March  2E  rocket  carrying  a  Hughes 
Optus  B2  satellite  explodes  just  after 

blastoff 

JUNE,  1993  Hughes  gets  Pentagon, 
but  not  State  Dept.,  permission  to 
transmit  suggestions  for  rocket  im- 
provements to  China 

JANUARY,  1995  A  Hughes  Apstar  2 
satellite  crashes  on  a  China  Long 
March  2E  rocket 

AUGUST,  1995  A  Commerce  Dept.  official 
approves  transmittal  of  a  launch-failure  report 
by  Hughes  to  China 

FEBRUARY,  1996  A  China  Long 
March  3B  rocket  carrying  a  Loral 
Intelsat  708  satellite  crashes 


MAY,  1996  Under  the  direction  of 
Wah  Lim,  then  a  Loral  senior  vice- 
president,  Loral  faxes  a  report  on 
launch  failure  to  China  without 
government  approval 

APRIL,  1998  A  New  York  Times 
story  says  Loral  and  Hughes  are  under 
investigation  for  illegal  technology  trans- 
fers to  China 


ballistic  missiles  as  well 
Hughes  report  suggest;! 
China  needed  help.  The| 
pany  can't  simply  assur 
study  states,  that  becau^ 
Chinese  "are  in  the 
business,  they  know  thei 
HEFTY  CLAIMS.  By  the  ti| 
the  third  failure — the 
ary,  1996,  crash  of  a 
carrying  a  Loral-built  Ir 
satellite — insurers  had  pa 
close  to  $500  million  in 
and  China  had  lost  all  cr 
ity.  So  insurance  companiJ 
manded  a  review  of  CI 
conclusion  that  defectivj 
deiing  on  the  guidance  sj 
was  at  fault.  China  asked 
L.  Lim,  then  a  Loral 
vice-president,   to   head 
probe.    A    fluent    Manl 
speaker  whose  family  fledl 
China  to  Singapore  whe| 
Communists  took 
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OCTOBER,  1998  Congress  shifts  satellite  ex- 
port-license jurisdiction  back  to  the  State 
Dept.  from  the  Commerce  Dept. 

MAY,  1999  The  Senate  Select  Committee  on 
Intelligence  issues  a  report  on  satel- 
lite exports  to  China 


*     guidance  **,.. 

""  LiPchrx,,.,,,, 

V  "pfdi-ri  ,, 


MAY,  1999  The  Cox  Committee  is- 
sues a  report  on  Chinese  espionage 
and  satellite  cases 


DATA.  COX  COMMITTEE  REPORT, 
BUSINESS  WEEK 


Christiansen,  a 
Commerce  licens- 
ing officer,  and 
from  his  boss,  Jerald 
R.  Beiter,  Hughes  sent 
China  a  106-page  report  on 
the  failure.  The  confidential  re- 
port, which  business  week  obtained, 
points  out  shortcomings  in  China's  diag- 
nostic analyses.  The  report  also  says 
Hughes  and  Chinese  engineers  discussed 
analyses  of  payload  behavior  in  Beijing. 
The  Defense  Dept.  believes  that  infor- 
mation could  be  useful  to  the  People's 
Liberation  Army,  particularly  for  launch- 
ing military  satellites.  Procedures  for  an- 
alyzing launch  failures  could  be  applied  to 


Lim  is  a  well-regarded 
engineer.  He  nbw  work 
Hughes. 

Lim  faced  a  tight  dea< 
Loral  needed  ar 
swer  within  weel 
it  could  d< 
whether  to  launcl 
other  satellite  in 
na.  (It  successful! 
so.)  At  an  April, 
meeting  of  Loral's 
ernment-approvec 
curity  advisory 
mittee,  panel  mei 
Stephen  D.  Bryc 
technology-security  consultant,  saic 
company  should  contact  State  if  i 
port  were  issued.  But  Loral  claim 
one  told  Lim,  who  was  not  at  the  i 
ing.  By  May  7,  a  report  had  been 
ten,  and  Lim  ordered  it  faxed  to  C 
When  Loral  lawyer  Julie  B.  Bannei 
saw  the  report  on  May  9,  she  thoug 
might  need  State's  O.  K.  But  she 
too  late. 

Lim  declined  to  talk  to  the  Cox 
el  after  Justice  rejected  a  grant  of 
munity.  Lim's  lawyer,  George  B. 
house  Jr.,  says  Lim  is  the  target 
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"AMERICA  WORKS  BECAUSE  WE'RE  WORKING  FOR  AMERICA!" 

NATIONAL  PAYROLL  WEEK 

SEPTEMBER  13-17,1999 

PROUDLY  SALUTES  AMERICA'S  WORKING  MEN  AND  WOMEN 

National  Payroll  Week  honors  the  more  than  130  million  men  and  women  who 
support  the  American  Dream  through  the  payroll  withholding  system.  Seventy 
percent  of  U.S.  federal  revenue  is  funded  by  these  taxpaying  employees,  whose 
hard  work  supports  our  nation's  public  education,  national  parks,  interstate  highways, 
civil  government,  national  defense  and  other  vital  public  projects. 

THANK  YOU,  UNITED  STATES  TAXPAYERS!  AND  THANK  YOU, 
PAYROLL  PROFESSIONALS,  for  ensuring  that  the  system  works. 


The  American  Payroll  Association 

Would  Like  to  Thank  Our 

1999  NATIONAL  PAYROLL  WEEK 

SPONSORS 


DIAMOND  SPONSOR 


Focus  on  what  matters 


PLATINUM  SPONSORS 

GOLD  SPONSORS 

Bureau  of  National  Affairs,  Inc. 
Cyborg  Systems.  Inc.  •  Kronos  Incorporated 
PayMaxx.  Inc  •  Robert  Halt  Accountemps 

CERiDIAN.          rProBusiness 

Cendian  Employer  Services       ProSusmess  Service- 

HE  AMERICAN  PAYROLL  ASSOCIATION  -THE  NATIONS  LEADER  IN  PAYROLL  EDUCATION 
New  York  —  Washington  —  San  Antonio 
www.americanpayroll.org/npw.html  •   1-800-PAY-2USA 
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Stuttering  Didn't 
Keep  Her  Grounded. 


Annie  Glenn,  wife  of  astronaut 
John  Glenn,  was  grounded  for 
years  by  a  stuttering  problem. 
Speech  therapy  and  hard  work 
turned  it  around.  Today  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-free. 


1-800-992-9392 


Stuttering 
Foundation 
of  America 

A  Nonprofit  Organization 

Since  1947 — Helping  Those  Who  Stutter 

www.sturterSFA.org  •  stutter@vantek.net 
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3100  Walnut  Grove  Road,  Suite  603  •  P.O.  Box  1 1749  •  Memphis,  TN  381 1 1-0749 


criminal  probe  but  did  nothing 

The  Cox  panel  and  the  eompar 
agree  about  the  importance  of  the 
report,  which  Loral  declined  to  si 
business  week  without  goven 
permission.  Loral  does  say  that  : 
port  merely  agreed  with  China  th 
guidance  system  was  the  pre 
That's  all  that  was  needed  to  ke 
surers  on  board  because  a  difl 
guidance  system  was  to  be  used  ( 
next  launch.  To  Loral,  telling  th< 
nese  after  a  crash  that  they  had  qi 
control  woes  and  should  review  all 
data  was  stating  the  obvious.  "I 
know  what  the  Chinese  equival< 
'duh'  is,"  says  a  Loral  official. 


By  pinpointing 

guidance  problem 

Loral  may  have  hel{ 

improve  an  ICBM 


But  the  Cox  Committee  says 
pinpointed  the  defective  part  o 
guidance  system — which  could  be  a 
ed  for  use  on  the  Dong  Feng-31- 
helped  with  quality  control,  whicr 
could  benefit  the  pla.  And  some  w> 
whether  Loral  protests  too  much. 
June,  it  ran  ads  in  major  newspi 
proclaiming  that  it  had  voluntarilj 
State  about  the  transmission  of  th 
port.  In  fact,  it  made  the  disclosui 
ter  government  prompting. 

Still,  Justice  may  have  difficulty 
suing  the  case:  Twice  in  April,  1996, 
claims  that  it  told  government  o: 
about  the  launch  probe  and  that  th 
even  requested  a  copy  of  the  repoi 
addition,  on  July  15,  China  said  it 
solved  the  problems  itself — and  had 
held  data  from  the  Americans.  In< 
Loral  contends  that  the  Chinese 
so  sophisticated  that  there  was  little 
could  have  learned  from  the  U.  S.  (th 
this  conflicts  with  the  Hughes  rej 
assessment  of  China's  capabilities), 
upshot:  Some  analysts  think  it  won 
easy  to  win  convictions  if  Justice 
ahead  with  indictments. 

While  the  companies'  legal  fate  i 
clear,  what's  not  in  dispute  is  that, 
the  State  Dept.  in  charge,  the  Amei 
satellite-export  business  is  going 
where.  The  entire  industry  is  air 
paying  dearly  for  the  information, 
ever  valuable,  that  Hughes  and 
disclosed  to  the  Chinese. 

By  Stan  Crock  in  Washington, 
Steve  Brull  in  Los  Angeles 
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erican  Dental  Association 


Dental  Chart. 


90-95% 


Dental 
HMO 


Dental  Indemnity/  Direct 

PPO  Insured        Reimbursement 

'Source:  National  Association  of  Dental  Plans 
-Source:  American  Dental  Association 


Percentage  of  money  that  goes  to  actual  dental  care 


Clearly,  Direct  Reimbursement  offers  cost-efficient  dental 
coverage.  Instead  of  paying  monthly  insurance  premiums, 
even  for  employees  who  don't  use  dental  benefits,  you 
pay  for  actual  treatment  received.  Complex  claim  forms 
and  administrative  overhead  typical  of  outside  insurers 
are  eliminated.  Isn't  it  time  to  give  your  company  a 
dental  benefits  checkup? 


Dental 

Benefits  Plan 

c        for 

OlTiart  Companies 


DIRECT 

REIMBURSEMENT 


For  information  or  a  cost  estimate  of  a  Direct  Reimbursement  plan  designed  to  meet  the  company 
needs  you  specify,  just  call  1-800-232-7698  ext.  520.  Or  visit  our  web  site  at  http://unviv.ada.org 
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Global  reach  is 


At  Deutsche  Bank  we  are  uniquely 
positioned  to  support  our  clients  in 
every  key  market.  Our  worldwide 
network  gives  us  a  powerful  platform 
allowing  us  to  deliver  superior  results. 


ding  to  results. 


pplication  pending 


mu 


Local  strength  and  expertise  backed 
by  the  resources  of  an  integrated  global 
organisation  -  another  reason  why 
Deutsche  Bank  is  leading  to  results™' 


Deutsche  Bank 
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Government 


THE  INTERNET 


WHOSE  INFO  IS  IT, 
ANYWAY? 


A  crucial  fight  looms  in 
Congress  over  control  of 
data  like  legal  decisions, 
stock  quotes,  sports  stats 


w 


[ho  owns  The  New  York  Times 
best-seller  list?  The  answer 
may  not  be  as  simple  as  you 
think. 

Last  May,  Amazon.com  began  offering 
steep  discounts  on  Times  best-sellers. 
Soon  after,  the  Times,  which  has  an  ex- 
clusive deal  with  barnesandnoble.com, 
told  Amazon  it  couldn't  use  the  best- 
seller list  without  permission.  In  early 
June,  Amazon  sued  the  Times.  Its  argu- 
ment: no  one  can  own 
the  fact  that  a  par- 
ticular book  is  sell- 
ing lots  of  copies. 

On   Aug.   9,   the 
online  bookseller  and 
the  Times  reached  a 
settlement,     Amazon 
can  list  the  books  in  alpha 
betical  order  rather  than 
by  sales  volume.  But  the 
deal  does  not  settle  the 
heart   of  the   dispute 


over  who  owns  the  data  itself,  and  that 
question  has  become  Exhibit  A  in  a  larg- 
er battle  on  Capitol  Hill. 

Legislation  headed  for  the  House 
floor  this  fall  could  determine  whether 
companies  in  the  Information  Age  can 
claim  property  rights  to  any  of  the  fac- 
toids coursing  through  the  Internet.  If 
they  can,  prices  might  start  rising  for 
bits  of  data — whether  it's  a  stat  needed 
by  a  fantasy  baseball  player,  a  court 
decision  used  by  a  lawyer,  or  a  scientif- 
ic nugget  used  by  a  researcher. 

Old-style  database  and  newspaper 
publishers  are  lining  up 
behind  a  bill  that  would 
give  them  more  control 
over  the  information  in 
which  they've  invest- 
ed heavily.  But  In- 
ternet portals  and 
online      brokers 
that    often 


such  data  to  create  products  are 
ing  furiously  against  it.  They  c<l 
that  many  simple  facts  might  b 
exclusive  assets  of  database  ov 
Says  Peter  A.  Jaszi,  a  profess 
American  University's  Washingto: 
lege  of  Law:  "Collectively,  we  i 
more  in  the  way  of  useful  new 
mation  products  if  the  raw  mat 
remain  available  for  use." 

Maybe  so,  say  database  publi 
but  where's  the  incentive  to  colle 
portant  information?  Real-estate  a 
for  instance,  say  vast  amounts  of 
sale  data  on  their  Web  sites  can  b 
ily  lifted  and  posted  on  the  paj 
digital  pirates.  "The  question  is  wl 
someone  has  the  right  to  take  yo 
vestment  without  compensating 
says  Gail  H.  Littlejohn,  vice-presid 
Lexis-Nexis  owner  Reed  Elseviei 

London-based   Reed   Elseviei 
Toronto-based  Thomson  Corp.  are 
heading  the  drive  to  protect  data 
They  back  a  bill,  introduced  by 
sentative  Howard  Coble  (R-N.  C.) 
House  Judiciary  Committee,  that 
undo  a  1991  Supreme  Court  de 
The  court  held  that  collections  of 
such  as  the  phone  book,  aren't  co 
by  copyright  laws  and  that  a  dafl 
owner  is  protected  only  if  there  is 
ativity"  in  the  way  it  arranges  fa< 

Coble's  bill  would  make  it  illej 
copy  parts  of  a  database  gat] 
"through  the  investment  of  sub 
tial... resources."  And  the  bill  woul 


DATA  WAR  FLASHPOINTS 

STOCK  QUOTES  Exchanges  want  the  abilil 
keep  quotes  from  fraudulent  operators,  but  on 
traders  such  as  Charles  Schwab  and  financia 
services  such  as  Bloomberg  worry  that  the  Ne 
York  Stock  Exchange  would  have  monopoly  cor 
of  quotes. 


LEGAL  DATA  In  1998,  an  appeals  court  dis 
missed  a  case  by  Thomson  Corp.'s  West  Publi; 
ing  that  claimed  online  publishers  could  not  c 
udicial  decisions  in  West's  legal  directories 


BEST-SELLER  LISTS  The  New  York  Times 
sued  by  Amazon.com  after  the  online  booksel 
was  told  it  could  not  use  the  Times  best-sell 
list  without  a  license.  A  settlement  avoids 
underlying  issue. 


REAL  ESTATE  The  National  Associatic 
of  Realtors  worries  that  Internet  posting 
vast  amounts  of  house-sale  data  from  its 
multiple  listings  could  be  snatched  by  pi- 
rates, who  could  then  demand  referral  fee 
from  the  original  listing  agents. 

DATA:  BUSINESS  WEEK 
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Get  into  the  same  habit  with  your  taxes. 


By  aligning  your 
tax  and  business 
strategies  every 
day,  you  can  save 
money  every  day. 
So  you  can  free 
up  resources  to 
invest  in  future 
growth.  And  there 
are  more  ideas 
where  that  came 
from.  Brush  up. 
www.ey.com 


KONSULTING       TAX       ASSURANCE 


=U  Ernst  Young 


From  thought  to  finish: 


= 


Pratt     &    Whitney 


Carrier 


Otis 


Ham 


Meet  St.  Harvey. 

W  h  i  I  e  fl  iTdVM  3  B  IV/d  1 3  SB  IT! ! 


the  hole  in  the  ozone  laver.  he 
did  somethina  about  it. 


Harvey  Michels  is  not  your  usual  kind  of  saint.  He  performs  his  good  works 
in  the  laboratory. 

As  a  Research  Fellow  at  United  Technologies  Research  Center,  he  works 
closely  with  our  Carrier  Division  to  analyze  new  refrigerants  for  performance  and 
environmental  friendliness,  seeking  those  with  minimal  impact  on  the  ozone  layer. 

Harvey's  work  has  enabled  Carrier  to  use  CFC-free  refrigerants  in  an  entire 
line  of  residential  and  commercial  air  conditioners,  way  in  advance  of  market 
demand  or  industry  competition.  That's  helped  to  make  Carrier  the  world's 
leading  heating,  ventilation  and  air-conditioning  company. 

For  those  of  us  concerned  about  the  ozone  layer,  Harvey's  work  is  something 
of  a  miracle. 


II 


strand 


Sikorsky 


United 
Technologies 


DIVERSIFY  ABROAD 
WITH  AN  INTERNATIONAL 
NO-LOAD  LEADER 


A  world  Of  opportunities.  Today  nearly  half  of  all  stock  market 
opportunities  lie  beyond  America's  shores.  And  T.  Rowe  Price — 
a  leader  in  international  no-load  investing — is  ready  to  help  you 
share  in  their  potential  rewards. 

Together  with  our  affiliate,  Rowe  Price -Fleming,  we  manage  12  for- 
eign funds  and  over  $33  billion  in  stock  and  bond  assets.  We  also 
work  closely  with  a  network  of  more  than  100  analysts  worldwide. 


How  S  10,000  Invested  6/30/89 
Would  Have  Grown  vs.  Competitors 


I  lnuTn.Hion.il  stock  Fund 
1  Lippci  lnlirn.itnMi.il 

i  nn, u  tvenge 


T.  Rowe  Price 
International  Stock 
Fund.  Perhaps  that's  why 
our  flagship  fund  has 
outperformed  its  Lipper 
Category  Average  since 
inception.  From  estab- 
lished industry  leaders  to 
innovative  growth  compa- 
nies, the  International 
Stock  Fund  has  success- 
fully identified  many  promising  foreign  investments  for  over  a 
decade  and  a  half.  It  has  also  earned  one  of  Morningstar's  highest 
j    ratings — four  stars — for  its  overall  risk- 
adjusted  performance.  The  fund  was  rated 
among  999;  522;  and  114  international 
equity  funds  for  the  3-,  5-,  and  10-year 
^■■■■■■■HHHi    periods  ended  7/31/99,  respectively. 

Overseas  investing  has  special  risks,  including  currency  fluc- 
tuation. Past  performance  cannot  guarantee  future  results. 
No  sales  charges. 


Morningstar 

**•• 


Call  24  hours  for  your 

free  investment  kit 

including  a  prospectus     w  mh  Cmfidmce, 

1-800-401-4791    TRnwpPHrp 

www.  trowepnce.com      l,lVJ"t'-i-  llvXT 

6.43%,  10.12%,  and  10.54%  are  the  fund's  average  annual  total  returns  for  the  1-,  5-,  and  10-year  periods  ended 
6/30/^9;  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  pur- 
chase. (Source  for  Lipper  data:  Lipper  Inc.) 

*Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  7/31/99.  These  ratings  may  change  monthly 
and  are  calculated  from  the  fund's  3-,  5-,  and  10-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with 
appropriate  fee  adjustments  and  a  risk  factor  that  retlects  fund  performance  below  90-day  Treasury  bill  returns.  The  fund 
received  3,  3,  and  4  stars  for  the  3-,  5-,  and  10-year  periods,  respectively.  The  top  10%  of  the  funds  in  a  broad  asset  class 
receive  5  stars,  the  next  22.5%  receive  4,  and  the  next  35%  receive  3-  For  more  information,  including  fees  and  expenses, 
request  a  prospectus.  Read  it  carefully  before  investing.  T  Rowe  Price  Investment  Services,  Inc.,  Distributor.        isfosooi6 


Government 


bid  use  of  data  in  ways  harmii 
database  owner's  market.  (The  Mc 
Hill  Companies,  owner  of  Stand 
Poor's  financial  databases  and  EM 
week,  backs  the  bill.)  Aggrieved 
panies  would  be  able  to  file  suit. 
A  coalition  of  libraries,  univei 
and  Internet  companies  argues  th 
bill  would  cramp  E -commerce  1 
stricting  their  ability  to  reorganiz 
into  "value-added"  products  such 
book  reviews  and  reader  comment 
complement  the  Times  best-seller 
Amazon.  They  back  a  bill  approv 
the  House  Commerce  Committ 
Aug.  5.  It  would  ban  rival  com] 
from  reselling  duplicates,  or  near- 


Undisputed  owners 

of  stock  quotes  woi 

be  a  plus  for  the  B 

Board's  planned  IF 


cates,  of  existing  databases.  But 
base  owners  could  only  go  to  the 
eral  Trade  Commission,  not  t( 
courts,  to  seek  relief. 

One  of  the  hardest-fought  batt 
being  waged  over  ownership  of 
quotes.  The  New  York  Stock  Exch 
which  already  charges  traders  for 
time  quotes,  says  it's  lobbying  fo: 
Coble  bill  to  protect  against  fraud 
operators  who  could  hack  into  sys 
and  resell  the  information.  But 
brokers  and  financial-services  comp 
say  the  bill  would  give  the  Big  E 
undisputed  ownership  of  quotes, 
would  allow  the  NYSE,  which  plans 
public  soon,  to  tout  this  huge  ass 
potential  shareholders. 

Bloomberg  Financial  Markets  wo 
that  exchanges  could  start  chargin 
historical  data,  though  the  NYSE  den 
intends  to  do  so.  And  online  bro 
grouse  that  its  traders,  who  are  cha 
for  every  quote,  already  pay  more 
full-service  brokers,  who  pay  a  flat 
"No  one  can  legitimately  claim  to 
market  data,"  says  Carrie  E.  Dv 
general  counsel  for  Charles  Sell 
Corp.  "Investors  and  broker-dealers 
exchanges,  create  these  facts." 

With  so  much  at  stake,  lobbying 
been  intense.  The  NYSE  invited  Cob 
ring  the  closing  bell,  and  Charles  Sch 
has  done  some  one-on-one  lobbyinj 
Capitol  Hill.  Odds  are  the  battle  will 
get  more  bruising  as  Congress  atter 
to  reset  the  property  lines  in  cybersj 

By  Susan  B.  Garland  in  Washim 


118  BUSINESS  WEEK  /  SEPTEMBER  13.  19! 


run  with  it. 


©  you  have  ideas,  run  with  them.  Sun,  AOL  and  Netscape 
got  together  and  ran  with  some  ideas  of  their  own.  they 
formed  the  Sun-Netscape  Alliance  and  created  iPlanet' 
Internet  and  e-commerce  software.  iPlanet  software  puts 
virtually  every  aspect  of  your  business  on  the  Internet,  it  gets 
ideas  out  of  your  head  and  puts  them  into  the  Net  Economy. 

ready,  set,  go.  run  with  it.  www.iplanet.com 


i 


iPlanetrunwithit.  .■ 


ALLIANCE 

C0 1999  Sun  Mil  roftystema    lm     Ail  fifl  in,  Sun  Microsystems,  the  Sun  logo  and  iPlanel  are  Irademarks  or  registered  trademarks  ot  Sun  Microsystems,  Inc   in  the  United  States  and  Other  countries 

Netsc,ii»     ii'       j   ■  i  .ipe  N  logo  are  registered  trademarks  of  Netscape  Communications  Corporation,  a  subsidiary  ol  America  Online,  Inc 
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DYNASTIES 


THIS  IS  NOT 
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COMDISCO 


Second-generation  CEO 
Nick  Pontikes  remakes  the 
old-line  computer  company 
for  the  Internet  Age 

During  a  1998  flight  to  Europe  in 
Comdisco  Inc.'s  corporate  jet, 
Nicholas  K.  Pontikes,  then  CEO-in- 
waiting,  faced  a  grim  decision: 
His  father,  Ken,  who  built  Comdisco 
into  a  $2  billion  computer-leasing  pow- 
erhouse, had  died  four  years  earlier. 
Now  Nick,  as  Comdisco  chief  operating 
officer,  was  facing  deteriorating  mar- 
gins in  the  mainframe  leasing  unit,  once 
the  heart  of  his  father's  company.  He 
swallowed  his  emotion  and  recommend- 
ed that  Comdisco  pull  the  plug.  It's  a 
move  that  would  likely  have  troubled 
his  father.  But,  says  Pontikes,  "I  can't 
do  things  based  on  what  [my  dad] 
would  have  liked  me  to  do." 

After  eight  months  as  ceo,  Pontikes, 
34,  is  speeding  up  his  bid  to  transform 


his  dad's  old-line  computer-leasing  busi- 
ness into  a  cutting-edge  services  compa- 
ny that  offers  everything  from  high-speed 
Internet  access  to  Y2K  consulting.  Last 
January,  he  announced  the  sale  of  his 
dad's  mainframe  division  to  IBM  for  $485 
million.  Then,  in  March,  he  bought  Prism 
Communication  Services,  Inc.,  an  Inter- 
net-access and  telecom  company  geared 
toward  business  customers,  for  about  $53 
million;  he  is  about  to  spend  another  $400 
million  to  roll  out  the  service  in  33  U.  S. 
markets.  And  he's  hard  at  work  polishing 
up  Comdisco's  humdrum  equipment-fi- 
nancing image  by  readying  a  new  logo 
and  advertising  campaign. 
FINDING  FOCUS.  Comdisco,  based  in 
Rosemont,  111.,  will  now  be  increasingly 
focused  on  such  high-margin  markets 
as  providing  software  and  desktop  con- 
sulting, managing  networks,  and  over- 
seeing Web  sites  for  big  corporate 
clients  such  as  Charles  Schwab  Corp. 
and  Caterpillar  Equipment  Inc.  Cur- 
rently, services  make  up  just  14%  of 
revenues,  with  the  rest  coming  from 
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specialty  computer  leas-  COMING  H«|C 
ing  businesses  that  Pontikes 
Pontikes  retained,  such  left  Wall 
as  equipment  for  the  Street 
healthcare  and  elec-  behind 
tronics  industries.  But 
he  predicts  services  will  grow  to  50 
revenues  by  2001.  Wall  Street  is  air 
banking  on  that.  With  earnings  pro 
ed  to  rise  9%,  to  $164  million,  for  th 
cal  year  ending  this  month,  on  reve 
of  $3.5  billion,  Comdisco  shares  ] 
risen  57%  over  the  past  12  months, 
roring  the  performance  of  Nasdaq. 
Matching  his  father's  business  ao 
plishments,  however,  won't  be  easy, 
tikes  has  entered  a  hotly  contested 
tlefield.  Comdisco,  which  had  been 
No.  1  independent  equipment-lea  §J 
player,  now  must  contend  with  the  I 
of  AT&T  and  PC  giant  Dell  CompOm 
Corp.,  both  of  which  have  spent  y 
developing  consulting  services  for  co 
rate  clients.  "There's  a  lot  of  woodPf/ 
chop]  between  here  and  victory," 
Thomas  H.  Patrick,  a  board  me 
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'ERYBODY  SHOULD  RECEIVE  FINANCIAL  ADVICE 


BUT  SHOULD  EVERYBODY 


RECEIVE  THE  same  FINANCIAL  ADVICE? 


"Xi€lS  SdU  the  information  age  has  made  a  world  of  investment  information  and  commentary  accessible 
eryone. 

SdtJ  one  persons  investment  information  can  be  another  person's  misinformation.  Even  the  most 
e  investors  recognize  that  information  alone,  delivered  indiscriminately,  is  not  enough.  That's  why  our 
ts  have  something  far  more  valuable:  the  customized  advice  of  a  PaineWebber  Financial  Advisor, 
eone  who  can  combine  the  insights  of  PaineWebber  research  with  an  understanding  of  your  individual 
tment  goals.  To  not  only  put  that  information  into  context  for  you,  but  determine  what  strategies  are 
for  you.  Someone  who  can  help  you  identify  not  only  what  to  buy  and  sell,  but  when.  And  be  your 
lading  board  during  the  short-term  ups  and  downs.  When  you  realize  the  difference  between  access  to 
pipmized  advice  versus  access  to  mass-market  information, 


a'//. 


sa 


ly 


Thank  you  PaineV&febber 


To  learn  more  about  PaineWebber,  call  1-888-PWJ-2001,  Ext.  40,  or  visit  www.painewebber.com 
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since  the  elder  Pontikes  founded  the  com- 
pany 30  years  ago. 

For  starters,  Pontikes  needs  to  show 
he  can  do  more  than  just  sign  deals.  Says 
James  E.  Schrager,  University  of  Chica- 
go professor  of  entrepreneurship  who 
has  followed  Comdisco  for  20  years: 
"When  you  see  a  ceo  buying  and  selling, 
you  have  to  ask  if  he's  putting  to- 
gether a  strategic  group  of  com- 
panies or  simply  putting  on  the  lat- 
est clothes  that  Wall  Street  says 
to  wear." 

LOOMING  LEGACY.  Pontikes  has  no 
doubts  that  he  is  up  to  the  chal- 
lenge and  says  he  often  draws  on 
his  father's  example.  Certainly,  his 
father's  legacy  still  looms  large. 
Kenneth  N.  Pontikes,  whose  por- 
traits and  bronze  bust  adorn 
Comdisco's  headquarters,  started 
the  company  in  1969  with  a  $5,000 
loan,  after  he  figured  he  could 
make  money  selling  used  comput- 
ers. Over  the  years,  he  built  it 
from  a  one-person  shop  on  Chica- 
go's South  Side  to  a  booming  out- 
fit with  2,000  employees. 

It's  hard  to  miss  Ken's  visage  in 
young  Nick's  face.  They  share  the 
same  prominent  nose,  strong  chin, 
and  easy  smile.  Their  gestures  are 
similar,  and  like  his  father,  Nick 
cares  little  about  fashion.  His  usual 
work  attire  is  a  polo  shirt  and 
khakis.  But  one  thing  the  father 
and  son  almost  didn't  share  was 
working  together  at  Comdisco. 
Leery  of  going  to  work  for  his  dad, 
Nick  decided  early  on  to  forge  a 
career  of  his  own,  despite  pressure 
to  join  the  business.  He  landed  an 
internship  at  junk-bond  powerhouse 


vision,  which  managed  data  networks 
that  kept  big  banks'  systems  running  in 
the  event  of  a  catastrophe.  He  let  go  of 
seven  managers  to  streamline  decision- 
making and  rejiggered  the  company's 
commission  structure  to  encourage  sales 
staffers  to  sign  up  longer  term  contracts. 
The  moves  propelled  the  unprofitable 


JUNGLE  FEVER:  So)i  (Did  father  on  safari 


NICHOLAS  K.  PONTIKES 

BORN  1964,  Chicago,  III. 

EDUCATION  William  Fremd  High  School. 
Studied  finance  at  the  University  of  Illinois, 
but  dropped  out  to  take  an  entry-level  job  at 
Drexel  Burnham  Lambert. 

CAREER  GOALS  Says  he  dreamed  of  being  a 
garbage-truck  driver  when  he  was  5  years  old. 
Later  refined  his  focus  to  becoming  a  Wall 
Street  investment  banker. 

CURRENT  JOB  Chief  Executive  of  Comdisco,  a 
computer  leasing  and  services  company  his  fa- 
ther founded  in  1969. 

VALUE  OF  PONTIKES  FAMILY  HOLDINGS  IN 


COMDISCO  $838  million 


company  in  20  seconds,"  Nick  r 
"He'd  shoot  holes  in  them."  In 
spect,  Nick  admits  his  father  almo| 
ways  made  the  prudent  call. 

Pontikes,  who  votes  most  of  the 
stake  in  family-owned  Comdisco  st 
became  a  kind  of  CEO-in-waiting 
his  father  died  of  colon  cancer  in 
1994.  While  heading  the  disd 
recovery  division,  Nick  wasl 
moted  to  the  president's  el 
tive  team  and  groomed  untj 
became  chief  operating  offic| 
November,  1997.  When  Por 
assumed  the  chief  executive  I 
little  more  than  a  year  latj 
wasn't  hard  for  long-timers 
cept    the    new    boss.    Nick| 
played  in  the  hallways  as, 
and  besides,  the  family  had  al| 
controlled  a  major  stake  ir 
company.  Today,  Pontikes' 
runs  human  resources  and 
cle  is  on  the  board. 

Now,  a  big  part  of  Nick's  jj 
explaining  to  the  older  Comj 
board  members,  most  of  whori 
over  50,  the  urgency  of  mc 
fast  in  the  age  of  the  Net. 
the  Prism  Communications 
"It  was  complicated  techno| 
and   he  expressed  it  [simj 
Kash  recalls.  "I  thought:  'He'^ 
it.' "  Indeed,  for  Pontikes, 
many  others  in  his  general 
technology  is  intuitive.  He  lovi 
constantly  playing  with  elecq 
gizmos  to  relieve  tension  or 
tening  to  Pearl  Jam  on  the  1^ 
handheld  digital  music  gac 
Toys  such  as  little  wind-up 
saucers  and  an  oversize  golf  | 
ter  now  litter  the  same  11th- 


Drexel  Burnham  Lambert  in  1985       _V!?r  _"..7.T.  .  . .™  .    .  office  his  father  once  occupied 


and  dropped  out  of  the  University 
of  Illinois  after  his  junior  year  to 
work  full-time  on  Wall  Street. 

Pontikes  now  says  he  has  no  re- 
grets about  leaving  school  and       -  -  has  been  nearby 


FAVORITE  PASTIMES  Hunting  cape  buffalo 
while  on  safari  in  Africa;  watching  Chicago 
Cubs  games  from  the  bleachers;  cooking,  es- 


GROWING  UP.  Still,  Pontikes 
miles  to  go  before  demonstra 
he's  a  fully  formed  leader, 
most  of  the  past  four  years,  SI 
to  monitor 


prides  himself  on  the  20-hour  work- 
days he  routinely  put  in  first  at 
Drexel  and  then  at  Blackstone 
Group.  "He  had  all  the  tools  and 
was  a  young  star,"  says  former 
Drexel  boss  Dean  C.  Kehler. 

A  brief  and  troubled  stint  run- 
ning his  own  small  investment  bank, 
though,  made  Pontikes  think  again 
about  joining  up  with  his  dad.  So  in 
1992,  when  Comdisco's  No.  2  executive, 
"Uncle  Jack"  Slevin,  cornered  Nick  at 
his  sister's  wedding,  pressed  a  finger  in 
his  chest,  and  commanded:  "Hey  you, 
now's  the  time,"  Nick  agreed. 

His  first  job  was  shoring  up  the  com- 
pany's floundering  disaster-recovery  di- 


FAVORITE  BOOK  A  Soldier  of  the  Great  War 
by  Mark  Helprin 


FAMILY  Married  with  two  daughters,  ages  1 
and  3.  Nick  and  wife,  Gwen,  expecting  third 
child  this  month. 


business  into  the  black.  "The  disaster- 
recovery  turnaround  was  Nick's  success," 
says  Rick  Kash,  another  veteran  board 
member.  "He  created  his  own  equity." 

Today,  Nick  cherishes  the.  experience, 
recalling  how  he  was  able  to  learn  from 
his  dad.  The  two  would  often  kick 
around  business  ideas,  Ken  listening  as 
much  as  advising  his  only  son.  "I'd  have 
a  bunch  of  ideas  about  how  to  fix  the 


younger  Pontikes'  every  move, 
tience  and  communication,  m 
over,  are  virtues  he  has  ye 
master.  He  forgets  that  collea 
look  to  him  for  guidance  whili 
speeds  through  important  pre 
tations.  "We  often  tell  him  to 
down,"  says  board  member  Patrick 
a  combination  of  youth  and  enthusi; 
Pontikes  isn't  worried.  Just  as  hi: 
ther  saw  a  great  business  opportunit 
his   day,    Nick   is   convinced    he 
Comdisco  will  ride  the  Internet  bo 
The  way  he  sees  it,  working  in 
he  calls  the  "fuzzy  glow"  of  his  fath 
memory  can  only  help  guide  the  ws 
By  Roger  O.  Crockett  in  Chic 
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Radisson 

HOTELS      WORLDWIDE' 

The  difference  is  genuine. SM 

How  easy  is  it  to  earn  free  travel,  meals  and  merchandise  in  the  new  Radisson  Gold  Rewards  program? 
Simply  check  in.  That's  it.  Because  as  a  member,  each  time  you  check  into  a  U.S.  Radisson  hotel,  you  will 
receive  2000  Gold  Points'  or  500  airline  miles.  In  fact,  because  Radisson  Gold  Rewards  is  a  member  of  the 
Gold  Points  Network,  you  can  earn  Gold  Points  at  participating  partners  including  MCI  WorldCom,'  SkyMall, 
Country  Inns  &  Suites  By  Carlsonf  and  T.G.I.  Friday's*  Sign  up  for  Radisson  Gold  Rewards  at  any  Radisson 
hotel  in  the  U.S.  or  visit  www.radisson.com.  Because  at  Radisson,  hospitality,  as  well  as  Gold  Points,  come  easy. 
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MCI  WORLDCOM 


per  reservations  call  1-800-333-3333)  visit  us  at  www.radisson.com  or  contact  your  travel  professional. 
For  Gold  Points  information,  call  1-800-508-9000  or  visit  www.goldpoints.com. 

Terms  and  Conditions:  Subject  to  all  program  rules,  terms  and  conditions  of  the  Gold  Points  Rewards    program.  For  complete  program  rules  or  to  enroll, 
visit  www  radisson.com  or  write  for  complete  terms  and  conditions  to:  Radisson  Gold  Rewards,"  P  O.  Box  1  707,  Minneapolis,  MN  55440-1 707. 
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Are  there  enough  budge 
gamblers  out  there  to  mJ 
his  mini-empire  of  ragtaj 
casinos  pay  off? 

Carl  C.  Icahn  has  always  loved 
er  people's  trouble.  So,  soon 
the  Stratosphere  casino  and| 
headed  for  bankruptcy  con 
1997,  just  nine  months  after  openii 
a  cost  of  $550  million,  Icahn  sense| 
portunity.    The    famed    bottom-f 
shelled  out  $61 
to    buy    the    Stj 
sphere's  junk  bon| 
fire-sale  prices, 
eventually  enabled 
to  wind  up  with 
of  the  casino  anl 


36-story  hotel 
roller  coaster  on 
The  Stratosph 
a  prominent  feat 
the  fast-rising  Lai 
gas  skyline.  But  ii 
FLAGSHIP:  The    a   sleazy   part   ofj 
Stratosphere       Strip  known  for 
is  in  bad  part     and    drug    deals, 
of  the  Strip         from  the  hottest 
nos.  Yet  Icahn,  th 
year-old  onetime  corporate  raider 
waged  more  than  a  dozen  high-p: 
takeover  battles  in  the  1980s,  is  m 
it  the  flagship  of  a  ragtag  gamblin 
pire  he  has  been  quietly  assemblin 
the  past  two  years.  Where' he  once 
after  the  likes  of  Texaco,  usx,  and 
World  Airlines,  these  days  Icahn  is 
geting  such  properties  as  the  down: 
258-room  Arizona  Charlie's  Hot 
Casino,  which  he  picked  up  for  an 
mated  $39  million,  according  to  ind 
insiders. 

BANKRUPTCY   HOUND.   It  may  no 
glamorous,  but  there's  logic  to  Ic 
backdoor  entrance  into  the  boo 
gaming  industry.  Like  others,  he's 
ing  the  strong  economy  and  consu 
with  cash  to  burn.  But  rather 
spend  billions  on  huge  projects,  lea 
betting  he  can  lure  the  masses 
low-fare  junkets.  His  strategy:  ft 
his  threadbare  casino  holdings  in 
destination  for  budget-conscious  v; 
tioners.  Icahn,  who  declined  com 
for  this  story,  is  even  getting  into 
travel  business  to  help  his  plan  alo: 
The  deals  are  classic  Icahn,  albei 
a  vastly  smaller  scale  than  those  of 
'80s.  In  the  case  of  Arizona  Charlie's 
bought  bonds  pledged  against  a  B 
souri  casino  company  that  failed.  To 
it  out  of  bankruptcy,  its  owners  swap 
the  profitable  Arizona  Charlie's  for 
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dels  are  either  newly  manufactured  or  rer 


actured  and  contair 


gives  you  a  whole  new  source  of 
business.  Print-on-demand  technol- 
ogy makes  short  print  runs  add  up 
to  lots  of  income.  And  since  you  no 
longer  have  to  print  more  books  than 
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bonds.  In  Atlantic  City,  Icahn 
has  snatched  up  roughly  one- 
third  of  the  bonds  issued  by  the 
Sands  Hotel  &  Casino  and  Claridge 
Casino  Hotel,  two  neighboring  casinos 
that  are  both  in  bankruptcy  court.  Some 
believe  Icahn  may  soon  combine  the 
two  casinos.  "That's  how  Carl  likes  to  do 
it,"  says  Dan  R.  Cassella,  ceo  of 
Stratosphere  Corp.  "Buy  things  on  the 
cheap  and  get  the  efficiencies  out  by 
cutting  costs." 

Still,  that  doesn't  quite  explain  what  a 
billionaire  dealmaker  is  doing  snapping 
up  second-rate  joints  that  only  a  low 
roller  could  love.  To  be  sure,  casinos 
are  hardly  Icahn's  only  investments.  His 
publicly  traded  real  estate  investment 
trust  company,  American  Real  Estate 
Partners,  with  assets  of  $1.2  billion, 
owns  properties  as  diverse  as  an  East 
Hampton  (N.  Y.)  development  and  a 
Canadian  garbage  hauler. 
TOUR  GUIDE.  But  Icahn  figures  he  can 
make  real  money  in  gaming.  To  help  fill 
his  casinos,  he  has  also  launched  a  Web 
travel  agency.  In  April,  Lowestfare.com 
Inc.,  79%  controlled  by  Icahn,  filed  for 
an  initial  public  offering  in  hopes  of  rais- 
ing $91  million.  The  online  service  will 
offer  discount  packages  to  the  Stratos- 
phere and  other  Icahn  properties.  And 
it  will  get  folks  to  those  places  for  prices 
that  won't  make  much  of  a  dent  in  their 
gambling  stakes.  Icahn,  who  headed  twa 
from  1985  to  1993,  left  the  airline  with 
the  right  to  buy  more  than  $600  million 
in  airline  tickets  at  deeply  discounted 
prices.  He  plans  to  use  those  tickets  by 
offering  huge  discounts  to  anyone  will- 
ing to  gamble  at  his  casinos.  "If  he  de- 
cides to  become  a  big  tour  wholesaler, 
he  might  be  able  to  turn  all  of  this  into 
a  real  business,"  says  Saul  F.  Leonard,  a 
Los  Angeles  hotel-and-casino  consultant. 

Icahn's  low  rolling  doesn't  always  win. 


He  was  recently  outbid  for  Desert  Inn, 
the  faded  former  hangout  of  Frank  Sina- 
tra and  Howard  Hughes  that  was  bought 
in  May  for  $275  million  by  South  African 
casino  operator  Sol  Kerzner.  And  res- 
urrecting the  downtrodden  casinos 
he  has  won't  be  easy  or  cheap. 
In  the  six  months  since  Icahn 
assumed  control  of  the  Stratos- 
phere, revenues  have  fallen  by 
7%  even  as  the  rest  of  Vegas  has  en- 
joyed a  huge  resurgence.  To  turn  it 
around,  Icahn  wants  to  build  1,000  new 
rooms,  an  $80  million  investment. 

Known  for  his  quick  investment  flips, 

Icahn  seems  to  be  into  gaming  for  at 

least  a  while.  In  July,  he  turned  down 

an  estimated  $80  million  from  Station 

Casinos  for  Arizona  Char- 

t  lie's,  which  would  have 

given   him   a  fast 


ICAHN 
THROWS 
THE  DICE 


THE  STRATOSPHERE  (Las  Vegas)  Opened  to 
great  fanfare  in  1996,  the  glitzy  $550  million 
casino  has  struggled  because  of  its  heavy  debt 
and  poor  location.  Bonds  that  Icahn  purchased 
in  1997  converted  to  an  89.6%  equity  stake  in  a 
1998  bankruptcy  restructuring. 

ARIZONA  CHARLIE'S  (Las  Vegas)  A  seedy 
hangout  for  locals.  Icahn  gained  control  of  it 
after  the  parent  company's  1998  bankruptcy 
restructuring.  The  258-room  motel  and  casino 
generates  $60  million  a  year  and  makes  a 
profit. 

SANDS  HOTEL  &  CASINO  (Atlantic  City) 
A  downscale  operation  that  caters  to  day-trippers 
from  up  and  down  the  East  Coast.  Bonds 
owned  by  Icahn  and  his  affiliates  should  yield 
a  33%  equity  stake  in  the  wake  of  a  1998 
bankruptcy  filing. 

CLARIDGE  CASINO  HOTEL  (Atlantic  City) 
Near  the  Sands,  this  502-room  hotel  for  middle- 
income  gamers  has  been  in  the  red  since  1993. 
It  filed  for  bankruptcy  on  Aug.  16.  Thanks  to 
bond  holdings,  Icahn  and  his  affiliates  could  get 
a  40%  equity  stake  in  the  restructuring. 
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$10  million  return.  His  own  peJ 
haunt  has  so  far  been  the  swank 
gio,  where  industry  sources  say  he 
$1  million  credit  line.  "People  thi 
him  as  a  raider,"  says  Jeff  Silve 
lawyer  in  the  Arizona  Charlie's 
"But  he  really  seems  to  like  the  ( 
business." 

Icahn    certainly    knows    his 
around  the  gaming  tables.  Rais 
Queens,  N.  Y.,  he  played  chess  as 
with  his  father,  a  lawyer  and  ci 
But  after  graduating  from  Prin 
University,  then  dropping  out  of  m 
school  at  New  York  University, 
became  an  avid  poker  player  dur 
stint  in  the  U.  S.  Army,  accordi^ 
earlier  published  accounts.  When 
out  of  the  service,  Icahn  went  tp  | 
in  the  early  '60s  as  a  broker  for 
fus  Corp. 

EARLY  WINS.   Not  long  afterwarl 

used  $4,000  in  poker  winnings  tol 

start  his  own  options  business  anl 

gan  publishing  a  stock-tip  sheef 

1968,  he  had  launched  Icahn  &  CI 

made  huge  gains  by  selling  stocf 

had  accumulated  back  to  such  comp 

as  American  Can  and  Owens-Illinoii 

That  set  the  stage  for  his  notol 

decade  as  a  1980s  ran 

Icahn    is    unlikeli 

ever  make  as  much 

his  collection  of  casir 

sets  as  he  did  in  thel 

The     newest,     flas| 

places    in    town    ar 

style,  and  as  long  as 
pie  have  extra  cash,  I  p 
usually  where  they 
to  blow  it,  industry    [ 
lysts  say.  That's  why  I 
nos  on  the  Strip  rout  - 
gut  five-year-old  ga 
palaces  only  to  build 
bigger  and  snazzier  ? 
in  their  places.  Cone 
the  Stratosphere's  d 
la:  "Every  time  some 
new  opens  on  the 
we  get  killed." 

But  Icahn  is  convi 
that  even  in  the  a( 
throwing  their  m 
away,  many  consul 
will  prefer  to  do  so 
gaily.  That's  why  his 
lection  of  what  look 
everyone  else  to  be  1( 
in  the  game  of  flash 
cash  may  turn  out  t 
anything  but.  If  not 
else,  they  prove  that 
Icahn  loves  long  odds 
By  Ronald  Grove 
Los  Angeles 
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partnership  approach 
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L;isl  May,  John  T.  <  hambers, 
the  chief  executive  of  network 
ing  j^ianl  Cisco  Systems  Inc., 
sat  down  during  a  swank  tech- 
nology conference  near  Lacuna 
Beach,  Calif.,  for  a  get-to-know- 
you  with  Carl  Russo,  CEO  of 
the  hot  telecom-equipment 
startup  Cerent  Corp.  After  a  few  pleas- 
antries, Chambers  got  right  to  the  point: 
"How  much  would  it  cost  me  to  buy  you?" 
he  asked,  wearing  his  trademark  ear-to-ear 
grin.  "How  much  would  it  cost  for  you  to 
leave  us  alone?"  shot  back  a  smiling  Russo, 
an  ambitious  entrepreneur  who  had  his  eye 
on  an  initial  public  offering  this  fall. 

In  the  end,  it  seemed  no  price  would 
dissuade  Chambers.  On  Aug.  26,  Cisco 
agreed  to  pay  a  staggering  $6.9  billion  in 
stock  for  Cerent,  even  though  the  two- 
year-old  startup  has  sold  only  $10  million  in 
gear.  The  hypercompetitive  Chambers  sim- 
ply would  not  go  away.  Convinced  that 
Cerent's  technology  is  critical  for  linking 
the  Internet  and  telephone-system  worlds, 
he  restarted  talks  10  weeks  after  first 
meeting  Russo.  By  Aug.  13,  Chambers  had 
agreed  to  match  Cerent's  expected  lofty 
IPO  value,  but  Russo  still  had  one  hang-up: 
He  wanted  security  for  his  285  employees. 


out  the  stops  for  one  of  the  40  acquisitions 
Cisco  has  made  to  help  it  be  the  biggest 
supplier  of  plumbing   to  the    Internet,  he's 

pushing  others  to  figure  out  how  to  better 

use  the  Weh.  His  hawking  is  incessant. 
One  day,  he's  preaching  Net  religion  to 
Chinese  President  Jiang  Zemin,  and  the 
next  he's  meeting  with  six  geeks  in  a 
garage  who  are  noodling  over  a  new  net- 
working technology. 

Chambers  is  on  the  same  near-maniacal 
rip  for  Cisco  to  be  the  ultimate  model  of  an 
efficient  Net  company.  Today,  the  company 
sells  78%  of  its  gear  over  the  Net,  speeding 
up  the  process  and  wiping  out  costly  and 
needless  steps  between  order-taking  and 
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delivery.  This  streamlined  way  of  doing 
business  has  saved  the  company  a  cool  $1.5 
billion  over  the  past  three  years  (page  140). 
And  Chambers  isn't  shy  about  evangelizing 
just  how  the  Net  can  do  the  same  for 
every  other  company.  "What  Bill  Gates  is 
to  PCs,  John  Chambers  has  become  for  the 
Net,"  says  Philip  J.  Lawlor,  chairman  of 
Internet  service  provider  agis  Inc. 


INTERNET 

Cisco  Systems  CED  John  Chambers 
has  a  vision  of  a  New  World  Order 
-with  Cisco  as  its  No.  1  supplier 


To  seal  the  deal,  Chambers  made  a  stun- 
ning concession:  He  told  Russo  that  all 
personnel  decisions  about  Cerent's  workers 
would  be  made  jointly  by  the  two  execu- 
tives— forever. 

What  else  would  you  expect  from  the 
Internet's  No.  1  salesman?  More  than  any 
other  individual,  Chambers  has  become  the 
champion  of  a  New  World  Order  where 
the  Internet  is  the  crucial  backbone  for  all 
communications  and  business  transactions 
around  the  globe.  If  Chambers  isn't  pulling 


Indeed,  these  days  Chambers  is  spin- 
ning a  vision  of  an  Internet  future  that's  as 
far-reaching  as  the  "information  at  your 
fingertips"  mantra  that  Microsoft  Corp. 
Chairman  Gates  divined  a  decade  ago.  Ac- 
cording to  Chambers,  there  will  be  a  day 
when  a  "New  World  Network"  will  seam- 
lessly blend  the  technology  of  the  Internet 
with  high-speed  optical  fibers,  cable,  and 
wireless  systems  to  carry  voice  and  data 
everywhere.  Voice  calls  will  be  free,  and 
people  will  think  nothing  of  zipping  off 


CHAMBERS:    "If  we  do  it  right,  we  have  the  chance  to 


become  one  of  the  most  influential  companies  in  history' 
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huge  chunks  of  data  for  everything  from 
video  E-mails  to  movies  on  demand. 
With  Cisco's  dominance  in  networks 
that  handle  corporate  data,  Chambers 
thinks  his  company  can  become  the 
top  supplier  for  the  New  World  Net- 
work. "If  we  do  it  right,  we  have  the 
chance   to   become   one   of  the   most 
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influential  companies  in  history,"  he  says. 
Not  that  Cisco  is  a  slouch  today. 
Since  becoming  ceo  five  years  ago, 
Chambers  has  steered  the  company's 
explosive  growth  from  $1.3  billion  in 
revenues  in  1994  to  $12.2  billion  for  the 
fiscal  year  ended  July  31.  And  Cisco's 
not  likely  to  slow  down:  Analysts  figure 
its  sales  will  grow  37%  this  year,  to 
$16.(5  billion.  On  Aug.  31,  IBM  said  it 


would  drop  most  of  its  own  net- 
working products  to  sell  Cisco 
equipment  instead,  a  deal  that 
could  add  as  much  as  $7  billion 
to  Cisco's  top  line  over  the  next 
three  years.  Torrid  growth,  cou- 
pled with  rich  profit  margins, 
has"  pushed  Cisco's  stock  up 
more  than  2,300%  over  the  past  five 
years  compared  with  about  200%  for 
the  Standard  &  Poor's  500-stock  index. 
That  gives  the  company  a  market  capi- 
talization of  $220  billion — the  fifth-high- 
est in  the  world. 

TECTONIC  SHIFT.  Now  Chambers  faces 
his  biggest  test  yet  in  bringing  about 
the  New  World  Network.  To  reach  his 
goal  of  tripling  Cisco's  sales  over  the 
next  decade,  he  must  muscle  his  way 
into  the  $225  billion  market  for  tele- 
phone equipment,  where  the  company 
now  has  less  than  a  1%  share.  To  do 


that,  he  will  have  to  best 
and  more  experienced 
such  as  Canadian  giant 
Networks  Corp.  and  L 
Technologies  Inc.,  the  hig 
ing  former  equipment  ar 
AT&T.  Both  have  earned 
trust  from  telephone  comp 
over  decades  by  supplying  the  rocl 
id  gear  on  which  the  world's  phone 
terns  are  built.  And  both  are  be 
up  their  offerings  to  include  mop 
ternet  technology:  Nortel  merged 
Bay  Networks  in  1998  and  Li 
bought  Cisco  rivals  Ascend  Comr 
cations  and  Nexabit  Networks  © 
this  year.  "We  can  bring  reliabilit; 
end-to-end  solutions  that  others 
match,"  says  Daniel  Stanzione,  Lu 
chief  operating  officer. 

What  Cisco  and  its  rivals  are 
ing  for  is  a  tectonic  shift  in  the  cor 


BUILDING  JOHN  CHAMBERS'  NEW  WORLD  NETWOI 

Cisco  may  rule  in  corporate  gear,  but  it's  a  relative  startup  in  the  telephone  wor\ 
where  it  faces  an  uphill  battle  against  the  likes  of  Lucent  and  Nortel 


SMALL  AND  MEDIUM 
BUSINESSES 


The  heart  of  Cisco  Systems  business 
is  selling  equipment  that  directs  data 
around  big  corporate  networks.  Today, 
corporate  gear  makes  up  55%  of  Cis- 
co's $12.2  billion  in  revenues.  A  big 
boost  is  coming:  On  Aug.  31,  IBM 
said  it  will  resell  more  Cisco  gear, 
which  should  add  $6  billion  to  $7  bil- 
lion to  Cisco's  sales  over  three  years. 

CISCO'S  MARKET  SHARE 

40%  of  the  $16.5  billion  market. 

PRIMARY  COMPETITORS  Cabletron  Sys- 
tems, 3Com,  Nortel  Networks. 

HOW  CISCO  STACKS  UP  King  of  the 
hill.  Cisco  is  No.  1  in  every  category 
of  corporate  gear — and  getting 
stronger  because  it's  the  "safe" 
purchase.  Cisco  uses  IBM-style 
account  control  to  keep  customers 
in  the  fold. 


Long  ignored  by  most  suppliers,  small 
and  medium  businesses  are  now  the 
fastest -growing  market  for  corporate 
data-networking  equipment.  Cisco 
has  launched  an  aggressive  push  into 
the  field,  lining  up  new  distribution 
channels  and  hundreds  of  resellers. 
Chambers  spends  10%  of  his  time 
overseeing  the  initiative,  and  it's  like- 
ly to  grow  to  about  20%  of  revenues 
next  year  from  15%  now. 

CISCO'S  MARKET  SHARE 

18%  of  $13.6  billion  market. 

COMPETITORS  3Com,  Intel, 
Nortel,  Alcatel. 

HOW  CISCO  STACKS  UP  Cisco  aims  to 
be  the  leader  in  gear  for  smaller 
businesses.  But  strong  rivals  like 
3Com  make  it  unlikely  that  Cisco 
will  dominate. 


Jj     U> 


INTERNET  SERVICE 
PROVIDERS 


Today,  80%  of  the  Internet's  route 
which  direct  data  to  the  right  d 
tion  on  the  Net,  come  from  Cisco. J 
The  company  also  is  strong  in  sopl 
ticated  data  switches — often  fastel 
ternatives  to  routers.  And  it  has 
gained  ground  in  gear  for  linking 
viduals  and  companies  to  the  Net. 

CISCO'S  MARKET  SHARE 

33%  of  the  $9  billion  market. 

COMPETITORS  Lucent,  Nortel  Netwc 
3Com,  Juniper  Networks. 

HOW  CISCO  STACKS  UP  Its  name  is  s 
onymous  with  the  Internet,  but 
Cisco  faces  tough  competition.  Sts 
ups  are  churning  out  zippier  routeij 
Lucent  and  3Com  dominate  Net  ad 
cess.  And  Cisco  has  only  21%  of  1 
data-switch  market.  Even  so,  this 
Cisco's  fastest-growing  business. 
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mentions  industry.  Today,  voice 
calls  arc  sent  over  super-depend- 
able telephone  networks  that  are 
quite  expensive,  while  data  traffic 
is  zipped  through  the  less  reli- 
able Internet  that,  by  compari- 
son, is  dirt  cheap.  What  cus- 
tomers want  is  the  best  of  both 
worlds:  a  single  inexpensive  network 
that's  reliable  enough  to  handle  voice 
with  enough  capacity  to  meet  the  most 
rigorous  demands  of  data.  Using  Inter- 
net technology  to  carry  voice  calls 
should  lead  to  huge  cost  savings  for 
customers  and  a  flowering  of  all-new 
ways  to  communicate. 

Cisco  is  betting  that  Cerent  will  help 
it  get  an  edge  in  building  the  converged 
network  of  the  future.  Cerent  gives  Cis- 
co equipment  aimed  at  the  heart  of  tele- 
phone   networks    where    signals    are 
zapped  over  hair-thin  optical  fibers.  Cer- 
ent's technology  weaves  together  voice 
and  data  traffic  and  zips  it  onto  those 
optical  fibers  more  efficiently  than  any- 
thing else  on  the  market.  The  deal  is 
a  shot  aimed  especially  at  Nortel, 
whose  optical  systems  carry  the  bulk  of 


TECH 


COMPANY 


Net    traffic.   Although   it'    the 
largest  deal  '  lisco  has  ever  done 

and  some  Wall  Street  analy  ' 
think  the  valuation  border-  on  the 
absurd,  it  could  pay  off.  Analysts 
buy  Cisco's  estimates  that  Cerent 
will  briritf  in  $300  million  in  .-.ale- 
next  year  and  at  least  $2.5  billion 
in  2002.  "Cisco  will  do  extraordinarily 
well,"  says  analyst  Chris  Stix  of  BG 
Cowen  Securities  Corp. 

Even  if  Cerent  is  a  winner,  Chambers 
and  his  team  will  have  to  watch  his  back. 
A  host  of  newcomers  are  wooing  Cisco's 
traditional  customers — corporations  and 
Internet  service  providers,  which  use 
Cisco's  routers  and  switches  for  directing 
data  to  their  proper  destination.  Scrappy 
upstart  Juniper  Networks  Inc.  is  starting 
to  eat  into  Cisco's  core  market  with  a 
souped-up  Internet  router  that's  faster 
than  Cisco's  best.  And  Nortel  is  winning 
contracts  from  the  likes  of  British 
Telecommunications  and  Australia's  Tel- 
stra. Vows  Nortel  Executive  Vice-Presi- 
dent F.  William  Conner:  "We're  going  to 
stick  it  right  to  Cisco." 

Leave  it  to  Chambers  to  bring  out 
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DATA:  PRUDENTIAL 
SECURITIES, 
CAHNERS  IN-STAT 
GROUP 


As  data  and  telephone  networks  con- 
verge, Cisco  wants  to  transfer  its  dom- 
inance from  the  Net  into  the  phone 
world.  It  has  beefed  up  its  products  to 
carry  voice  and  bought  a  handful  of 
telco  startups.  Its  $7.4  billion  acqui- 
sitions of  Cerent  and  Monterey  Net- 
works could  move  it  deeper  into  the 
heart  of  big  phone  networks. 

CISCO'S  MARKET  SHARE  Less  than  1% 
of  the  $225  billion  market. 

COMPETITORS  Lucent,  Nortel  Networks, 
Alcatel,  Siemens,  Fujitsu. 

HOW  CISCO  STACKS  UP  New  kid  on  the 

block.  Cisco's  Net-based  technology 
will  revolutionize  the  world's  phone 
networks,  but  it  won't  happen 
overnight.  Telephone  companies  trust 
Lucent  and  Nortel  more  because  of 
their  proven  reliability. 


Hard  to  imagine,  but  the  market  for 
networking  gear  in  the  home  could 
top  $4  billion  by  2002,  from  almost 
nothing  in  1998.  Cisco  has  licensed 
its  technology  to  consumer-electron- 
ics giants  like  Sony  so  their  products 
will  work  best  on  Cisco  networks. 

CISCO'S  MARKET  SHARE  10%  of  the  un- 
der $250  million  market. 

COMPETITORS  3Com,  Intel,  Nortel. 

HOW  CISCO  STACKS  UP  Cisco  has  invest- 
ed in  several  startups  developing 
home-networking  technology,  and  its 
list  of  licensees  is  a  Who's  Who  of  con- 
sumer-electronics companies.  But 
3Com  and  Intel  are  hell-bent  on  the 
same  market,  and  they've  got  better 
name  recognition  and  distribution.  An- 
alysts expect  consumer  products  to  be 
only  1%  of  Cisco's  sales  next  year. 
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JUST  A  TREE  BEING  PLANTE 


*  4 


^7 


& 


.*T5§  * 


<0 


«&*> 


P^^^fr^ 


„ 


5fc*t 


There  was  a  time  when  oil  and  gas 

/es  seemed  endless.  But  with  the 

world's  population  continuing  to 

increase,  and  developing  countries 

seeking  energy  at  exponential  rates, 

ossil  fuels  will  eventually  fade.  And  so, 

the  likely  question  is:  will  oil  companies 

met  «ir  thf»re  and  fade  as  well? 
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OR  THE  FUTURE  TAKING  ROOT? 


hell  is  playing  a  major  part  in  the  move  from  oil  to  gas, 
low  we're  planting  the  seeds  of  renewable  energy  with 
?ll  International  Renewables,  a  new  business  committed 
to  making  renewable  energy  commercially  viable.  In 
uguay,  we're  exploring  the  great  potential  of  "biomass" 
energy  from  fast-growing  forests.  And  we're  developing 
nss-fuelled  plants  in  the  South  Pacific  to  bring  electricity 
remote  areas.  It's  part  of  our  commitment  to  sustainable 
development,  balancing  economic  progress  with 
'ironmental  care  and  social  responsibility.  In  2050,  half 
vorld  could  be  powered  by  renewable  energy,  so  we're 
reusing  our  energies  on  developing  these  new  solutions. 


WE  WELCOME  YOUR  INPUT.  CONTACT  US  ON  THE  INTERNET  AT  WWW  SHELL.COM/BIOMASS  OR 
EMAIL  US  AT  TELL-SHELL6SI. SHELL  COM'  OR  WRITE  TO  US  AT:  THE  PROFITS  &  PRINCIPLES  DEBATE; 
SHELL  INTERNATIONAL  LTD.  SHELL  CENTRE,  LONDON  SE1  7NA  UK 
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JOHN  THOMAS  CHAMBERS 


'■:" 


BORN  Aug.  23,  1949,  Cleveland 

CHILDHOOD  The  only  son  of  two 
West  Virginia  doctors,  Chambers 
grew  up  in  comfort  in  Charles- 
ton, W.  Va.  The  future  Cisco  CEO 
says  he  developed  an  early  inter- 
est in  business  by  working  in  the 
motel  and  restaurant  his  father, 
John  Turner  Chambers,  owned  on 
the  side. 


CED  TD  BE:  Dyslexia 
made  him  work  hard 


EDUCATION  Though  not  a  bad 
student,  Chambers  had  a  reading 
problem  and  never  loved  aca- 
demics. He  attended  Duke  University  and  West  Virginia 
University  as  an  undergraduate.  He  earned  a  law  de- 
gree from  WVU  in  1974  and  a  business  degree  from 
Indiana  University  in  Bloomington  in  1975. 

READING  Chambers  admits  that  he  hates  to  read.  He 
likes  everything  boiled  down  to  one-page  summaries  or 
short  presentations.  He  compen- 
sates, however,  with  a  quick  mind 
and  sharp  memory. 

CAREER  He  was  lured  into  sales  by 
an  IBM  recruiter  who  told  him  that 
selling  was  about  spinning  a  dream 
for  customers.  After  six  years  at  IBM, 
Chambers  moved  to  Wang,  where  he 
spent  eight  years  in  senior  sales 
management.  He  learned  a  key  les- 
son from  Wang's  fall  and  the  layoff  of 
workers.  "Never  make  the  mistake  of 


that  kind  of  vitriol  from  competitors. 
He  frequently  refers  to  Lucent  as  an 
"Old  World"  communications  company — 
a  charge  Lucent  executives  consider  not 
only  inaccurate  but  a  childish  taunt. 
Nortel,  for  its  part,  complains  that  Cis- 
co intimidates  customers  who  are  con- 
sidering rivals'  equipment  by  threaten- 
ing to  cut  back  on  product  support. 
Chambers  denies  the  charge,  but  the 
image  of  him  as  a  bully  is  indelible. 
"Cisco's  competitors  hate  the  compa- 
ny— I  mean,  really  hate  it,"  says  Shan- 
non Pleasant,  a  networking  analyst  with 
researcher  Cahners  In-Stat  Group. 

To  rise  above  the  acrimony,  Cham- 
bers is  adopting  the  role  of  industry 
statesman.  He  has  frequent  meetings 


thinking  you're  infallible." 

HEROES  GE's  Jack  Welch 
and  former  Hewlett- 
Packard  CEO  Lew  Piatt. 

FAMILY  Married  25  years  to 
Elaine  Prater.  Two  college- 
age  children,  a  son  and  a 
daughter. 

ESCAPES  He  jogs  three 
times  a  week,  which  gives 
him  time  to  sort  through 
tough  business  problems. 
Plays  doubles  tennis  week- 
ly with  his  wife  and 
friends.  Goes  on  an  annual 

weeklong  fishing  trip  with  his  father  and  son,  both  of| 
whom  are  also  named  John. 


WITH  YOUNG  JOHN:  On 
of  their  annual  fishing 


Cover  Story 


at  the  White  House  and  hobnobs  with 
Washington  insiders  during  their  pil- 
grimages to  Silicon  Valley.  In  the  past 
year,  he  has  met  more  than  30  heads  of 
state,  including  China's  Jiang,  British 
Prime  Minister  Tony  Blair,  and  Aus- 
tralian Prime  Minister  John  Howard. 
And  earlier  this  summer,  he  spent  two 
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BAD  HABITS  Butterfingers,  buttered  popcorn,  fried 
chicken.  He  talks  a  blue  streak  a 
retells  the  same  stories. 


WITH  ELAINE:  Chambers  left  Duke  to 
be  closer  to  his  college  sweetheart 

hours  jawboning  about  the  Internet 
with  George  W  Bush,  whom  he  sup- 
ports for  President.  "Chambers  works 
tirelessly  to  proselytize  the  new  net- 
work economy,"  says  L.  John  Doerr, 
partner  at  Silicon  Valley  venture-capital 
firm  Kleiner  Perkins  Caufield  &  Byers. 
Blair  and  Jiang  are  pretty  heady  com- 
pany for  a  guy  who  was  raised  in 
Charleston,  W.  Va.  Chambers  grew  up 
in  a  close-knit  family,  the  eldest  child  of 
two  doctors.  With  his  two  sisters,  he 
would  often  vacation  at  Carolina  beaches 
and  spend  summers  at  a  nearby  camp, 
catching  frogs  and  trout.  Although 
Chambers'  parents  didn't  pressure  them 


INDULGENCE  He  bought  himself  a 
$22  million  Dessault  plane.  He 
doesn't  pilot  it  himself  but  uses  it| 
for  business  travel. 

FAVORITE  SAYINGS  In  the  Internet 
Economy,  Chambers  says,  "the  big 
won't  beat  the  small — the  fast  wil 
beat  the  slow."  And  he  always  grej 
his  managers  by  asking:  "Are  you 
having  fun?" 

to  succeed,  all  three  children  clearl; 
derstood  the  importance  of  achieve: 
One  sister  became  a  nurse,  the  ot 
teacher,  and  both  are  married  to  cri 
It  was  from  his  father  that  the  fu 
Cisco  ceo  inherited  his  interest  in  V 
ness.  The  senior  Chambers,  also  n 
John,  dabbled  in  businesses  on  the 
and  John  tagged  along  to  work  odd 
at  his  father's  motel  and  restaurant.; 
son  also  saw  his  father  as  somet 
a  visionary.  A  story  Chambers  loV< 
tell  is  about  how  his  dad  undersl 
that  consolidation  was  coming  to 
medical  field  before  most  of  his 
leagues.  In  the  1970s,  the  elder  CI 
bers  spearheaded  the  merger  of 
small   hospitals   in   Charleston, 
though  their  boards  opposed  the  d  l*r 
"My  dad  had  the  ability  to  see  w 
things  were  headed,"  says  Chambe 
"LAUGHED  AT."  The  younger  Cham 
also  grew  up  with  a  disadvantage  0l 
pushed  him  to  work  harder  than  n 
He  had  a  mild  form  of  dyslexia 
made  reading  difficult,  and  he  ne<. 
two  years  of  tutoring  to  catch  up  t( 
elementary-school  classmates.  The 
perience  fed  his  drive  to  succeed.  "I>( 
laughed  at  for  being  a  slow  learner, « 
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says.  Even  now,  he  dislikes  reading  and 
never  does  it  for  pleasure.  But  like 
many  dyslexics,  he  compensates  with  a 
remarkable  memory:  He  recalls  virtual- 
ly everything  he  hears  in  meetings  and 
always  talks  without  notes  during  his 
dozens  of  public  speeches  each  year. 

To  this  day,  Chambers  prides  himself 
on  the  family  values  he  learned  growing 
up.  For  40  years  straight,  he  and  his 
father,  whom  he  calls  his  best  friend, 
have  taken  an  annual,  weeklong  fishing 
trip  that  now  includes  his  19-year-old 
son,  also  named  John.  He  has  been  mar- 
ried to  his  college  sweetheart  for  25 
years.  And  despite  his  frenetic  sched- 
ule, he  reserves  Sundays  for  his  family: 
He  blew  off  schmoozing  customers  one 
Sunday  at  the  1998  U.  S.  Open  golf  tour- 
nament in  San  Francisco,  which  Cisco 
was  sponsoring.  And  he  skipped  a  meet- 
ing with  President  Clinton  to  attend  the 
birthday  party  of  his  daughter,  Lindsay. 

After  getting  a  law  degree  from  West 
Virginia  University  and  an  mba  from  In- 
diana University,  Chambers  was  recruit- 
ed into  sales  at  IBM.  He  still  recalls  what 
his  interviewer  told  him:  "You're  not  sell- 
ing technology;  you're  selling  a  dream." 
Chambers  was  smitten  by  the  pitch,  and 
he  spent  six  years  at  IBM,  drinking  up 
the  company's  legendary  sales  and  ser- 
vice philosophy.  "He  learned  good  lessons 
there — to  deflect  the  discussion  away 
from  technology  and  toward  business  is- 
sues," says  Prudential  Securities  Inc.  an- 
alyst Luke  C.  Szymczak. 

While  Chambers  became  a  star  at 
IBM,  he  felt  stifled  by  Big  Blue's  bu- 
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reaucracy.  The  final  blow  came  when  a 
manager  counseled  the  eager  young 
salesman  in  a  review  that  at  IBM,  the 
path  to  success  lay  in  promising  three 
goals  and  meeting  them 
all.  Chambers,  the  man- 
ager said,  made  the 
mistake  of  promising  10 
goals,  meeting  nine  of 
them,  and  falling  flat  on 
his  face  on  the  10th. 
"That's  when  I  knew  it 
wasn't  the  place  for 
me,"  Chambers  says. 


LOYAL  TROOPS:    Senior  managers  are  rich  enough  to  quit  ar 


time — but  they  like  the  exciting  atmosphere  Chambers  creal 
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ecutive,  Chambers  had  to  lay  off  thou- 
sands of  workers — an  event  that  friends 
say  scars  him  to  this  day.  "Everybody 
has  a  defining  moment,"  says  George 
"Duf '  Sundheim,  an  attorney  and  Cham- 
bers' weekly  tennis  partner.  "He  never 
wants  to  do  that  again." 

When  a  former  Wang  colleague  called 
him  in  1991  about  a  job  at  Cisco,  Cham- 
bers jumped  at  the  chance — even  though 
the  company  had  just  $70  million  in 
sales.  From  the  start,  Chambers  was 
groomed  for  the  top  spot  by  then-CEO, 
now  Chairman  John  P. 
Morgridge.  "The  job 
was  his  to  lose,"  says 
Gary  Daichendt,  Cisco's 
executive  vice-president 
for  operations,  who 
worked  with  Chambers 
at  IBM  and  Wang. 

And  lose  it  he  almost 
did.  Some  members  of 


9,402% 

'2,356 

2,304 

He  defected  to  Wang      QMCMM !.-.6.i^ Cisco's  original  manage- 

Laboratories  Inc.,  then      CHARLES  SCHWAB  1,634  ment     team     thought 

a     high-flying     maker      EMC  CORPORATION         1™233  Chambers  was  too  much 

of  minicomputers  that      MipDn'cncT ■•••"••■■■■»••"  0f  a  salesman  to  run 

threatened   the   domi-      HCR0S0FT hi?.?. such  a  technical  compa- 

nance    of   IBM's    main-      TELLABS  1,036  ny.  "The  board  talked 

frames.  He  stayed  eight      SOLECTRON  926  about  having  a. bake-off 

years,  through  its  me-      jj^'rj QC)C)  or  even  SomS  outside," 

teoric  rise  and  ignomin-      Morgridge    says.    But 

ious  fall.  Near  the  end       Total  return  for  the  five  years  ended  Aug.  31,  Morgridge  gave  Cham- 

of  his  tenure,  after  be-  „„,  „,  „„.,„r„„  „„,„„,.,  ,.„„„„„  bers  the  chance  to  make 
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coming  the  top  sales  ex-  more  presentations  to 


the  board  to  gain  directors'  confii 
Eventually,  they  were  won  over  b; 
realization  that  to  grow  beyond  its 
nical  roots,  Cisco  needed  better 
and  customer  support.  That  poinl 
quickly  driven  home.  Chambers  wl 
minutes  late  for  his  first  "board  me 
as  ceo  because  he  was  on  the  p| 
with  a  distraught  user.  "The  board 
bers  were  not  happy  campers  w. 
arrived,"  Chambers  says.  "But  w! 
told  them  why,  they  said  I  coul 
that  excuse  anytime." 

Cisco  badly  needed  to  improve 
tions  with  customers.  Like  many 
startups,  the  company  had  an  en 
ing-driven  culture  where  the  neel 
customers  took  a  back  seat  to 
coolest  new  technology.  Chambers 
flipped  that  relationship  around.  T 
all  the  company's  top  execs  have 
bonuses  tied  to  customer-satisfa 
ratings.  "He's  done  a  really  succe 
job  of  making  everybody  in  the  co 
ny  think  they're  salespeople,"  says 
Dell'Oro,  president  of  market  reseai 
The  Dell'Oro  Group.  Cisco  even  i 
two  acquisitions — Crescendo  Comn 
cations  Inc.  and  NetSpeed — because 
tomers  suggested  them. 

That  underscores  how  much  Cisc< 
become  a  reflection  of  Chambers, 
salesman.  His  strength  is  not  pic 
through  nitty-gritty  details  to  d< 
which  technologies  will  dominate  ii- 
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future.  Rather,  Cisco  listens  to  its  cus- 
tomers and  often  buys  whatever  tech- 
nology they  think  they  want.  Critics  say 
the  result  has  been  a  whipsaw  product 
strategy,  and  even  Chambers  concedes 
that  some  acquisitions  have  failed  be- 
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cause  of  fickle  customer  demand.  Still, 
he  thinks  he  has  a  winning  formula: 
Rather  than  focusing  on  gigabits  and 
megahertz,  Chambers  builds  lasting  re- 
lationships with  his  customers. 
JUST  CALL.  Take  his  courting  of 
a  Silicon  Valley  startup.  When 
cable  Internet  service  provider 
Excite@Home  Corp.  had  just 
six  employees  in  1995,  Cham- 
bers himself  showed  up  to 
pitch  the  business.  William  R. 
Hearst,  a  Kleiner  Perkins  part- 
ner then  acting  as  ©Home's 
ceo,  was  stunned  that  Cham- 
bers came  personally.  And 
when  Excite@Home  gave  some 
of  its  business  to  rival  Bay 
Networks,  Chambers  came 
back  and  offered  the  startup 
the  same  terms  as  Cisco  gave 
its  biggest  clients.  Cisco  ended 
up  with  all  the  business. 

Chambers  is  still  pushing 
hard.  At  a  lavish  event  for  cus- 
tomers last  December  in  Flori- 
da, complete  with  fireworks 
and  Beatles  impersonators,  he 
spent  the  evening  working  the 
crowd  with  his  folksy  charm. 
He  focused  particular  attention 
on  Bruce  D.  Parker,  the  chief 
information  officer  of  United 
Airlines  parent  UAL  Corp.,  be- 
cause Parker  uses  equipment 
from  Nortel.  "Chambers  won't 
give  up,"  Parker  says.  "He  just 
keeps  trying,  and  someday,  I 
may  give  him  some  business." 
With  all  customers,  Chambers 
gives  out  his  personal  phone 

number  and  urges  them  to  call   

anytime.  "He'll  take  a  phone 
call  at  2  a.m.,"  says  Cisco  Vice- 
President  Daichendt. 

What  drives  Chambers  more  than 
anything  is  the  simple  fact  that  he  hates 
to  lose.  "John  Chambers  is  the  single 
most  competitive  person  I  know,"  says 
John  W  Sidgmore,  vice-chairman  of  mci 
WorldCom  Inc.  and  the  head  of  its 
uunet  Internet  unit.  "He  is  incessant." 
On  a  recent  Cisco  executive  retreat  in 
Alaska,  for  example,  Chambers  and  his 
top  managers  took  off  in  two-person 
dingies.  When  a  torrential  rainstorm 
hit,  Chambers  didn't  want  to  turn  back 
and  risk  losing  a  contest  to  catch  the 
most  fish,  so  he  and  Barbara  Beck,  Cis- 


co's vice-president  for  human  resources, 
stayed  in  their  boat  for  eight  hours,  re- 
turning to  dock  near  6  p.m.  The  rest 
of  his  team,  it  turned  out,  had  thrown  in 
the  towel  at  noon  and  were  waiting  for 
him  at  the  lodge. 

A  day  in  a  downpour  may  seem  like 
nothing  compared  to  what  lies  ahead. 
To  become  a  serious  player  in  the  tele- 
com-equipment market,  Cisco  has  to 
build  relationships  with  a  whole  new 
set  of  customers  and  earn  their  confi- 
dence. So  far,  Chambers  has  gotten  a 
foot  in  the  door  with  AT&T,  mci  World- 
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Cisco  Systems  has  made  an  art  of  gobbling  up 

smaller  companies  with  hot  technology  and  manage 

ment  talent.  Since  1993,  it  has  acquired  40 

startups  for  a  total  of  nearly  $20  billion. 

Here  are  several  key  deals. 


PRICE 


REASON  FOR  DEAL 


$6.9  billion     Hot  startup's  gear  is  super-effi 
cient  at  moving  voice  and  Net 
traffic  onto  high-speed  optical 
fibers.  That  should  help  Cisco 
become  a  key  supplier  for  the 
core  of  phone  networks. 


GEOTEL  $2  billion 

COMMUNICATIONS 

April,  1999 


A  big  step  for  Cisco  into  the  soft- 
ware business.  GeoTel  makes 
software  that  manages  corporate 
phone  networks  and  call  centers. 


SUMMA  FOUR 

July,  1998 


STRATACOM 

April,  1996 


$116  million    Purchase  of  this  manufacturer  of 
innovative  phone  switches  gave 
Cisco  its  first  toehold  in  the  tele- 
phone equipment  market. 

$4.4  billion     To  get  into  the  market  for  speedy 
data  switches,  Cisco  snatched  up 
StrataCom.  Revenues  have  grown, 
but  a  push  into  the  phone  market 
has  yielded  mixed  results. 


CRESCENDO      $89  million 
COMMUNICATIONS 

September,  1993 


This  deal  to  flesh  out  Cisco's  net- 
working lineup  became  the 
model  for  future  acquisitions. 
Revenues  from  the  business  unit 
today:  $3  billion. 
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Com,  and  Sprint  Corp.  But  Cisco  isn't 
winning  much  business  from  the  big  lo- 
cal phone  companies.  That's  largely  be- 
cause they're  not  convinced  the  firm  can 
deliver  the  reliability  that  Lucent,  Nor- 
tel, and  others  are  known  for.  Changing 
their  minds  won't  be  easy:  Lucent,  for 
instance,  has  more  sales  and  support 
people  in  the  field  than  Cisco  has  em- 
ployees, and  matching  that  would  wreak 
havoc  on  Cisco's  juicy  28%  operating 
margins. 

The  company's  early  forays  into  the 
market  have  offered  sobering  lessons. 
Cisco  tooted  its  horn  loudly  when  it  won 


part  of  the  contract  to  supply  ge 
Sprint's  highly  acclaimed  Integratd 
Demand  Network,  or  ION,  a  schel 
blend  both  phone  and  Net  techncf 
into  speedy  access  to  the  Web. 
tel  was  always  the  primary  suppli 
ion.  And  because  Cisco  had  til 
meeting  some  deadlines,  Sprint  is| 
ing  Nortel  even  more  business, 
would  not  comment  specifically 
but,  says  marketing  chief  Conner, 
having  a  very  good  year  with  SprJ 
our  data  products."  Cisco  Executive 
President  Don  Listwin  denies  the: 
significant  technical  prob 
Cisco's  investments  ir 
for  telephone  carriers 
been  problematic,  too.  C 
er  its  second-largest  ac 
tion,  the  $4.4  billion  pui 
in  1996  of  StrataCom 
which  made  data  switches 
in  large  networks.  Cisco  i 
ing  the  switches  to  Ne 
vice  providers  and  erne 
phone  companies.  But 
tional  phone  operators  co 
to  buy  them  from  N 
Newbridge  Networks,  an 
cend  Communications,  wl 
now  part  of  Lucent.  Now 
co  appears  to  be  backii 
from  StrataCom-type  d< 
known  as  ATM  switches, 
canceled  one  product  an 
layed  another. 
"NEXT  WAVE."  Chamber 
nies  Cisco  is  walking 
from  ATM  but  concedes 
company's  focus  is  shi 
ATM,  a  decade-old  techn 
that  remains  popular  with 
phone  companies,  dices 
calls  and  Net  data  into  d 
cells  that  zip  across  a  r. 
network's  optical  fibers, 
Chambers  believes  thai 
communications  world  wi 
Net  data  directly  onto 
optic  cables,  eliminating 
as  a  go-between. 

That's  where  Cerent 
in.  The  company's  techn 
efficiently  handles  the  lin 
tween  Net  gear  and  fiber  optics.  C 
bers  figures  the  market  for  Cerent 
equipment  could  grow  from 
now  to  $10  billion  by  2002  and  that 
co,  depending  on  its  execution,  can 
25%  to  70%  of  it.  "Optical  is  the 
wave.  This  is  a  breakaway  momer 
us,"  he  crows.  Analysts  think  he 
to  something.  With  the  communica 
revolution  under  way,  says  reseai 
Dell'Oro,  "the  door  is  open  to  supj ) 
like  Cisco  who  might  have  had  the 
slammed  on  them  in  the  past." 

That's  critical  to  Cisco's  future, 
company  is  moving  from  the  $28  b 
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Thanks  to  the  vision  of  Rick  Powell,  Chief  Knowledge  Officer,  Burson-Marsteller 
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data-networking  market  that's  growing 
by  15%  a  year  into  the  $225  billion 
telecommunications-equipment  market, 
parts  of  which  are  growing  by  50%  an- 
nually. The  company  has  scored  big  wins 
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with  emerging  carriers  in  telecom,  in- 
cluding Qwest  Communications  Inter- 
national Inc.  and  Level  3  Communica- 
tions Inc.  Chambers  says  he  expects  to 
make  even  more  headway.  The  IBM  deal 
should  help  open  doors  for  Cisco  at  tele- 


phone companies.  And  Cisco  has  set  up 
a  new  business  unit  of  experts  to  help 
consultants  understand  how  to  roll  out 
E-commerce  systems  for  their  clients. 
The  company,  for  example,  is  investing 
$1  billion  in  KPMG  Peat  Marwick  so  it 
can  add  4,000  Cisco-trained  engineers. 
Chambers  thinks  Cisco's  acquisition 
strategy  is  just  as  key  to  its  success.  In 
buying  40  companies  since  1993,  the  com- 
pany has  made  a  science  of  absorbing 
new  technology  and  engineering  talent. 
Indeed,  Chambers  has  built  his  top  man- 
agement team  from  the  ranks  of  acquisi- 
tions, and  he  claims  Cisco's  annual  em- 


ployee turnover  is  6.7%,  vs.  the 
try's  18%.  But  critics  gripe  that  I 
hasn't  invented  anything  significanl 
the  router  and  uses  acquisition^ 
crutch — spending  13%  of  revenu 
R&D,  largely  to  stitch  together 
quired  technologies. 

Critics  aside,  Chambers'  strated 
been  paying  big  dividends.  So  ma 
that  Cisco's  directors  unanimously! 
to  sign  him  up  for  another  five  ye 
ceo.  They're  certainly  sold  on  tl| 
ternet's  No.  1  salesman. 

By  A)idy  Reii\ 
in  San  Jose, 


THE  MAN  WHO  HONES  CISCO'S  CUTTING  EDGE 


Since  joining  Cisco  Systems  Inc.  in 
1993,  Peter  A.  Solvik  has  been 
working  almost  nonstop.  The 
company's  chief  information  officer 
has  replaced  every  computer  and 
every  piece  of  software  at  the  compa- 
ny— not  once,  but  three  times. 
He  has  installed  complex  finan- 
cial and  manufacturing  software 
and  built  state-of-the-art  Inter- 
net programs  that  give  every 
Cisco  employee,  customer,  and 
supplier  instant  access  to  its 
vast  storehouses  of  data. 

That  may  sound  like  a  night- 
mare, but  the  overhaul  has 
given  Solvik  a  starring  role  in 
the  Internet  Economy.  With  a 
strong  mandate  from  Cisco  ceo 
John  T.  Chambers,  the  41-year- 
old  Solvik  has  revamped  Cis- 
co's operations  around  Net 
technologies  and  created  a 
blueprint  for  how  other  compa- 
nies can  do  the  same. 

The  results  are  dreamy:  Cis- 
co gets  78%  of  its  orders  over 
the  Net — some  $30  million 
worth  every  day.  Thanks  to  a 
Web  site  that's  chock-full  of  in- 
formation and  free  software,  a 
remarkable  80%  of  customer- 
service  issues  are  handled  elec- 
tronically, shaving  millions  off 
product  support  costs.  Cisco's 
aggressive  use  of  networking  and  E- 
commerce  has  boosted  revenues  per 
employee  by  20%— to  some  $650,000 
for  each  of  its  19,000  employees.  That 
compares  with  an  average  $396,000 
for  the  s&P  500,  and  $253,000  for 
archrival  Lucent  Technologies.  And 
the  company  has  cut  $1.5  billion  in 
costs  in  the  past  three  years.  "Cus- 
tomers come  to  us  and  ask  'How  can 
we  get  that?' "  Solvik  says. 

It  wasn't  that  long  ago  that  Cisco 
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knew  nothing  about  such  E-engineer- 
ing.  When  Solvik  joined  the  company 
after  a  stint  running  online  business- 
es for  Apple  Computer  Inc.,  he  found 
a  mishmash  of  computers  and  an  iso- 
lated tech  group  that  was  treated  as 


Setting  a  standard  for  lea 


operations  by  using  the  Net 


a  cost  center.  He  sacked  most  of  the 
staff  and  got  then-CEO  John  P.  Mor- 
gridge  to  pump  up  tech  spending.  A 
year  later,  Solvik  and  Carl  Redfield, 
vice-president  for  manufacturing, 
masterminded  a  top-to-bottom  over- 
haul of  Cisco's  computers  and  soft- 
ware. It  was  a  prescient  move:  Had 
Cisco  kept  its  gaggle  of  systems, 
Solvik  says,  leaping  into  E-business 
would  have  been  much  harder. 
The  overhaul  was  barely  done, 


though,  when  a  new  tech  wave  hi 
Web  browsers  that  made  getting  i] 
formation  off  the  Net  far  easier.  J 
three  months  after  Cisco  had  finis 
installing  its  new  corporate  syste: 
in  February,  1995,  his  team  rewor 
the  software  to  allow  access 
browsers.  Now  every  part  o: 
Cisco  has  been  "Netized."  Cii 
recruits  and  screens  job  candl 
dates  over  the  Web.  Manager) 
can  pull  up  staff  records  and 
formation  on  competitors.  An) 
within  a  year,  Cisco  aims  to 
come  the  first  company  in  th 
world  that  can  "virtually"  clo 
its  books  any  day  of  the  qua: 
ter  to  gauge  financial  results. 
PAPER-FREE.  The  Net  also  is 
ven  deeply  into  Cisco's  manu 
turing  operation.  The  comp 
outsources  most  of  its  product: 
to  manufacturers  like  Flextr< 
ics  Inc.,  and  half  of  customer 
ders  placed  on  Cisco's  Web 
flow  directly  over  the  Net  to 
contractors,  who  ship  to  the  ci 
tomer.  For  those  orders,  no  Cii 
employee  ever  touches  a  piece 
paper  until  a  check  arrives  in 
mail  to  pay  for  the  goods.  So( 
with  E-payment,  even  the  che 
could  become  a  thing  of  the  pa 
Chambers  is  so  taken  with 
the  results  that  he  has  made 
Cisco's  E-business  success  story  th< 
heart  of  his  sales  pitch,  since  per- 
suading other  companies  to  mimic 
Cisco  drives  sales  of  its  products, 
for  Solvik,  he  isn't  resting  on  his  la 
rels.  He's  now  bent  on  setting  up 
"virtual"  Cisco  teams  that  can  worl 
together  around  the  globe,  which 
could  help  cut  overhead.  Sounds  lik 
more  nonstop  work  ahead. 

By  Andy  Reinhm 
in  San  Jose,  Cat 


Allendale  Insurance. 

Arkwright. 

Protection  Mutual. 

Factory  Mutual. 


IT'S  AMAZING  WHAT  CAN  HAPPEN 
WHEN  YOU  LISTEN  TO  YOUR  CUSTOMERS 


Here's  what  you  told  us.  You  want  a  business  partner  with  outstanding  global  resources  and  unmatched  flexibility 
to  solve  your  particular  issues.  With  loss  control  engineering  that  can  impact  the  bottom  line.  Streamlined 
communications,  expanded  capacity  and  responsive  claim  support.  And  here's  how  we  responded.  FM  Global.  The 
merged  company  of  Allendale,  Arkwright,  Protection  Mutual  and  Factory  Mutual.  Four  organizations  Till  if  P  I  n  h  9  I 
have  converged  to  form  one  truly  remarkable  company.  Securing  the  future  of  your  business. 


FM 


wvvfw.fmglobal.com  or  800-343-7722. 


Reliable.  Manageable 
Scalable.  Affordable. 


(Congratulations,  you  finally  met  the  server  of  your  drean ' 
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7200  Expandable  Workgroup  server 
(at  an  entry-level  server  price) 

•  Easy  set  up  and  manageability  features 

•  Upgradeable  to  hot-swappable 
bard  drives 

•  Integrated  10/100  Ethernet  adapter,  2MB 
video  controller  and  dual  channel  Ultra2 
SCSI  controller 

•  Expansion  capacity  for  over  100GB  hard 
disk  storage 

•  100  MHz  ECC  SDRAM  memory 
(scalable  to  1GB) 

•  Starting  at  $1640  (with  single  9GB  hard 
drive,  Inter  Pentium"  II  400  MHz  tower 
chassis,  64MB  memory) 
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8200  Ultrascalable  Departmental! 
(at  a  workgroup  server  price) 

•  Expandable  to  up  to  12  hot-swapp 
drives  w/capacity  up  to  324GB 

•  Load-sharing,  redundant  power  su| 

•  Integrated  10/100  Ethernet,  2MB  i 
controller  and  dual  channel  Ultra2| 
SCSI  controller 

•  Also  available  in  4U  rack  configuraj 

•  Starting  at  $2599  (with  single  9GB 
hard  drive,  Intel  Pentium  II  process] 
400  MHz  tower  chassis,  128MB  me 
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Not  only  do  these  servers  have  everything  necessary  to  keep  your  business  running  efficiently,  ou 

they're  made  by  Gateway,  which  means  you  get  more.  Client  care  packages.  Business  solution 

centers.  Leasing  options.  Outstanding  service.  Not  to  mention,  a  relationship  that  will  grow  with 

your  business.  When  you  buy  from  Gateway,  you're  not  only  getting  the  best  technology  for  your 

business,  you're  getting  peace  of  mind  to  go  with  it. 


Stable  platforms  with  an 
18-month  lifecycle 

Built  with  reliable, 

industry-standard  technology 

• 

24/7  basic  tech  support  and 
3-year  limited  warranty  with  on-site 
service.  Available  four-hour  on-site 
with  parts  option! 


Multi-processor  capable 

InforManager™  integrated  SNMP- 
compliant  server  management  system 

Microsoft®  Windows  NT®  server, 
Novell®  Netware®  and  SCO®  Unix® 
certified 


9250R  Rack-mounted 
Enterprise-class  server 

•  4U  (7-inch)  rack  optimized  chassis 

•  Low-profile  tour-way 
Intel'  Pentium*  III  Xeon'" 
processor-based  server 

•  High  value  with  uncompromised 
performance 

•  Scalable  to  4GB  of  RAM 

•  Utilizes  slim  line  CD-ROM  and  floppy 
drive  for  maximum  space  efficiency 

•  Starting  at  $5499  (with  single  9GB 
hard  drive,  one  Intel  Pentium  III 
Xeon'"  processor  500/512, 
256MB  memory) 
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,  portable  docking  stations,  external  peripherals  and  monitors).  You  may  be  asked  to  take  your  PC  to  a  Gateway  location  for  warranty  service.  See  agreements  for  specific  terms  and  limitations.  ALR  Server  4- 
tcn  customers:  Gateway  will  attempt  to  resolve  your  issue  remotely.  If  this  is  not  possible.  Gateway  will  dispatch  a  technician.  Gateway  cannot  guarantee  that  your  issue  will  be  resolved  in  any  particular  time.  4-hour 
en/ice  is  not  available  in  all  locations.  See  agreements  lor  specific  terms  and  limitations. 
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BANKING 


A  MEGABANK 
IN  THE  MAKING 

BotA's  McColl  has  yet  to  make  his  spending  spree  pay  off 


When  Hugh  L.  McColl  Jr.  let 
longtime  friend  Reitzel  Snider 
talk  him  into  hiking  through 
the  Alps  a  few  years  ago,  Mc- 
Coll was  assured  that  it  would  just  be  a 
relaxing  trek  in  the  Swiss  countryside — 
and  nothing  that  would  set  off  his  acro- 
phobia. "I  promised  him  it  would  be 
like  a  page  out  of  Heidi — rolling  hills, 
flowers,  cows,  and  yodelers  in  lederho- 
sen,"  recalls  Snider,  who  now  admits  he 
was  just  relaying  what  he  had  been  told 
by  his  Swiss  hosts. 

But  for  McColl,  Snider,  and  the  rest 
of  their  small  climbing  party,  what  was 
supposed  to  be  a  bucolic  hike  turned 
out  to  be  a  harrowing  climb  up  the 
Jungfrau — one  of  the  highest  peaks  in 
the  Swiss  Alps — that  left  the  two 
novices  at  times  wondering  if  they 
would  live  to  see  their  families.  The 
pair  endured  not  only  a  terrifying  1,500- 
foot  vertical  climb  up  a  glacier,  but  in 
McColl's  case,  leg  cramps  and  hyper- 
ventilation attacks  from  the  altitude, 
and  an  unnerving  100-foot  slide  that 
could  have  left  him  seriously  injured. 

As  chairman  of  Bank  of  America 
Corp. — the  $614  billion  megabank  formed 
by  the  merger  of  McColl's  Charlotte 
(N.  C.)  NationsBank  Corp.  and  San  Fran- 
cisco's venerable  BankAmerica  Corp. — 
the  feisty  ex-Marine  is  still  climbing 
heights  that  few  bankers  have  ever  ex- 
perienced. Thanks  to  his  savvy  dealmak- 
ing,  McColl  stands  atop  a  vast  empire 
of  4,500  branches  and  14,000  ATMs  holding 
8.6%  of  the  nation's  deposits — a  cushy 
three  percentage  points  more  than  the 
next  contender,  First  Union  Corp. 
TREACHEROUS  FOOTING.  But  like  his 
Swiss  excursion,  McColl  has  found  the 
footing  far  more  treacherous  than  he 
expected  17  months  ago  when,  on  the 
day  the  merger  was  unveiled,  he  boast- 
ed, "Bigger  is  indeed  better.  We're  not 
in  any  business  we  don't  understand." 
During  the  first  year  alone,  McColl  con- 
fronted a  rash  of  defections,  not  just 
from  the  former  BankAmerica  but  from 


the  Montgomery  Securities  unit  that  he 
had  acquired  the  year  before.  McColl 
has  also  been  tripped  up  by  a  $372  mil- 
lion writedown  taken  on  a  hedge-fund 
deal  initiated  by  the  former  BankAmer- 
ica management,  as  well  as  a  bad  bet  on 
interest  rates  that  has  saddled  him  with 
more  than  $2.4  billion  in  paper  losses  in 
his  bond  portfolio. 

But  for  McColl  and  his  troops,  there's 
no  turning  back.  And  with  just  under 
two  years  left  until  retirement,  the  64- 
year-old  McColl  is  now  facing  the  final 
hurdle  he  needs  to  secure  his  legacy: 
to  tie  his  disparate  acquisitions  together 
and  prove  that  he  can  deliver  the  elu- 
sive payoff  from  two  decades  of  ag- 
gressive dealmaking.  According  to  Sa- 
lomon Smith  Barney  analyst  Henry  C. 
Dickson,  Bank  of  America's  operating 
income,  on  a  per  share  basis,  has  grown 
by  an  average  of  7.3%  annually  in  the 
1990s  vs.  the  10.9%  mean  of  the  50 
largest  banks.  That  woeful  performance 
has  left  McColl's  stock  lagging  behind 
the  rest  of  the  industry  (table). 

Yet  in  some  ways,  the  task  facing 
McColl  has  become  even  tougher.  While 
many  past  acquisitions  succeeded  large- 
ly on  McColl's  ability  to  slash  costs,  his 
latest  deals  for  BankAmerica,  Mont- 
gomery, and  Florida's  Barnett  Banks 
Inc. — all  among  the  largest  and  most 
expensive  in  banking  history — will  test 
McColl's  mettle  as  a  marketer,  as  he 
tries  to  generate  new  profits  by  cross- 
selling  more  products  to  his  vast  cus- 
tomer base.  Yet  some  of  McColl's  long- 
time rivals  remain  unconvinced  he  can 
develop  synergies  from  his  latest  acqui- 
sition. Edward  E.  Crutchfield  Jr.,  chair- 
man of  crosstown  rival  First  Union,  not- 
ed in  a  recent  broadcast  to  his 
employees  that  McColl  is  "going  to  have 
to  find  a  model  that  is  going  -to  work, 
because  just  getting  bigger  as  a  tradi- 
tional bank  will  not  work." 

McColl  readily  acknowledges  that  it's 
a  new  ballgame — -and  that  the  massive 
buildup  of  the  past  two  decades  is  mere- 
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I,   a  prelude  for  what  lief  ahead.  In 

deed,  the  m;m  who  -truck  fear  into  the 
heart,  of  rival  banks  -who  worried  lh;ii 
they  were  always  one  misstep  away 
from  being  i'orcc<\  to  sell  to  McColl — 
now  vows  that  he  has  bought  his  lafll 
bank.  "There  are  no  deals  left  in  my 
quiver,"  McColl  says,  in  an  interview 
from  his  Charlotte  headquarters  office. 
"We've  expended  tremendous  amounts 
of  energy  and  money  hammering  to- 
gether a  franchise  and  not  exploiting 
it.  Our  opportunity  lies  now  with  the 
customers  we  have."  That's  a  message 
that  McColl  has  drilled  into  his  execu- 
tives. "You  don't  hear  Hugh  talking  as 
much  about  size  these  days  as  about 
our  return  on  equity,"  says  Michael  J. 
Murray,  president  of  global  corporate 
and  investment  banking. 

There's  a  lot  to  exploit  now:  Thanks 
to  his  flurry  of  acquisitions,  McColl  has 
his  foot  in  the  door  of  more  than  2  mil- 
lion businesses,  including  85%  of  the 
500  largest  U.  S.  companies.  Likewise, 
30  million  households — one  out  of  every 
three  homes — now  have  an  account  at 
Bank  of  America,  a  franchise  that  the 
ever-immodest  McColl  crows  is  "un- 
matchable."  So  pervasive  is  BofA's  role 
now  in  the  U.  S.  economy  that  the  bank 
processes  more  than  25%  of  all  checks, 
credit  cards,  and  ATMs  and  other  elec- 
tronic transactions  in  the  country — more 
than  the  Federal  Reserve  itself.  When 
the  merger  dust  settles,  Bank  of  Amer- 
ica "will  become  a  major  consumer 
banking  powerhouse,"  predicts  ING  Bar- 
ings analyst  Andrew  B.  Collins. 
DYNAMO.  It  has  been  an  extraordinary 
odyssey  for  McColl,  a  5-foot,  6-inch  dy- 
namo who  was  steered  toward  Nations- 
Bank's predecessor  by  his  iron-willed  fa- 
ther. McColl's  dad  decided  that  he  didn't 
need  Hugh's  help  running  the  family's 
small  bank  in  rural  Bennettsville,  S.  C. 
He  would  be  proud  now:  Since  taking 
the  helm  of  the  old  ncnb  in  1983,  McColl 
has  acquired  more  than  50  Sunbelt 
banks— and  still  displays  their  charters 
outside  his  door  like  so  many  big-game 
trophies. 

But  much  like  his  great-grandfather, 
who  created  the  ambitiously  named 
South  Carolina  &  Pacific  Railroad,  Mc- 
Coll long  perceived  California  as  his 
manifest  destiny.  And  even  now,  Mc- 
Coll sees  a  lot  of  fertile  ground  in  the 
old  BankAmerica  franchise,  whose  typi- 
cal customer  held  only  an  average  1.6 
banking  and  other  financial  products — 
well  below  the  3.0  average  for  Nations- 
Bank. Already,  Bank  of  America  is  ex- 
pecting to  generate  $8  billion  in  new 
loans  from  a  15-year  mortgage  prod- 
uct— used  largely  by  customers  for  debt 
consolidation — that  McColl  &  Co.  intro- 
duced in  California  after  the  merger. 

But  even  for  an  old  pro  like  McColl, 
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BAD  SLIPS  WHILE  BUILDING  THE  BIGGEST  BANK 


JUNE  30,  1997  Unable  to  woo  Wall 
Street  investment  bankers  to  his 
NationsBank  Corp.,  McColl  pays 
$1.3  billion  to  acquire  Montgomery 
Securities,  a  respected  San  Francis- 
co firm  with  a  specialty  in  high-tech 
and  other  growth  industries. 

APRIL  13,  1998  After  several  years 
of  off-and-on  talks,  McColl  agrees  to 
a  "merger  of  equals"  with  David  A. 
Coulter,  president  of  the  San  Fran- 
cisco-based BankAmerica.  The  deal 
is  unveiled  at  a  festive  press  confer- 
ence at  New  York's  Waldorf  Astoria 
Hotel.  Shareholders  for  both  banks 
approve  the  deal  in  late  September. 


SEPTEMBER  21,  1998  Montgomery 
CEO  Thorn  Weisel  resigns  after  a 
power  struggle  with  McColl's  head- 
quarters staff.  Four  months  later,  he 
starts  his  own  firm.  Over  the  next 
year,  roughly  half  of  Montgomery's 
partners  leave  as  well. 

digesting  the  old  BankAmerica  is  prov- 
ing a  daunting  task.  Given  the  breadth 
of  the  new  Bank  of  America,  even  Mc- 
Coll has  told  subordinates  wistfully  that 
he  can  no  longer  "manage  by  walking 
around,"  as  he  did  for  years.  (Jokes 
one  Charlotte  executive:  "If  you  ever 
held  a  staff  meeting  with  the  doors 
shut,  you  could  always  count  on  Hugh 
coming  through  the  door  to  see  what 
was  going  on.")  While  McColl's  swat 
team  has  already  merged  the  old 
BankAmerica  branches  in  Texas  and 
the  Southwest  into  the  old  Nations- 
Bank computers,  they  won't  finish  ab- 
sorbing all  of  the  West  Coast  branches 
until  early  2001.  James  H.  Hance  Jr., 
the  bank's  chief  financial  officer,  admits 
that  "one  of  the  greatest  frustrations 
we  have  in  our  company  today  is  that 
we  are  looking  at  a  2/<-year  time  frame 
for  the  transition." 


A 


OCTOBER  14,  1998:  Two  weeks 
into  the  merger,  BofA  stuns  Wall 
Street  with  a  $372  million  write- 
down of  a  troubled  hedge-fund 
loan-an  unusual  deal  that  President 
David  A.  Coulter  had  personally 
arranged.  Speculation  mounts  on 
Wall  Street  that  Coulter  or  other 
BofA  executives  will  take  the  fall. 

OCTOBER  20,  1998: 

Bank  of  America  di- 
rector and  long-time 
McColl  confidante 
W.W.  "Hootie"  John- 
son flies  to  San  Fran- 
cisco and,  over 
breakfast,  secures 
Coulter's  resignation. 
Other  top  San  Francisco  executives 
also  depart   in  coming  months. 

There's  no  doubt  that  the  payoff  is 
coming  a  little  slower  than  expected. 
Second-quarter  profits  fell  17%,  to  $1.92 
billion,  largely  on  merger-related  ex- 
penses. And  thanks  to  the  heavy  costs 
associated  with  consolidating  the  two 
banks — including  a  series  of  moves  by 
McColl  to  scale  back  his  new  bank's  in- 
ternational exposure — analysts  have  al- 
ready lowered  their  earnings  estimates 
16%  below  what  Bank  of  America  offi- 
cials first  promised  last  April.  As  a  re- 
sult, most  investors  are  taking  a  wait- 
and-see  approach.  Bank  of  America's 
stock  is  trading  at  a  mere  13  times  this 
year's  projected  earnings,  vs.  16.4  for 
Citigroup  and  18.1  for  Wells  Fargo. 

What's  more,  the  21%  year-over-year 
rise  in  nonperforming  assets — coming 
in  a  booming  economy — is  leading  some 
analysts  to  question  whether  the  bank 
might  be  stretching  on  the  credit  front 


4meric 


0) 


Bank  of  Airteri 


S®l 


I     Bank  of  America 


APRIL,  1999:  The  merger  starts  tl 
take  hold:  Bank  of  Amenta  beginj 
one  of  the  largest  signage  change! 
in  history.  After  decades  of  dealml 
ing,  McColl  is  now  focusing  on  de[ 
ering  strong  earnings. 

SOURCE:  BW 

as  well  to  meet  Wall  Street's  ex 
tions.  "They  are  having  to  str 
meet  their  numbers,"  surmises  E 
Jones  analyst  Michael  Ancell. 
the  economy  turns  down,  we're  go: 
see  more  credit-quality  problems 
alysts  are  tracking  the  bank's  ex 
to  such  troubled  borrowers  as  foo 
retailer  Just  For  Feet  Inc.  and  IV 
steelmaker  ahmsa,  as  well  as  its 
icant  financial  exposure  to  nursing- 
operators,  many  of  whom  are  stru 
to  adapt  to  Medicare  cutbacks, 
maintains  that  the  bank  hasn't  co 
mised  its  credit  policies,  and  note 
performing  assets  fell  slightly  i 
second  quarter. 

Still,  McColl  believes  there's  a 
opportunity  for  banks  like  his  ti 
prove  on  the  industry's  spotty  r 
for  service.  And  Bank  of  America 
above  reproach:  Its  acquisition  of 
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MISSION 


Manage  the  endless 


information  that  /sthe 


business  as  efficiently 
as  the  systems,  networks 
and  apps  that  run  it. 


Let  it  flow  /The  Division  Head  is  banking  everything 
on  the  new  line.  Customers  are  clamoring  for  details. 
Marketing  is  capturing  data.  Finance  is  crunching  the 
numbers.  Today,  business  runs  on  information.  And 
IT  has  to  keep  all  of  it  available.  All  the  time.  Relax. 
Tivoli  Management  Software  offers  a  centralized  view 
of  data  across  multiple  systems,  applications  and 
SANs.  Plus,  if  any  data  should  get  derailed,  it  can  be 
quickly  and  easily  recovered  to  get  you  right  back 
on  track.  That's  why  IT  chose  an  integrated  storage 
management  solution  from  Tivoli  Systems  Inc.,  an  IBM 
ompany.  1  888  TIVOLI-1.  www.tivoli.com/storage 


Tivoli 


Manage.  Anything.  Anywhere. 


sirred  ii  Mi. niiAjnd  Manage  Anything  AnywjUe  I ,  livoh  Systems 
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McColl  is  trying  to  build  fee-related  businesses  by  era 
marketing  everything  from  mutual  funds  to  mortgagi 


nett  Banks  Inc.  in  Florida  was  initially 
plagued  by  software  snafus  that  fouled 
up  customer  statements  and  employee 
cuts  that  created  interminable  waits  at 
branches — all  of  which  triggered  with- 
drawals that  cost  McColl  &  Co.  at  least 
two  precious  points  of  market  share  in 
Florida.  McColl's  new  mission:  To  "re- 
define banking,"  he  says,  "and  make  this 
bank  work  for  customers  and  clients  as 
no  other  bank  before." 

Already,  McColl  has  commissioned  a 
flurry  of  initiatives  to  do  everything 
from  speeding  up  and  simplify- 
ing the  often  tedious  task  of 
getting  a  loan  to  empowering 
branch  employees  to  resolve 
most  customer  disputes  on  the 
spot.  To  prevent  its  customers 
from  drifting  to  Fidelity  In- 
vestments or  Vanguard  Group, 
Bank  of  America  is  offering 
more  mutual  funds  managed  by 
respected  outside  managers  like 
Putnam,  Invesco,  and  Thomas 
Marsico,  the  former  Janus 
Funds  whiz  who  now  runs  his 
own  shop. 

FAST  TURNAROUND.  What's 
more,  by  consolidating  the 
bank's  vast  account  databases 
onto  a  single  system,  McColl 
hopes  by  next  year  not  just  to 
start  providing  on-the-spot  ap- 
proval for  mortgages  and  other 
loans  to  many  current  cus- 
tomers, but  to  actually  cut  the 
check  within  hours — a  feat  that 
few  other  large  banks  can  pull 
off  on  any  scale.  And  Bank  of  America 
is  working  feverishly  to  provide  busi- 
ness customers  with  real-time  notifica- 
tion of  account  activity — such  as  the  re- 
ceipt of  a  critical  check — at  first  by  fax, 
but  soon  after  by  E-mail,  cell  phone,  or 
PalmPilot. 

McColl's  moves  to  cross-market 
everything  from  mutual  funds  to  mort- 
gages is  also  critical  for  other  reasons — 
namely  to  help  Bank  of  America  build  a 
more  stable  stream  of  fee-related  busi- 
nesses. For  all  its  bulk,  McColl's  new 
Bank  of  America  is  basically  still  an 
oversized  regional  bank  that's  too  de- 
pendent on  the  volatile  lending  busi- 
ness. For  all  its  moves  to  diversify, 
Bank  of  America  will  still  derive  57%  of 
its  revenues  this  year  from  interest- 
rate-sensitive  activities,  vs.  41%  for 
Chase  Manhattan  and  18%  for  J.  P.  Mor- 


gan &  Co.  And  as  long  as  the  yield 
curve  is  still  relatively  flat — the  recent 
rise  in  rates  notwithstanding — Bank  of 
America's  margins  and  its  revenue 
growth  will  remain  under  pressure. 
Collins,  the  Barings  analyst,  projects 
Bank  of  America's  revenues  wall  grow 
only  4%  through  2002,  vs.  18%  for 
Morgan. 

McColl's  most  ambitious  efforts  to 
boost  fee  income  are  coming  on  the  cor- 
porate side,  where  he's  aggressively  ex- 
panding his  reach  into  underwriting  and 


WEISEL 


itgomery  Securities  founder  quit 


merger-advisory  services — all  supported 
by  the  largest  trading  floor  outside  of 
New  York.  And  rather  than  having  a 
bevy  of  its  bankers  and  investment 
bankers  all  separately  knocking  on  a 
customer's  door,  Bank  of  America  is 
moving  to  offer  these  services  in  a  fully 
integrated  fashion.  "No  one  else  has 
done  that.  Not  Citigroup,  no  one," 
boasts  Hance.  Nor,  adds  Hance,  can 
they.  "Chase  doesn't  have  equity  pow- 
ers. Morgan  Stanley  and  Goldman  don't 
have  the  balance  sheets  or  capital  struc- 
ture to  be  a  lender." 

Already,  the  new  Bank  of  America 
is  becoming  a  force  to  be  reckoned  with 
in  the  lucrative  loan-syndication  and 
leveraged-loan  markets,  where  it  has 
established  a  virtual  lock  on  middle- 
market  deals.  "They've  gained  a  lot  of 
credibility  in  a  short  period  of  time," 


notes  Jim  Davis,  president  of  Lo; 
ing  Corp.  "A  lot  of  cfos  and  tre, 
that  might  before  have  gone  to 
are  now  going  to  them."  And 
sprawling  network  of  4,500  bran 
21  states,  the  creation  of  the  fir 
coast-to-coast  bank  has  been  a  b 
companies  with  far-flung  operatior 
ticularly  retailers  like  McDonald's 
who  can  now  rely  on  a  single  h 
handle  cash  deposits  for  half  the] 
try.  "Having  a  nationwide  netwi 
gathering  cash  and  putting  it1 
spot  should  increase  ou 
ciency,"  notes  McDonald': 
surer  Carleton  D.  Pearl 
CULTURE  CLASH.  At  first, 
gomery — a  respected  bo 
investment  bank  also  ba 
San  Francisco — was  su 
to  be  at  the  center  of  thi 
grated  strategy.  But  in  a 
of  months  after  it  was  ac 
in  1997,  Montgomery's  m: 
started  clashing  with  Chs 
over  everything  from  pi 
salaries  to  the  firm's  prie 
collection.  Tensions  came 
head  last  September 
eve  of  the  merger  betwee 
tionsBank  and  the 
BankAmerica — when  Edw 
Brown  III,  a  key  McCol 
tenant,  moved  to  consolida 
high-yield  and  private  equ 
forts  of  these  entities  b 
Charlotte.  But  when  I 
gomery  founder  and  ceo 
Weisel  phoned  McColl  to 
plain  that  he  was  being  relegatec 
bit  player,  McColl  responded:  "Th 
thought  we  bought  you."  Weise 
and  launched  his  own  firm — taking 
than  a  dozen  partners,  and  key  c 
like  Yahoo!,  with  him. 

Clearly,  the  turmoil  at  Montgc 
has  taken  its  toll  on  McColl's  ir 
ment  banking  ambitions:  With 
than  half  of  Montgomery's  67  par  \ 
now  gone,  headhunters  say  that  Bz 
America's  new  investment  banking  p 
Carter  McClelland— a  Wall  StreeJ 
eran  who  most  recently  buil 
Deutsche  Bank's  Wall  Street  arm- 
been  forced  to  dangle  packages 
$6  million  a  year  to  woo  bankers 
from  rival  firms.  Worse,  many  old  ] 
gomery  clients  remained  fiercely  lo; 
Weisel.  "I'm  not  even  sure  who  t 
over  there  sometimes,  whereas 
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TRANSAMERICA 
PREMIER  FUND 

TOTAL  RETURN 

SINCE  INCEPTION 

(10/2/95) 

AS  OF  6/30/99 

ONE  YEAR  AS  OF 
6/30/99 

AVERAGE  ANNUAL  TOTAL 

RETURN  SINCE  INCEPTION 

(10/2/95) 

AS  OF  6/30/99 

MORNINGSTAR  OVERALL 

RATING™ 

AS  OF  6/30/99 

EQUITY  FUND 

182.76% 

22.48% 

31.96% 

•    •    •    •    • 
MORNINGSTAR 

Rated  among  3,043  domestic 
equity  funds 

BALANCED  FUND 

I    14.05% 

15.53% 

22.51% 

•    *    •    •    • 
MORNINGSTAR 

Rated  among  3,043  domestic 
equity  funds 

INDEX  FUND 

148.29% 

22.31% 

27.46% 

•    •    •    •    • 
MORNINGSTAR 

Rated  among  3,043  domestic 
equity  funds 

v(  'Recent  five-star  ratings  for  the  Transamerica  Premier  Equity,  Balanced  and 

Index  Funds  have  caused  a  lot  of  excitement,  not  to  mention  a  bit  of  jealousy. 

To  learn  more  about  these  exceptional  funds,  call  1-800-892-7587,  ext.  1661.  TRANSAMERICA 

PREMIER  FUNDS 
Past  performance  is  no  guarantee  of  future  results.  vro-w.transamericafunds.com 

Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  and  are  subject  to  change  each  month.  Five  stars  is  the  high- 
est rating,  representing  the  top  10%  of  funds  in  its  broad  asset  class.  Morningstar  ratings  are  calculated  from  a  fund's  3-year  average  annu- 
al returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance 
below  90-day  Treasury  bill  returns.  Ratings  are  for  the  investor  share  class  only,  other  classes  may  vary.  Performance  for  the  Premier 
Index  Fund  includes  reduced  fees  and  expenses  which  may  have  improved  the  fund's  ranking.  Investment  returns  and  principal  values 
vary,  and  you  may  have  a  gain  or  loss  when  you  sell  shares.  For  more  complete  information,  including  risks  and  expenses,  call  for  a 
prospectus.  Read  it  carefully  before  you  invest.  Transamerica  Securities  Sales  Corporation,  Distributor. 
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All  you  want  is  a  simple  solution  that  works. 
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and  come  up  with  a  networked  printing  solution 
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Finance 


Weisel  knows  us  well,"  says  Mirage  Re- 
sorts Chief  Financial  Officer  Daniel  R. 
Lee.  "Why  should  I  call  a  stranger  and 
ask  his  opinion  just  because  his  busi- 
ness card  says  Bank  of  America?" 

As  a  result,  Sanford  Robertson — 
whose  own  investment  bank,  Robertson 
Stephens  &  Co.,  was  sold  to  the  old 
BankAmerica  in  1997  and  then  resold 
to  BankBoston  Corp.  last  year — now 
estimates  that  Montgomery  is  worth 
less  than  half  the  $1.8  billion  McColl 
paid  just  two  years  ago.  Bank  execs 
dispute  Robertson's  estimate.  "How 
would  Sandy  Robertson  know?  He's 
got  his  own  problems  with  Bank- 
Boston,"  counters  Hance,  who  points 
to  the  117%  second-quarter  rebound  in 
corporate  banking  fees  as  evidence  that 


the  new  hires  are  bringing  in  new 
business.  Bank  executives  argue  that  if 
such  clashes  were  inevitable,  it  was 
best  they  played  out  quickly.  "As  Hugh 
says,  'I'd  rather  run  through  fire  than 
walk  through  it  anytime,' "  shrugs 
President  Kenneth  D.  Lewis,  who  is 
now  viewed  as  McColl's  heir  apparent. 
"I  am  very  pleased  at  where  we  are. 
Montgomery  is  distant  in  my 
memory." 

ONE  VOICE.  And  while  rivals  like  Citi- 
group have  their  lending  officers  and 
investment  bankers  making  joint  cus- 
tomer calls,  Brown  believes  that  BofA's 
approach — appointing  a  single  lending 
officer  to  sell  various  capabilities — will 
enable  the  bank  to  speak  with  one  voice. 
"I  think  you're  going  to  get  better  mu- 


sic out  of  an  orchestra  that  has| 
ductor,"  he  says.  Murray  agree 
one  has  done  this  properly  yet," 
"But  if  we  can  get  this  right,  it  vj 
huge  competitive  advantage." 

McColl  still  faces  hurdles  to] 
the  pinnacle  of  banking.  But  hj 
quitting.  After  three  grueling 
scaling  the  Swiss  Alps,  McColl 
fellow  climbers  awoke  the  final 
to  a  panoramic  view  below  that 
to  justify  all  of  the  risks  they  had 
"Postcards  could  never  do  it  jt 
recalls  Snider.  Now,  in  the  twill 
his  storied  career,  the  sooner 
pulls  together  his  vast  empire,  th| 
er  he  can  enjoy  the  view. 

By  Dean  F\ 
Charlotte 


MUTUAL  FUNDS 


THE  BIGGEST  FUND 
YOU  NEVER  HEARD  OF 

Pension  heavyweight  TIAA-CREF  is  retailing  mutual  funds 

For  years,  the  Vanguard  Group  has 
preached  the  gospel  of  low 
costs  to  mutual-fund  in- 
vestors.  As   its   simple 
message  has  caught  on,  Van 
guard  has  become  the  nation's 
second-largest  and  fastest-growing 
fund    firm.    Now,    a    new   rival, 

known  by  the  unwieldy  acronym    ^     \L(U      W'flfcjyvll ;.':' 
challenging    this  """"* 


HT 


TIAA-CREF,     IS 

colossus  with  a  low-cost  mes 
sage  refined  over  eight  decades 
of  managing  pension  funds  for 
colleges,  universities,  and  non- 
profits. "No  one  has  ever 
competed  successfully  with 
Vanguard,"  says  Burton  J. 
Greenwald,  a  Philadel- 
phia mutual-fund  con- 
sultant. "Now,  for  the  I  ^LT/ 
first  time,  there  is  a 
competitor  with  enor- 
mous credibility." 
MAGELLAN  WHO?  Although  it  is  virtual- 
ly unknown,  tiaa-cref  is  no  upstart. 
With  $268  billion  under  management, 
tiaa-cref — which  stands  for  Teachers 
Insurance  and  Annuity  Association-Col- 
lege Retirement  Equities  Fund — is  the 
world's  largest  pension  system.  If  it 
were  a  fund  company,  it  would  rank  as 


the  nation's  fourth-largest.  And  its  flag- 
ship product — a  $123  billion  variable  an- 
nuity— dwarfs  Fidelity's  Magellan,  the 
nation's  largest  mutual  fund. 

Still,  while  tiaa-cref  is  a  giant,  it  is  a 
nobody  to  the  public.  That's  because  in 
1920,  Congress  granted  the  pension 
heavyweight  a  tax  exemption  that  was 


contingent  on  it  focusing  exclusi\ 
retirement  products  for  the  no| 
and  education  fields.  When  rival 
suaded  Congress  to  revoke  the 
tion  in  1997,  tiaa-cref  was  free  t<j 
new   businesses.    "We're    the 
largest  unknown  fund,"  says  CI 
vestment  Officer  Martin  L.  Leibc 
AMBITIOUS  ARRAY.  But  now  that 
exemption's  golden  handcuffs  are 
the  sleeping  giant  is  starting  to| 
its  presence  known.  As  if  to  ms 
for  its  late  start,  the  nonprofit 
troduced  an  ambitious  array  ofl 
products.  Over  the  past  two  years| 
cref  has  launched  six  mutual 
trust  company,  a  business  managind 
ey  for  state-sponsored*  college  s| 
plans,  and  a  low-cost, 
annuity  it  plans  to  tall 
tionwide  this  fall.  Th| 
2000 
brins 


new  mutual  funds  and  life  insuram  o 
signed  to  cover  estate  taxes.  All  ei 
the  low-cost  approach  Vanguan 
made  famous:  "We're  the  first  insti  la 
to  compete  with  Vanguard  on  qj. 
grounds,"  says  tiaa-cref's  chaii 
John  H.  Biggs. 

That  tiaa-cref  is  emulating 
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It's  not 


just  about 


having  unsurpassed 


levels  of 


Internet  security. 


■>  -. 


It's  about 


exchanging  information 


easily  with  people 


you  trust. 


ier  it's  with  your  colleagues  down  the   hall   or  those  around  the  globe, 
g  data  securely  is  imperative.  As  an  industry  leader  in  Internet  security, 
offers   end-to-end    solutions   that   significantly    reduce   the    risk   of   both 
^tlal  Internet  and  internal  network  breaches.  That  means  you  can  transmit 
^m-critical  data  over  the  Internet  as  a  cost  effective  solution.  Because  at  Sprint 
it  just  about  building  secure  networks.  It's  about  letting  you  build  secure 
nships.  Isn't  that  the  point  of  contact?  1-888-730-DATA  www.sprmt.com/business 


Sprint 

The  point  of  contact" 
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guard  isn't  surprising. 
Both  are  nonprofits  that 
charge  no  more  than  it 
takes  to  cover  their  ex- 
penses including  rent  and 
salaries.  And  each  relies 
mainly  on  an  investment 
approach  that  replaces 
high-paid  stockpickers 
with  formulas  that  me- 
chanically replicate  stock 
market  indexes,  such  as 
the  Russell  3000  and 
Standard  &  Poor's  500- 
stock  index. 

"VULTURE."  Principals  in 
both  outfits  admire  the 
other  company,  as  well. 
Vanguard  founder  John 
C.  Bogle  has  praised 
tiaa-cref  as  a  "low-cost 
vulture."  And  before 
tiaa-crek  began  ven- 
turing on  Vanguard's 
turf,  Biggs  frequently 
steered  the  company's 
pensioners  to  Vanguard. 
"We  share  a  deep  sense 
of  cheapness  on  the  part 
of  our  customers,"  says 
Leibowitz  of  his  rival. 

As  a  result,  consumers  pay  charges 
that  are  among  the  lowest  around. 
While  tiaa-cref  pockets  from  0.29%  to 
0.49%  for  every  $100  invested  in  its  mu- 
tual funds,  Vanguard  charges  0.28%,  on 
average.  That's  about  one  percentage 
point  less  than  the  industry's  norm  of 
1.37%. 

Although  1%  may  seem  insignificant, 
those  savings  give  investors  a  head 
start  that  compounds  over  time,  re- 
sulting in  a  powerful  performance  edge. 
Like  Vanguard,  TIAA-CREF  boasts  a 
strong  record.  Its  flagship  variable  an- 
nuity— 19%  of  which  is  in- 
vested overseas — had  an  av- 
erage annual  return  of  16.16% 
over  the  past  decade,  vs. 
13.85%  for  the  average  stock 
fund.  As  is  typical  of  TIAA- 
cref,  the  fund  uses  an  "en- 
hanced indexed"  approach. 
About  75%  of  its  assets  are 
indexed,  while  the  remainder 
are  managed  by  stockpickers. 

Like  the  pace  of  its  new- 
product  introductions,  tiaa- 
CREF's  goals  are  anything  but 
cautious.  Biggs  figures  that 
within  a  decade,  three  of  the 
new  businesses  could  be 
attracting  as  much  new  mon- 
ey as  the  pension  system, 
which  at  $265  billion  currently 
accounts  for  99%  of  the  firm's 


BIGGS:  Aiming  for  2%  of  the  mutual-fund  market  within  10  years 


assets.  Last  year,  pension  inflows  to- 
talled $7.9  billion. 

Clearly,  tiaa-cref  has  a  long  way 
to  go.  The  aftertax  annuity,  which 
Biggs  expects  to  capture  5%  to  10% 
of  the  market  in  five  years,  is  barely 
off  the  ground.  And  at  $1.5  billion,  the 
mutual  funds  are  far  from  their  $5  bil- 
lion breakeven  point;  and  they're  light 
years  from  the  $10  billion  in  annual  in- 
flows, or  2%  market  share,  that  Biggs 
thinks  is  feasible  within  a  decade.  Still, 
Biggs  is  undaunted.  "We  should  be- 
come a  major  player,"  he  says. 


The  L< 

[>ng  Road  A 

TIAA-CREF 

head 

VANGUARD 

FUND  ASSETS 

$1.5  billion 

$500  billion 

NUMBER  OF  FUNDS 

6 

89 

FUND  CUSTOMERS 

95,000 

14  million 

COSTS 

0.29%  to  0.49% 

0.28%,  on  average 

ADVERTISING 
BUDGET 

About  $10  million 
to  $15  million* 

$10  million 

INVESTING  STYLE 

Funds  combine 
indexing  and  active 
management 

Funds  are  either 
purely  indexed  or 
purely  managed 

*  In  2000 

DATA:  BUSINESS  WEEK 

To  do  so,  TlAA-( 
counting  on  si 
from  its  2.1  millio 
sion  customers,  w] 
resent  about  5% 
investing  public, 
a  pretty  good  pi 
start,"  says  Kenn 
Hoffman,  presid 
consulting  firm  ( 
Group  Ltd. 
SCHWAB  STORY. 
tract  a  wider  foil 
tiaa-cref  is  co 
fee-only  financial 
ners — a  tactic  tha 
guard  has  mastei 
sends  marketing 
sultants  to  plannei 
ferences,  and  the 
created  tiaa-cref 
tute  mails  ad 
scholarly  research 
vestment  topics, 
the  new  product; 
three-year  results 
planners  say  the 
recommend  them 
cref  has  "a  t 
track  record  and  1< 
penses.  They  shoi 
able  to  get  support  from  fee-onlj 
ners,"  says  Bob  Wacker,  a  plan 
San  Luis  Obispo,  Calif. 

To  broaden  its  distribution,  tia/ 
has  made  its  mutual  funds  avi 
through  Schwab's  huge  fund  sup< 
ket.  And  to  increase  its  visibilit 
firm  has  become  the  investment  a 
for  seven  new  state-sponsored  pro 
that  encourage  college  savings,  inc 
New  York's  and  California's. 

But  don't  look  for  the  unVi 
acronym  to  become  a  household 
anytime  soon.  That's  because,  in 
to  contain  costs,  tiaa 
won't  do  much  advertisir 
stead,  it  is  imitating 
guard,  whose  strong 
record  generates  enoug 
itive  press  and  word-of-: 
to  compensate  for  a  ti: 
budget. 

Is  Vanguard  nervous 
yet.  Sure,  tiaa-cref's 
products  are  making  the 
but  in  a  bull  market 
ored  of  low-cost  product: 
it  took  Vanguard  two  de 
before  it  became  a  sens 
Regardless,  the  botton 
for  investors  is  that  no  r 
how  fast  tiaa-cref  ex 
its  costs  won't  follow  s 
By  Anne  Ter\ 
in  Ne 
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DINERS  CLUB,  VOTED  #1 
REWARDS  PROGRAM,  AGAIN 

FREQUENT  TRAVELERS 
SURE  KNOW  HOW  TO  MAKE 
A  POINT. 


It  wasn't  surprising  when  the  readers  of  InsideFlyer  magazine  voted  our 
Club  Rewards"1  program  "the  best"  for  the  second  year  in  a  row.  After  all, 
everything  we  do  is  with  the  needs  of  the  frequent  traveler  in  mind.  That's   \ 
why  our  rewards  program  is  the  only  one  that  allows  you  to  earn  miles 
that  can  be  redeemed  on  every  major  U.S.  airline.  With  no  mileage  cap 
and  no  expiration  date.  Plus,  you  can  redeem  your  rewards  for  free  hotel 
stays,  vacation  packages,  or  name-brand  merchandise.  And,  of  course, 
the  Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  So  call  1  800  2  DINERS  today. 
See  for  yourself  what  all  the  fuss  is  about. 


||^  Diners  Club 
XfJ0  International 
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Finance 


COMMENTARY 

By  Patricia  Kranz  and  Margaret  Coker 

THE  TIDAL  WAVE  OF  GASH  GUSHING  OUT  OF  RUSSIA 


The  Russian  money-laundering 
scandal  is  grabbing  headlines 
around  the  world.  That's  no  sur- 
prise, since  it  has  all  the  elements  of 
a  juicy  story:  money,  drugs,  and  sex. 
Investigators  in  Britain  and  the 
U.  S.  believe  the  Russian  mafia  has 
used  the  Bank  of  New  York  to 
smuggle  as  much  as  $10  billion  out 
of  Russia.  Some  of  the  laundered 
money  comes  from  proceeds  of  ac 
tivities  such  as  contract  mur- 
ders, narcotics  trafficking 
and  possibly  prostitution, 
investigators  say. 

It's  horrible  publicity 
for  the  Bank  of  New- 
York.  But  $10  billion  is 
only  a  tiny  drop  in  the 
tidal  wave  of  capital 
that  has  gushed  out  of 
Russia  in  recent  years. 
Fitch  IBCA,  a  London- 
based  credit-ratings 
agency,  estimates  that 
$136  billion  was  taken  out 
of  Russia  from  1998  through 
1998.  Moscow-based  Troika  Di- 
alog investment  bank  calculates  that 
the  total  could  be  as  high  as  $500  bil- 
lion in  those  six  years.  So  even  a 
thorough  and  successful  investigation 
of  the  Bank  of  New  York — or  any 
other  bank  that  has  actively  courted 
Russian  business — is  unlikely  to 
make  much  difference.  The  powerful 
money  flows  will  continue  until  there 
are  drastic  changes  in  Russia. 
DEVILISH  DEAL.  There's  little  hope  of 
that  anytime  soon.  Russian  politicians 
are  gearing  up  for  parliamentary 
elections  this  December  and  presi- 
dential elections  next  July.  They  don't 
want  to  rock  the  boat  by  making  any 
major  changes.  That  poses  a  big  chal- 
lenge for  policymakers  in  the  West. 
They've  known  about  Russian  capital 
flight  for  years.  They  even  abetted  it 
by  looking  the  other  way  when  bil- 
lions of  dollars  of  aid  money  disap- 
peared into  the  pockets  of  corrupt 
bureaucrats  and  businessmen.  But 
they  thought  they  were  doing  the 
right  tiling  by  supporting  Yeltsin  as 
he  fought  off  Communist  challenges. 
And  they  wanted  to  prevent  chaos  in 
a  nuclear  power.  Now,  the  money- 
laundering  scandal  is  shining  a  harsh 
spotlight  on  their  Faustian  bargain. 


The  fact  is  that  Russian-style  capi- 
talism and  capital  flight  go  hand  in 
hand.  Members  of  the  resource-rich 
country's  business  and  political  elite 
are  stripping  Russia  of  its  assets, 
from  oil  to  aluminum  to  furs.  Over 
the  years,  they've  perfected  a  myriad 
of  ways  to  get  cash  out  of  the  coun- 
try, from  carrying  it  out  in  suitcases 
to  setting  up  elaborate  networks  of 
shell  companies  and  bank 


it's  also  often  a  way  to  limit  pay-j 
ments  to  the  Russian  tax  man. 
why  experts  believe  that  the  ma 
ty  of  the  capital  that  flows  out 
Russia  comes  from  companies  or  I 
dividuals  engaged  in  normal  econi 
ic  activity,  from  selling  oil  to  hamj 
burgers.  But  the  machinations  thi 
go  through  to  get  the  money  outl 
certainly  questionable — and  bend 
not  break  Russian  or  overseas  lai 


Only  reforms  that 
may  take  decades  can 
halt  the  flow  of  capital 

out  of  the  country 


accounts.  Even  ordinary  Russians 
find  ways  to  set  up  bank  accounts 
when  they  vacation  abroad. 

Why  does  everyone  from  govern- 
ment officials  to  street  cleaners  want 
to  get  their  money  out?  The  reasons 
are  political  and  financial  and  entirely 
logical.  Russians  have  a  legitimate 
basis  for  not  trusting  their  politi- 
cians. They  lost  their  savings  in  1992 
when  Boris  N.  Yeltsin's  economic  re- 
forms sparked  soaring  inflation.  Last 
year,  the  central  bank  promised  to 
reimburse  depositors  for  money  they 
lost  when  banks  collapsed  in  August. 
Most  are  still  waiting.     • 

Businesspeople  turn  to  offshore 
banking  as  a  way  to  contain  the  risk 
in  an  economy  where  the  banks  are 
unsound  and  corruption  is  fierce.  But 


Examples  abound.  For  years,  f< 
eign  investors  have  accused  man- 
agers of  Russia's  oil  and  metals  c( 
panies  of  cheating  shareholders  b] 
selling  commodities  on  world  mar 
kets  and  parking  the  proceeds  off- 
shore. In  another  scheme,  Russiar 
managers  set  up  an  offshore  shell 
company,  using  it  to  bill  Russian 
tomers  for  goods  to  be  imported, 
customers  prepay  with  a  wire  trai 
fer  to  the  offshore  company.  But  t 
goods  are  never  shipped,  and  the 
money  is  left  outside  Russia. 

What  could  stop  the  cascade  oi 
capital?  Probably  only  decades  of 
thorough  economic,  political,  and  1< 
reforms.  The  Clinton  Administrate 
and  the  International  Monetary  Ft 
should  admit  this.  It's  time  to  tell 
Russians:  "No  reforms,  no  money' 
Or  at  least  the  Administration  sho 
be  perfectly  up  front  about  policy 
goals  in  Russia.  If  the  West  is  wil; 
to  pour  money  into  Russia  because 
wants  to  preserve  stability  in  a  coi| 
try  full  of  nuclear  weapons,  just  sa 
so.  It's  time  to  stop  pretending. 

Kranz  and  Coker  have  reported\ 
Russia  since  1990. 
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With  over  100  European  dei 

we  make  your  business  our  I   isiness. 


s 


the  comfort  of  our  new  intercontinental  service. 


From  our  German  hubs,  we  can  take  you  to  over 
100  European  destinations  -  more  than  any  other 
airline.  And  we  make  it  easy  to  reach  Germany 
with  nonstop  flights  from  12  U.S.  cities,  as  well  as 
connections  from  all  over  the  U.S.  thanks  to  our 
Star  Alliance  partner  United  Airlines.  What's  more, 
our  new  intercontinental  service  improves  comfort 
in  all  classes.  In  Business  Class,  this  means  you 
work  with  ease  in  redesigned  seats  with  adjustable 
headrests,  greater  recline  and  more  leg  room. 
Fly  Lufthansa  and  enjoy  unparalleled  service  at 
competitive  prices.  For  reservations,  call  your  travel 
agent,  call  Lufthansa  at  800  645-3880  or  visit  us 
at  www.lufthansa-usa.com. 


Fly  on  Lufthansa  or  our  Star  Alliance  partner  United  Airlines  and 
you  can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More 
or  United  Mileage  Plus,  in  accordance  with  the  terms  and  conditions 
of  the  programs.  Lufthansa  Miles  &  More  members  can  earn  up  to 
1 .000  bonus  miles  when  they  purchase  tickets  on  our  website. 
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HP  Vectra  PCs  and  Windows  NT  Workstation. 
The  reliable  choice  for  business. 

You  count  on  your  computer  to  work  as  hard  as  you  do  -  so 
count  on  the  HP  Vectra  PC  running  Windows  NT  Workstation 
-  the  most  reliable  Windows  operating  system  available.' 
Windows  NT  Workstation  is  three  times  more  reliable  than 
Windows  95,  with  the  same  familiar  Windows  interface. 
Built  for  businesses  like  yours,  HP  Vectra  PCs  are  specially 
designed  to  maximize  the  performance  of  Windows  NT 
Workstation.  So  make  sure  your  next  HP  Vectra  PC  has 
Windows  NT  Workstation  preinstalled  -  that  way  you  can 
improve  productivity  -  and  get  the  break  you  deserve. 


www.hp.com/windows2000/desktop 
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HM  PACKARD 


Engineered  on  a  human  level. 


-porate  PCs:  Intel*  Celeron™  processor  366  MHz  up  to  Pentium*  III  processor  500  MHz  /  Microsoft®  Windows  NT  Workstation  4.0  /  64  MB  RAM  / 
HD  /  Up  to  Matrox®  MGA-G200  AGP  graphics  /  HP  TopTools  management  software  /  Starting  at  $94lt. 

u  buy  a  Windows  2000-Ready  PC:  Ready  with  Windows  NT  Workstation,  ready  with  300  MHz  or  more,  ready  with  64  MB  RAM  or  more.  For  more 
ee  www.hp.com/windows2000/desktop. 


Sports  Business 


BASKETBALL 


IS  ISIAH  THOMAS 
CRAZY  LIKE  A  FOX? 

He  sees  opportunity  in  a  cash-strapped  basketball  league 

IBBht'ivV  old    saying 

|  [about  how  to  make  a 

I    small    fortune,"    quips 

I    Charley  Rosen.  "Start 

with  a  large  fortune  and  buy  a 

cba  team." 

Rosen  ought  to  know.  He 
coached  in  the  low-budget  Con- 
tinental Basketball  Assn.  from 
1986-92  and  has  been  watching 
it  struggle  ever  since.  One  of 
the  biggest  surprises  about  the 
nine-team  league,  whose  fran- 
chises play  in  basketball  out- 
backs like  Boise,  Idaho,  and 
Yakima,  Wash.,  is  that  it's  still 
around  to  be  scoffed  at.  "TV 
deals  don't  exist.  Merchandising 
is  really  minor.  And  they  can't 
draw  fans,"  says  Rosen. 

That's  what  made  the  news 
of  Isiah  Thomas's  plans  to  buy 
the  cba  so  curious.  Thomas,  a 
former  National  Basketball  Assn. 
star  with  the  Detroit  Pistons  and 
until  two  years  ago  a  9%  owner 
of  the   Toronto    Raptors,   has 
agreed  to  acquire  the  entire 
league  for  $10  million.  In  an  era 
of  escalating  sports  franchise  val- 
ues, that's  chump  change.  But  it 
remains  unclear  whether  Thomas 
got  a  bargain  or  a  tax  loss. 
TWO  HURDLES.  Thomas  has  a 
two-part  plan  for  righting  the 
struggling  cba:  First,  have  the 
league  control  everything.  Second,  use 
his  personal  prestige  as  one  of  basket- 
ball's all-time  greats  to  forge  a  closer 
relationship  with  the  National  Basketball 
Assn.  "The  ultimate  dream,"  as  Thomas 
calls  it,  is  to  position  the  cba  as  an  offi- 
cial minor  league  for  the  NBA,  using  as  a 
model  farm  systems  for  Major  League 
Baseball    and    the    National    Hockey 
League.  If  Thomas  is  able  to  put  his 
plans  into  action,  the  league  could  be 
worth  as  much  as  double  the  purchase 
price,  says  John  Mansell,  a  senior  analyst 
at  Kagan  Media  Appraisals  Inc.  "You've 
got  to  believe  there's  a  lot  of  potential 
here,  especially  if  they're  able  to  move 


I        ^ 


THOMAS  (TOP)  AND  A  CBA  EXHIBITION  GAME:  Can  he 

turn  the  league  into  an  official  farm  system  for  the  NBA? 


into  larger  markets,"  says  Mansell. 
For  that  to  happen,  Thomas  needs 
the  cooperation  of  two  headstrong  part- 
ners: the  NBA  and  the  National  Bas- 
ketball Players  Assn.  NBA  Commission- 
er David  Stern  hasn't  embraced  the 
minor-league  plan  publicly,  but  he  clear- 
ly approves  of  the  cba's  new  leader- 
ship. "We've  told  Isiah  that  we've  sup- 
ported the  cba  in  the  past  and  as  soon 
as  his  situation  is  clarified,  we'll  sit 
down  and  look  for  ways  to  continue  to 
support  it,"  says  Stern.  "Anything  else 
at  this  point  is  premature."  The  players' 
union,  which  has  opposed  tighter  al- 
liances between  the  leagues  in  the  past, 


figures  to  be  an 
obstacle.  Says  Thomas 
mer  president  of  the 
"Every  successful  deal 
done  because  of  timing,  tir 
timing.  The  timing  is  righ 
this  kind  of  conversation 

Bonds  between  the  cba 
the  NBA  already  exist.  Since 
late  1970s,  the  cba  has  opei 
as  the  official  developmt 
league  of  the  NBA.  The  NBA 
it  to  train  refs,  and  NBA  t( 
get  to  sign  replacement  pla 
off  its  rosters.  (Since  1978, 
NBA  has  signed  players  from 
rosters  514  times.)  Last 
the  cash-strapped  cba  rece 
nearly  $2.5  million  from  the 
Thomas  envisions  a  m 
league  growing  to  includt 
affiliate  for  each  NBA  team 
Los  Angeles  Lakers,  for  e? 
pie,  would  have  a  farm 
learning  its  playbooks.  "Wh 
player  is  called  up,  he'd  fit  right 
your  system,"  says  Thomas. 

The  players'  union  sees  a  darker 
to  such  a  deal.  Union  leaders  fear 
NBA  teams  would  use  the  threat  of 
ishment  to  minor-league  affiliates 
way  to  more  tightly  control  play 
Thomas  says  that's  how  things  wor 
baseball  and  hockey.  The  union  also 
a  problem  with  any  plan  that  might 
ther  restrict  players  from  moving  fr 
between  teams. 

Still,  a  newly  constituted  cba  m 
address  a  union  concern:  what  tr. 
about  teenagers  leaving  school  for 
NBA.  Union  and  NBA  officials  are 
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There's  always  room  at  the  top. 

-Daniel  Webster 

What  makes  us  reach  for  the  stars?  What  makes  success  so  sweet?  For  over 

70  years,  our  business  has  been  helping  people  achieve  a  better  life.   We're 

American  General  Financial  Group.    50,000  men  and  women.   Over  $100  billion 

in  assets.   Helping  more  than  12  million  people  live  the  life  they've  imagined, 

with  retirement  services,  life  insurance,  and  consumer  loans. 

American  General.   Our  star  has  never  shined  brighter. 

Live  the  life  you* ve  imagined. 


American 

General 


Financial  Group 


99  American  General  Corporation,  www.amencangeneral  com  or  t(800)  AGC-1111 
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Mixing  Business  with  Pleasure  by  Lincoli 
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ACROSS 

L  " luxuriously" 

(see  ad  at  right) 

6.  Resign 

10.  Fitness  centers 

14.  Craze 

15.  "The  King  _" 

16.  Clinton's  hometown 

17.  Tool  in  computer  security 

19.  Datebook  entry:  Abbr. 

20.  Third-shift  hours:  Abbr. 

21.  West  Coast  airport 

22.  Not  canned  or  frozen 

23.  Fly  high,  as  profits 
25.  Reynolds  product 


27.  "Witch  of  Wall  Street"  Green 
29.  Frankfurt's  river 
30. ink  (losses) 

33.  Type  of  energy 

34.  Nonwoven  fabric 

35.  One  way  to  the  airport 

36.  Complaint  department 

39.  Buyer's  caveat 

40.  McDonald's  symbol 
4L  Balance-sheet  detail 

42.  Sacramento's  newspaper 

43.  Best-known  role  of 
Priceline. corn's  spokesperson 

44.  USX  product 

45.  Crafty 

46.  Twosome 


47.  Income  source  for  traveler's- 
check  issuers 

50.  Invite  into  one's  office 

51.  Small  dog 

54.  Business-jet  pioneer 

55.  Price  partner 

59.  Sore  spot 

60.  Kuwaiti  ruler 

6L  Important  name  in  American 
Express  history 

62.  Ergo 

63.  Unadorned 

64.  Elite  group 

DOWN 

1  Federal  investigators 


2.  Talk  wildly 

3.  SASEs,  for  example:  Ah 

4.  Publicize 
5. -care  center 

6.  OPEC  member 

7.  Windows  alternative 

8.  Testifier's  phrase 

9.  Major  Bolivian  export 

10.  Big  LCD  seller 

1 1.  The  Bishop  of  Rome 

12.  Killer (superior  so 

13.  Clockmaker  Thomas 
18.  In (subject  to  takeqj 

22.  Cooler  inside  a  compil 

23.  CPI  and  GDP 

24.  Another:  Sp. 

25.  Former  Independent 

26.  It  precedes  Stride  and 
follows  Aid 

27.  Where  DcLay  works 

28.  Corporate  cow 

29.  America's  #1  drug  mar 
turcr 

30.  Collect,  as  capital 

31.  Microsoft  spreadsheet 

32.  Japan's  legislature 

33.  Strikebreaker 

34.  Cornelius  Vanderbilt's  I 
business 

35.  Circuit  City  offering 

37.  Interoffice  delivery 

38.  Unit  charge 

43.  Do-it-yourselfer's  buy 

44.  Plaintiff 

45.  Merchandise 

46.  Big  name  in  backhoes 

47.  Unchanged,  as  stock  pri 

48.  Solidarity  name 

49.  Diamond  Head's  locale 

50.  Ruckus 

51.  Memorable  word  in  Ivo 

52.  Golf-regulating  group: . 

53.  Math  subject:  Abbr. 

55.  Part  of  WWW 

56.  Physicians'  lobby:  Abbr. 

57.  Consumer-loan  initials 

58.  Canoe  paddle 


For  answers  to  this  puzzle: 

Turn  to  page  187  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 


LINCOLN 


www.  lincolnvehicles.com 


SSTO 


v"- '  Ml 


itly  and  luxuriously  in  Lincoln  Navigator,  the  world's  most  powerful  luxury  SUV  Tread  spaciously,  too.  Navigator  has  room  for  seven 
rows  of  leather-trimmed  seats.  Call  800  688-8898,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 


■models  built  after  12/8/98 


Lincoln  Navigator.  American  Luxury. 


HH 


Microsoft  went  looking  for  a 
partner  to  help  launch  their 
e-commerce  initiative. 


They  found  Rare  Medium  Inc. 

Now  that  millions  of  people  are  shopping  on  the  Web,  it's  time  to 
get  down  to  business.  The  business  of  selling  your  company's 
products  online.  When  Microsoft  created  their  Web  storefront,  they 
partnered  with  Rare  Medium  Inc.  to  create  a  custom  shopping 
environment  that  allows  shoppers  to  buy  directly  from  Microsoft  or 
to  link  seamlessly  to  a  Microsoft  channel  partner  for  purchase.  To 
find  out  how  Rare  Medium  can  provide  your  company  with  creative 
Internet  solutions  that  get  results,  give  us  a  call. 


1-888-RMEDIUM 

NEW  YORK  DALLAS  TORONTO 
LOS  ANGELES  ATLANTA 
SAN  FRANCISCO  PHOENIX 


f\ 


www.raremedium.com 


rare 


rare    medium    inc 


Internet  Know-how 


Sports  Busines 


i 


cussing  an  age  minimum  of  20  f< 
players.  That  could  set  up  the  CD 
training  ground  for  18-  and  19-yes 

Certainly,  the  cba  is  less  da 
than  the  NBA.  Teams  play  in  cozy 
and  have  nicknames  like  the  B< 
Sun  Kings,  and  Skyforce.  Crowi 
small — averaging  3,809  last  yeai 
rabid.  And  there  are  few  better 
for  long-range  jump  shooting  an 
bending  dunks.  "I  see  this  as  an 
ished  jewel,"  Thomas  says  with  a 
man's  bravado.  "A  lot  of  small 
want  quality  entertainment  but 
afford  the  high-priced  tickets  of  \ *;: 
sional  sports."  Indeed,  the  cba 
the  budget-conscious:  Courtside 
for  the  Idaho  Stampede  sell  for  $ 
WANDERERS.  Though  it's  been, a 
for  53  years,  the  cba  has  had 
media  exposure — its  last  major  T 
was  in  1994.  And  teams  tend  to  w 
More  than  60  clubs  have  folded 
past  20  years,  and  relocations 
most  as  common.  One  team  once 
the  regular  season  in  Florida,  anc 
qualifying  for  the  playoffs,  mov 
South  Dakota.  Players  earn  an  a\ 
of  $30,000,  but  owners  have  been 
to  slip  stars  an  extra  $500  und« 
table,  in  violation  of  the  league's 
cap.  "It's  the  Wild  West  of  pro  1 
ball,"  says  former  coach  Rosen. 

As  the  league's  sole  owner,  Tl 
plans  to  pare  expenses  and  woo 
rate  marketers.  That  might  seem 
tall  order  for  a  man  who  concentra  * 
pro  basketball  for  13  seasons.  But 
retiring  in  1994,  Thomas  has  be 
NBC  basketball  commentator,  and 
important,  a  successful  businessmai 
years  ago,  he  sold  his  stake  in  the 
tors  for  $12  million.  Now,  Thomas 
grew  up  in  poverty  in  inner-city  CI 
has  a  number  of  small-business 
ests,  including  a  company  that  suj 
disk  jockeys  for  corporate  parties 
E-commerce   startup,   isiah.com 
tends  to  think  very  strategically,') 
Rick  Inatome,  chairman  of  Inacom 
a  computer-services  company  bai 
Omaha  and  a  mentor  to  Thomas 
business  career. 

Thomas  got  interested  in  the  cb 
lier  this  year  when  league  Commi 
er  Gary  Hunter  asked  him  whethe 
consider  buying  an  expansion  frai 
in  Detroit.  Instead,  Thomas  sc 
sights  on  buying  out  the  league 
odd  investors.  Ever  since,  he  has 
explaining  to  friends  and  reporters 
he  would  want  a  league  with  a  < 
ered  past  and  an  uncertain  fi 
"That's  the  opportunity,"  Thomas  n 
"That's  the  opportunity." 

By  Mark  H 


Cis 


m 

Cor:. 


Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and  other  countries.  ©1999  Rare  Medium  Inc.  All  Rights  Reserved. 
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Reach  these  Business  Week  advertisers  on  the  Web: 


3T  Security  Systems 

.adt.com/business.htm 

AeroMexico 
ww.aeromexico.com 

Alta  Vista 
www.altavista.com 
in  Express  Small  Business 
5ncanexpress.com/smallbi2 
American  General 
www.agfg.com 

Aon 
www.aon.com 

APL 

www.apl.com 

BankRate.com 

www.bankrate.com 

BizRate.com 
www.bizrate.com 
EITLING  WATCHES 
www.breitling.com 

British  Airways 
vw.britishairways.com 

Chrysler 

'Ww.chryslercars.com 

Cisco  Systems 

www.cisco.com 

Comdial 

www.comdial.com 


Compaq 

www.compaq.com 
lomputer  Associates 
www.cai.com 
tauter  Science  Corporation 
www.csc.com 
Dassault  Falcon  Jet 
www.falconjet.com 
DELL  Computer 
ai       www.dell.com 
t|i       Deutsche  Bank 
www.db.com      , 
Diners  Club  US 
vww.dinersclub.com 


Ernst  &  Young 

www.ey.com 

Firstsource.com 

www.firstsource.com 

Flashcom 

www.flashcom.com 

Fujitsu  PC  Corporation 

www.fujitsu-pc.com 

GMC  OnStar 

www.onstar.com 

Goldman  Sachs 

www.gs.com 

Grey  Goose  Vodka 

www.greygoosevodka.com 

GTE  Internetworking 

www.internetworking.gte.com 

Hewlett-Packard  PSG 

www.hp.com 

Homewood  Suites 

www.homewood_suites.com 

IBM 

www.ibm.com 

Infinium  Software 

www.infinium.com 

Informix 

www.informix.com 

Intel 

www.intel.com 

Iomega 

www.iomega.com 

Iowa  Department  of  Economic 

Development 

www.smart.state.ia.us 

ITU  Telecom 

www.itu.int/TELECOM.com 

KOMATSU  LTD 

www.komatsu.com 

Lexus  Certified  Pre-Owned 

www.lexuscpo.com 

Lincoln 

www.lincolnvehicles.com 


LoanWise 

www.loanwise.com/bw 

Lufthansa 

www.lufthansa.com 

Motorola  Digital  DNA 

www.digitalna.com 

National  Discount  Brokers 

www.ndb.com 
Nissan  North  America,  Inc. 

www.nissan-usa.com 

NTT  DoCoMO  (NTT  MOBILE 

COMMUNICATIONS 

NETWORK  INC.) 

www.nttdocomo.com 

OnSale 

www.onsale.com 

Paine  Webber 

www.painewebber.com 

Panasonic 

www.panasonic.com 

Pandesic 

www.pandesic.com 

Principal  Financial  Group 

www.principal.com 

Prudential  Insurance  Company 

of  America 

www.prudential.com 

Prudential  Investments 

www.prudential.com 

Quantum 

www.quantum.com 

Radisson  Hotels  International 

www.radisson.com 

Ricoh  Company,  Ltd. 

www.ricoh-usa  .com 

Samsung  Electronics  Americas,  Inc. 

www.samsungmonitor.com 

SAS  Institute  Inc. 

www.sas.com 

Savin  Corporation 

www.savin.com 

Siebel  Systems 

www.siebel.com 


Siemens  Business  Services  GMBH 

www.siemenscordless.com 

Sina.com 

www.sina.com 

Sony  Electronics,  Inc. 

www.sony.com/displaysystems 

Star  Alliance 

www.star-alliance.com 

Sun  Microsystems 

www.sun.com 

T.  Rowe  Price 

www.troweprice.com 

Taiwan  Semiconductor 

Manufacturing 

Corporation  (TSMC) 

www.TSMC.com 

Tektronix 

www.coloratwork.com 

Teligent,  Inc. 

www.teligent.com 

Toyota  Motor  Sales 

www.toyota.com 

Transamerica  Premiere  Funds 

www.transamericafunds.com 

Trend  Mirco 

www.trend.com 

Tyco  International 

www.tyco.com 

United  Airlines 

www.ual.com 

United  Technologies 

www.utc.com 

Van  Kampen 

www.vamkampen.com 

ViewSonic 

Www.viewsonic.com 

Williams  Communications 

Solutions 

www.wilcomsol.com 

Xerox  Corporation 

www.xerox.com 

Zurich  Financial  Services 

www.zurich.com 


,v,,,%r;:W;^«; 


^MAZING  THAILAND 


This  year  mark*  the  King's  sixth  12-year  astrological  cycle  -  the  most  auspicious  milestone  in  a 
Thai's  lifetime.  Don't  miss  the  exciting  Thai  festivals  throughout  1999  in  Amazing  Thailand! 


SWEEPSTAKES 

EXPERIENCE  AMAZING  THAILAND  FOR  YOURSELF. 

Enter  to  win  a  free  vacation  for  two  including  Business  Class  travel,  Executive 
Suite  accommodations  for  nine  nights  in  Bangkok  and  Phuket  or  Chiang  Rai! 

Don't  let  this  incredible  opportunity  pass  you  by,  simply  go  to  ^^*^± 

http://www.thaisweeps.businessweek.com  to  register.        j  I     ■— \ 


Who  knows-maybe  you  will  be  the  lucky 
winner  of  this  "amazing"  sweepstakes. 


'%«t* 


; 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  20 
CHICAGO,  IL  60611 


Corporate  Gifts/Premiums 


No  time  to 
wait  for  a 
catalog?/ 


^t 


Order 
thousands 
of  unprintable 
business  gifts  online 
...  24  hours  a  day. 


PR0M0MART 

www.promomart.coiiVbw 

Enter  month];  t<>  win  $1,000  In  - 

Yisii 


Corporate  Gitts 


MAKE  A  BIG  HIT 

Lof|<>  &  Pelsoll.lll>".e<l  Ciolf  Ball 


UNbon. 

PRECEPT 
Pfnnackr 

MAXFLL 


To 
Order 
Call: 


'  I.D.  GOLF  BALLS 

1-888-ID  BALLS 

(1-888-432-2557) 


Logo  Tattoos! 


i 


^X#tf  -  - 


1000  Temporary  Tattoos  with  your  Logo, 
Just  S189.00!! 

plus  S10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"  x  2" 

Calico 

3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Business  Services 


:M»]rlJO:7:\i 


IN  DELAWARE 

$25 


ncorporate 

in  all  50  states. 

Quick,  easy,  affordable. 

incorporate  on-line  or  call  today 

800.940.3168 

Fax:  302.636.5454  •  WWW.LLC.COM 

CORPORATE  AGENTS,  INC. 


Telecommunication  Services 


my      mynumber 

Reaching  You  Not  A  Location 


mynumber  gives  you  a  single  number 
for  all  your  communications  needs.  One 
number  for  all  phone,  fax.  cellular  and 
pager  numbers  Toll-free  *  follows  you  to 
all  destinations  in  the  USA  and  Canada. 

9-way  conference  calling 

voicemail    faxmail 

speed  dialing    call  screening 

caller  ID    call  waiting 
All  accessible  from  any  phone. 


888-mynumber  (888-696-8623) 
www.888mynumber.com 


5.90  LONG 
DISTANCE!!! 

Calling  Card  w/o  Payphone  Surcharge! 

Incredible  International  Rates! 

Int'l  Rates  for  Mobile  Phones  Too! 

Info  &  Online  Signup  at  tbrC.COm 

Or  Call  800-739-0079 

Sales  Affiliations  Wanted! 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 

Buy»Sell«Trade  ■ 


ColorPto  •  DraftMaster  •  DeskJet 
DraftPro  •  DesignJet  •  Ruggedwriter 
Electrostatic  Plotters 
J  HP  9000/3000  Workstations  &  Personal  Computers 
Demo  &  Refurbished  Equipment 

800-638-4833 

Mtixkz  Email:  sales@dasher  com 


Internet  Services 


FREE  SIX  PAGE 
BUSINESS  WEBSITE 

Domain  Name  Registration 

Special  Limited  Offer 

Call  (toll  free) 

1-800-240-1533 


Logo  Apparel 


(GolfShirtsAsbwAs$ir95 

Denim  Shirts 

As  low  As  $16.95 

-    Call  For  FREE  Catalog 
800-670-3050 


www.sierramills.com 


Art 


Ancestral  Art 


Decorative  metal  sculpture, 
wall  hangings,  and  booKends 
for  the  home  and  office 
derived  from  primitive  art 
(cave  paintings,  rock  carvings, 
pottery  decorations). 
See  Our  W»b  Portfolio  And 
Online  Cultural  Information 


www .  ancestral .  com 


Artificial  Christmas  Trees 


Artificial  Christmas  Trees 
Giant  Sizes -9  ft -21  ft 


Buy  Direct/SAVE  40% 

30  Years  Mfg.  Trees 

3  Years  on  Internet 

No  Middleman 

Quantity  Discounts 

10-Year  Warranty 


TreeClassics.com 


Consulting  Service 


CODEBUSTERS INCORPORATED 

World  Class  Software  Consultants  that 
specialize  in  debug,  integration  and  test 
at  all  levels  Program  management, 
architecture,  design  and  code  from  start 
to  finish  Y2K  services. 
www.codebustersusa.com 
voice:  773-506-4440 
Cell:  847-275-6570 


Legal  Services 


Asset  Protection 


Corporations,  Ltd.  Partnerships,  LLCs 
Nevada,  Delaware,  Wyoming 
Offshore  Trusts,  Corps.,  Private  Banking 
Bahamas,  Cayman  Islands,  Cook  Islands 
Professional  -  Confidential 


Steven  Sears,  CPA  •  Attorney  at  Law 
714-544-0622  •  www.searsatty.com 


Catalogs/Marketing 


GET  YOUR  PRODUCTS 

INTO  MILLIONS  OF  MAIL 

ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market.  Please  call: 
Direct  To  Catalogs,  Inc. 

23  W  Walnut  St,  Hanover  PA  17331 

717-633-1850 


Business  Servic 


INC0RP0RR 


•  FREE  Information 

•  All  U.S.  States  and  Off! 
»  Attorney  owned  and  op  ■ 


www.corpcreations " 


1-800-672-9 


TRRDEMRr 


Ml 


CALL 

SAVE  30%  to 


BUSINESS  AN 
COMPUTER  CHE 


Ordering  is  easy!    . 
Just  pick  up  the  phone  and|'. 
Designer  Checks 

I  800  239  4087 

Fax   1-800-774-1  I 
WWW.designerchecks, 


Have  your  checks  &  deposit  tickets  in  front 
as  your  credit  card  You  can  tax  us  a  copy  0 
deposit  ticket,  &  we  will  call  to  confirm  your 


IOO%  Satisfaction  Cu. 


ALL  OFFSHO 
SERVICES 


Corporations  •  Private  mailbo 

Offshore  Stock  Brokerage  A 

Asset  Protection  •  Gold  Ma: 

www.asapbahamas. 

877-771-272 

A.S.A.P.  SERVICES 

Nassau,  Bahamas 


I 


arn- 


2141 


Need  a  La 


vnyrQop'  custom  0 

(—    >>■     LOGO,], 


Get 

Custom 
LOGO 

Visa/MC/Amex 

Toil-Free:  1-888-86* 


www.  1 800mylogc 


dt'T,; 

W  n 
Uriel 

M 

■ill 

LCiDI 


Business  OpportunJJ 


INVEST  lEa 
LAWSUITnes 


Unique  venture  capital  fi 
proven  system  for  inves 
pending  lawsuits.  Recruitii  < 
ners  nationally  to  offer  c ,, 
vices.   Lucrative,   part-tin 
only   for   the   serious.   $  t, 
required.  Call  for  FREE  nbmt, 
jam 

m 
I0( 


and  Information  Kit. 


1-800-951-96 

www.FutureSettlemen 


FOR  AD  RATES  AND  INFORMATION 
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fishing  Services 


iilish  Your  Book 

,  dition  of  quality.  Subsidy 

ujlisher  offers  publishing 

>r  books  of  all  types.  For 

r's  Guide  write  Dorrance- 

jimithfield,  Pittsburgh,  PA 

1-800-695-9.599 


Iness  Software 


DERS    WEB  ORDERS 


■edit  card  processing,  shipping,  A/R.  A/R 
ait  with  integrated  internet  e-mail  options, 
gement,  reporting,  list  management  and 
ir  you  need  for  order  raking  by  phone,  mail 
•wide  Web  in  one  simple  easy-to-use  and 

„_.  Windows  program  rrom  Dyaacamp. 

,. A  *  3666  or  visit  www.dvdacomp.com/bwk 

il  'Or/erManager 


>ss  Opportunities 

ORE  BANK 

iIforsale 

"REE  report" 
•0-733-2191 


L  L  D  W   I   D  E 

lit  i :  S  S     CONSULTANTS 


FSHORE 


Aids 


Fax  on  Demand 

(800)551-9105 

caS»» 


2141  Universalis] 

CORPORATE  SERVICES  ft^9i 

triex         www.ucservices.com 


EXPANSION 


company  is  now  setting 
ed  number  or  exclusive 
narket  our  products.  This 
e  opportunity  to  be  in 
business  and  make  70- 
,  Call  for  exciting  details. 


0-675-6144 


__ 


!  MONEY  AS  A 
MESS  FINANCE 
RNSULTANT 


tineas  Loans  and  Equipment 
$1,000  to  $10  million.  No 
Work  directly  with  National 
limited  earnings  potential  and 
■me. 
linute 
nar  and 
n  packet 

-800-336-3933 

>an  Consultants,  Inc.   ^ 


Mens  Footwear 


MEN:   BE  TALLER!! 


Tired  of  being 
Short?  Try  our 
quality  footwear 
HIDDEN  neight- 
increasing  feature 
INSIDE  shoe  No 
OVERSIZED 
HEELS!  Will  make 
you  Z3HAUE£dependir>g  on  style  QViRlM  STYLES  AVAILABU 


Extremely  comlortabie  Sizes  5-12  Widths  B-EEE  In  business 
over  55  years  MONEY-BACK  GUARANTEE.  Call  or  write  for 
FREE  color  catalog 

ELEVATORS*  U 

RICHLEE  SHOE  COMPANY  DEPT  BW99 
PO  BOX  3566  FREOERICK,  MD  2170S 


1 -800-290-TALL 


London  Apartments 

JT    LC1XCJRY    ^\ 

APARTMENTS 

IN  LONDON 

In  the  heart  of  London  spacious 

and  elegant  apartments  available. 

No  minimum  stay  and  far  less 

expensive  than  top  class  hotels. 

Business  facilities,  airport 

transfers,  cable  television  and 

theatre  tickets  are  a  few  of  the 

options  available. 

http://www.Manors.Co.OK  or 

contact  us  for  a  free  colour  brochure 

MANORS  &  CO 
i^  Tel:  1  800  454  4385  ^ 

^^Fax:011  44  171  486  6770/^ 


MEN'S  WIDE  SHOES 

EEEEEEEEE,  SIZES  5-13 

•  FREE  catalog 
•High  quality 
•160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55K  Hingham,  MA  02043 
1-800-992-wide   www.wideshoes.com 


E-Commerce 


ON-LINE 
WOOD  AUCTION 


Save  on  the  materials  you  need! 
Sell  the  products  you  don't! 
Fast,  safe,  neutral,  secure. 

•  Large  quantities  to  one-offs 

•  Tools  and  equipment 
Industry  news, 
free  newsletter! 


www.e-Wood.com/C9i 


Investment  Services 


The  Best  Online 
Trading  System  in 
the  Market  Today! 


Signal 


■Streaming  quotes 
■  Integrated  Trading 
■  Charts,  Analysis 
■  Free  Pager  Alerts 
■Nasdaq  Level  II 

1.800.426.4559 

www.esignal.com 

Data  Broadcasting  Coipofation  (NASDAQ  DBCC|E<1  1 145: 


Aviation/Fractional  Ownership 


A  SMILE  AND  A  FROWN  SOUND  EXACTLY 
THE  SAME  OVER  A  SPEAKERPHONE 


Some  things  just  can't  be  communicated  over  fiber  optic  cable. 

Andaur  Learjef  and  Challenger® business  jets  enable  the  modern 

CEO  to  capitalize  on  the  kind  of  face  to  face  interaction  that 

moves  businesses  forward.  For  more  information  regarding  the 

many  affordable  benefits  of  being  a  Flexjet®  fractional  owner, 

call  1-800-FLEXJET. 

rLEXmJKZ.it 

we  build  the  aircraft 
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Career  Opportunities 


I  |  n    BlRMINl  >HAM 
WATER  NX'  >Rks    IkiAKP 


General  Manager 

The  Water  Works  and  Sewer  Board  of  the  City  of  Birmingham  seeks  a  proven 
and  successful  individual  with  excellent  organizational  and  people  skills  to 
assume  the  position  of  General  Manager.  The  successful  applicant  will  lead 
one  of  the  country's  largest  publicly-owned  water  utilities  Qualified  applicants 
must  possess  a  Bachelor's  Degree.  Preference  will  be  given  to  the  following 
disciplines:  Engineering,  Finance,  Public  Administration,  Environmental  Management,  and 
Accounting  Although  experience  as  General  Manager  or  Assistant  General  Manager  of  a  water  util- 
ity is  not  a  requirement,  the  demonstrated  ability  to  operate  or  manage  a  company,  organization  or 
system  will  be  given  strong  preference  The  successful  applicant  should  also  have  earned  awards  or 
recognition  through  industry  participation,  community  service,  or  professional  societies,  and  have 
demonstrated  the  ability  to  manage  public-  and  media-related  issues  Salary  and  benefits  will  be 
commensurate  with  experience  and  education.  Please  forward  inquiries  to: 
Gorham  &  Waldrep.  PC.  Attention:  General  Manager  Application 
2101  6th  Avenue  North.  Suite  700  •  Birmingham,  Alabama  35203 

Requests  lor  applications,  or  inquiries  should  be  made  to  cwaldrep@gorham-naldrep.com. 
or  contact  Charlie  Waldrep  at  1.800.476.5128.  Applications  and  additional  information 
are  also  available  at  tvivw.ftwtvst.coni.  Equal  Opportunity  Employer  M/F 


Educational/Instruction 


Cruises 


Rushmore    Ail  ID  A 
University    IYiDM 

International  MBA  by  Distance 

Learning.  Flexible  curriculum. 

Bachelors  not  always  required. 

370  Anchor  Drive  Sle  250.  Dakota  Dunes 

SD  57049  US.  Phone.  605-232-6039 
Fax:  605-232-6011  bw@distancemba  com 

www.distancemba.com 

The  Leader  in  Distance 
Learning  for  20  Years 

•Associate-Bachelor-Master-Doctor 

Business  (Mgmt.  HRM,  Health  Care) 

Management  of  Technology. 

Pschology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW.  Santa  Ana.  CA  92705 
800-477-2254       www.scups.edu 

ABSOLUTELY  FREE 
EVALUATION 

www.businessbookmall.com 

has  books  and  great  free  stuff  for 
accounting,  economics,  basic  math, 
and  statisics  students  and  teachers. 
Some  relate  to  Peachtree".  SPSS" 
MINITAB'.  and  StataQuest'  software. 
Please  visit  our  web  store  or  call 
1-800-253-6595. 

Bachelor's  -  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 

Educational/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


•  Prestigious  British  University 

•  World  Leader  in  Distance  Learning 


^Leicester 


^University 

•  No  OM AT  required 

•  Local  support  center 

•  Flexible  Education  Financing  available 

•  Work  experience  cV  qualifications  considered 

•  Member  of  the  Association  of  Business  Schools 

•  Accredited  by  the  Association  of  MBAs 

•  Offered  under  Royal  Charter 


W 


Management 
Centre 


Tdi 

800-874-5844  •  email:  rdiusa@erols.com  •  WWW.rdi.CO.uk 


TRAVEL  WARNING 
Cruising  can  be  addictive. 


Once  you  step  aboard  a  cruise,  you'll  never 
want  to  take  another  land  vacation  again. 

\m-.i.  u'l    I'-uu.     \|«ull«i 

CRUISES  INC 


1-800-220-7823 


Education/Instruction 


FREE  MBA 

U.S.  Department  of  Education  UNITID  #434554 
University  of  Advanced  Research 

Tuition  Free  Education! 
Solid  MBA  Curriculum! 

Tel:  (808)  883-3827  •  Fax  (808)  883-1 1 55 

www.  uarhawaii.  com 


AWARD  WINNING 


EDUCATION 

MBA  &  MS  Degrees 
Executive  Education 


800.441.4746 

www.isfmu.edu 

Accredited  by  the 
Distance  Education  Training  Council 


Capital  Availa 


f     Financial  Professk 

HARDTOBORI 

Use  Collateralized 
Training  Program  Ava  V 

We  Locate  Funde 

for  Business  &  Real  I  L 

Tony  Abraham,  Esq.  -  R« 

Eric  A.  Klein,  Esq.  -Atty/] 

International  Develo 

Enterprises  Agency  (j 

Free  Information  Av 

Tel  +1-212-246-7 

Fax+1-212-262-C 


E-mail:  panglob@aol 
Website:  panglobal 


Financial  Servi 


to  $95 


www.instant-appro 


I 


t' 


No  Credit  Check  -  72  hr  Svce.  -  E 

100K  to  5  mil.  5.5%  -  Borrowing  A 

with  compensating  balance  d 


1^888-745-6752  ext  I 


lei 


JAPANESE  HEDGE  % 

We  are  a  pioneer  Japanes  heir 
Fund  with  sound  track  reci 
really  hedge  against  down! 

Tel:  +65-324-78  I 
Fax:  +65-324-5J 
e-mail:  ndcpl@pacific 

Home  Page:  http://homer.pacific.ni  !l0O 

si  Z 


$30,000 ,.  $500 

Start  or  expand  your  b 
with  a  business  loan  l 

Guaranteed  by  the  C  ^ 
www.business-capit; »" 

1-888-745-6756  Ex 


i 


Adventure  Trav ici 


ADVENTURE  C 


6  DAY  MONTHtV  CULTURAL  AOVENTUR 
8  DAY  CIGAR-SMOKING  ADVENTURE 

ADVENTURE       J(- 
PA8T  TRAVELER8 
REFERENCES  AVAIABll 
ON  REQUEST 
FULLY  LEGAL 
AND  E8C0RTED 
BY  WINGS 


WINGS  OF Tnt  ,.M] 
1-800-465-86871 
1-416-482-1223 

OPEN  SUNDAY  8-6  E.S.T.  I 


if. 
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)rts  Business 


COMMENTARY 


By  Mark  Hyman 


THE  UMPS  WERE  AN  EASY  OUT.  THE  PLAYERS  WON'T  BE 


ie  rap  on  Bud  Selig  be- 
ore  he  became  commis- 
ioner  of  Major  League 
Dall  was  that  he  didn't 
the  backbone  to  preside 
the  squabbling  Lords  of 
lame  and  the  spoiled  mil- 
'res  in  the  dugout.  They 
:  call  him  "Bud  lite"  for 


ml 

%■ 
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>w,  Seng's  role  in  squash- 
revolt  of  MLB  umpires  is 
g  a  lot  of  people  in  base- 
•eason  to  reassess  the 
nish.  From  the  owners' 
lpoint,  Selig  pushed  all 
ight  buttons.  In  July, 
I  50  umps  resigned,  effec- 
3ept.  2.  They  were  at- 
'ting  to  pressure  the  own- 

i]  nto  early  contract 
tiations  just  before  the 
season — but  Bud  refused 
-,  bullied.  Within  two 
:s,  all  were  crawling  back 

:j^heir  jobs  and  Selig  had 
a  mockery  of  Major 
jue  Umpires  Assn.  chief 
ie  Phillips  and  his  ill-fated  strate- 
^or  some  umpires,  the  about-face 
i  too  late,  though.  Baseball  re- 
:d  22  of  them  with  new  hires, 
ing  the  unlikely,  their  careers  as 
eague  umps  were  scheduled  to 

j  |]1  on  the  date  they  selected. 

LINEUP.  How  sweet  it  must  be 
.he  owners,  who  have  a  history  of 
'(  Jig  beaten  at  the  bargaining 

pjf  ,j.  In  fact,  Phillips  has  bested 


iG4 


to 


ball  several  times — most  notably 
1  locking  the  ouster  of  umps  who 
ooor  evaluations.  And  the  players 
clobbered  owners  in  every  round 
irgaining  since  the  dawn  of  free 
*icy 

r,  lit  a  lot  has  changed  in  baseball's 
£  utive  suites  since  the  disastrous 
lockout  that  wiped  out  a  thrilling 
lant  race  and,  for  the  first  time, 
A  eled  a  World  Series.  Selig  has  set- 
in  as  permanent  commissioner 
SiiM  has  assembled  a  roster  that  in- 
|  es  Chief  Operating  Officer  Paul 
/'  ston  and  Executive  Vice-President 
*  J  baseball  operations  Sandy  Alder- 
Both  are  widely  respected  front- 
e  veterans, 
long  with  Rob  Manfred,  mlb's  la- 


TOSSED  OUT:  Baseball  saw  a  chance  to  clean  house 


bor-relations  lawyer,  this  is  the  lineup 
that  has  made  Phillips  look  like  a 
rookie.  It's  the  same  team  that  will 
negotiate  with  the  Major  League 
Baseball  Players  Assn.  The  current 
deal  between  owners  and  players  runs 
through  the  2000  season,  with  a  play- 
ers' option  for  continuing 
it  through  the  2001  sea- 
son. 

Of  course,  the  players, 
with  immeasurably  more 
leverage  than  the  umps, 
won't  be  so  easily  outma- 
neuvered.  And  odds  are 
they  won't  commit  as  un- 
pardonable an  error  as 
Phillips  did  with  his  res- 
ignation strategy.  The 
disarray  within  the  union 
over  resigning  made  it 
easy  for  owners  to  turn  a 
deaf  ear  to  perhaps  legit-    ' 
imate  demands,  including  higher  pay 
and  harsher  treatment  for  players 
who  mistreat  umpires.  "This  is  a  ne- 
gotiation I  think  my  10-year-old  son 
and  I  could  have  handled,"  says  Rod 
ney  D.  Fort,  an  economics  professor 


PHILLIPS:  Rumbles  in 
the  ranks  from  day  one 


at  Washington  State  University  and 


author  of  Hardball:  The  Abuse 
of  Power  in  Pro  Team  Sports. 

It's  early,  but  some  things 
seem  to  be  going  right  in  talks 
between  owners  and  player 
reps.  After  meetings  between 
Beeston  and  union  chief  Don- 
ald M.  Fehr,  the  two  all  but 
admitted  to  liking  each  other. 
On  several  issues  of  late,  in- 
cluding the  first  visit  by  a  ma- 
jor-league team  to  Cuba  in  40 
years,  MLB  and  the  players' 
union  worked  together  with- 
out a  hitch. 

Behind  such  small  gestures, 
though,  old  differences  remain. 
Owners  continue  to  fret  that 
the  widening  gap  between 
free-spending,  big-market 
teams  and  small-market,  cash- 
strapped  clubs  will  destroy 
any  competitive  balance  and 
alienate  fans.  Owners  would 
love  to  impose  a  strict  salary 
cap  like  the  one  the  National 
Basketball  Assn.  negotiated 
"  this  year.  Ballplayers  continue 
to  maintain  that  the  owners'  miseries 
are  mostly  self-inflicted.  Aggressive 
revenue  sharing  would  close  the  mon- 
ey gap  overnight,  they  say,  but  own- 
ers of  rich  teams  have  resisted  such 
socialistic  solutions  for  years. 
For  now,  there's  little  chance  of 
players  accepting  a 
salary  cap.  Led  by  the 
tenacious  Fehr,  they've 
fought  off  cap  proposals 
of  every  stripe.  In  the 
last  negotiation,  they  did 
accept  a  milder  salary- 
restraint  system — a  pay- 
roll tax  assessed  against 
the  highest-spending 
clubs — but  even  that  ex- 
pires before  the  present 
agreement  ends. 

So  while  getting  the 
umpires  to  knuckle  un- 
der is  a  start  for  Selig  & 
Co.,  it's  just  spring  training.  Let's  see 
how  Team  Bud  does  when  the  play- 
ers' union  is  at  the  plate.  That's  when 
the  real  season  begins. 

Hyman  is  Contributing  Editor  for 
Sports  Business. 
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Northwest  of  Napa, 
A  Road  Loss  Traveled 


BY  ANDY  REINHARDT 

With  its  lush  carpet  of  vineyards 
bracketed  by  soaring  mountain 
ranges,  Northern  California's 
Napa  Valley  richly  deserves  its 
reputation  for  stunning  beauty. 
But  Napa  isn't  exactly  undiscov- 
ered: On  weekend  days,  traffic  clogs  roads  and 
tour  buses  fill  winery  parking  lots.  Just  30  miles 
away,  though,  lies  a  grape-growing  valley  with 
fewer  tourists  and  wines  every  bit  as  fine.' 

Spreading  northwest  from  the  town  of  Healds- 
burg,  the  Dry  Creek  Valley  offers  visitors  lush,  if 
less  dramatic,  scenery  and  a  growing  selection  of 
high-caliber  wineries.  Best  of  all,  its  small  scale 
and  slower  pace  make  it  ideal  for  bicycle  touring. 


ryi 
li 
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For  a  perfect  day  trip  from  San  Frai 
hop  in  the  car  and  head  up  U.  S.  Highwa 
About  an  hour  and  15  minutes  north  of  tY  m 
is  Healdsburg,  a  booming  agricultural  to 
10,000.  It  has  been  upscaled  in  the  past  c 
by  wine  wealth  and  creeping  yuppiness, 
still  largely  free  of  cloying  boutiques, 
town  center  is  a  lovely  park  rimmed  by 
and  restaurants.  If  you  need  to  rent  bi^f" 
pump  up  tires,  you'll  find  a  bike  shop 
Spoke  Folk  just  off  the  plaza  on  Central  Sj1 . 
Bikes  of  all  sizes  cost  $25  a  day,  including  I  '* 
and  day  pack.  On  weekends,  reservation 
highly  recommended  (707  433-7171). 

Before  heading  out,  explore  the  plaz 
throw  together  a  picnic.  Make  the  Dowi1? 
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Bakery  &  ( Sreamery  <>n  ( len 
tral  Street  your  Aral  stop 
;ukI  stoke  up  en  whole-wheat 
currant  orange  scones.  The 
best  coffee  around  is  Berved 
one  block  north  at  the  Fly- 
ing Goat  Coffee  Roastery 
Cafe.  For  a  good  map,  go  to 
Toyon  Books  on  the  square's 
south  side  and  pick  up  the 
Guide  to  Northern  Califor- 
nia Wineries  ($3.95).  Then 
head  over  to  Oakville  Gro- 
cery, a  new  outpost  of  the 
Napa  Valley  delicatessen,  for 
cheeses,  meats,  breads,  and 
salads.  Grab  some  bottled 
water,  too.  It  can  get  quite 
hot  riding  through  vineyards. 
Now  that  you're  provi- 
sioned, cycle  north  on 
Healdsburg  Avenue.  Five 
minutes  from  the  square, 
you'll  come  to  Dry  Creek 
Road.  Turn  left  and  ride  un- 
der the  Highway  101  over- 
pass. From  here  on,  you're 

WINE  AND  WHEELS 

Dry  Creek  Valley's 
smaller  scale  makes  it 
ideal  for  biking 


DRY  CREEK 
VALLEY 


FERRARI-CARANO 
V1NEYARI 


ountryside.  Of  the  valley's  two  main 
ry  Creek  Road  is  the  more  heavily  traf- 
}ut  it  also  has  wide  shoulders  and  a 
.  r  surface.  A  leisurely  45-minute  ride 
e  you  to  Lambert  Bridge 
irn  left,  and  two  minutes  lat- 
spot  Dry  Creek  Winery.  Set 
m  the  road  behind  a  lush  copse, 
/y-covered  walls  and  a  hand- 
ling room.  The  winery  is  best 
"or  fume  blanc— another  name 
ignon  blanc — but  also  produces 
)ir  and  zinfandel.  The  regular 

b  A.RAFINELLI 

inc  has  a  fresh,  flinty  taste  and       winery 
.50  a  bottle.  Dry  Creek  also  sells  a 
eserve  fume  that  has  undergone  par- 
olactic  fermentation,  the  process  that' 
ardonnay  its  distinctive  buttery  quality, 
iig-room  worker  called  it  "a  wine  with 


;ni    identity  crisis,"   bul    i' 

blend  of  grassy  and  hut  tec 
scotch  tones  is  ent  icing. 

Between  tastings,  nibble 
on  chunks  of  bread  and 
browse  the  low-key  gift 
shop.  Dry  Creek  limits  visi- 
tors to  four  free  tastings, 
but  the  rule  isn't  strictly  en- 
forced. It  also  offers  an  un- 
usual self-guided  walking 
tour  of  its  vineyards.  If  you 
visit  in  September,  you'll 
see  grapes  just  before  the  harvest.  Unfortu- 
nately, you  can't  tour  the  winemaking  operation. 
If  you  buy  wine  there  or  anywhere  else  en  route, 
you  can  pick  it  up  later  in  your  car.  Most  winer- 
ies offer  a  15%  discount  on  full  cases  and  can 
ship  to  29  states. 

BLIND  CURVES.  After  a  few  minutes  to  clear 
your  head,  return  to  Lambert  Bridge  Road.  A 
left  turn  will  put  you  back  on  route,  and  after  a 
three-minute  ride,  you'll  come  to  West  Dry  Creek 
Road,  the  narrower  and  less-traveled  thorough- 
fare. The  meandering  road  is  far  more  pleasant 
for  cycling,  but  its  blind  curves  demand  alertness. 

Turn  right  on  West  Dry  Creek  for  two  desti- 
nations in  quick  succession.  The  first  is  A. 
Rafanelli  Winery,  a  small  family-run  outfit  that 
makes  cabernet  sauvignon  and  zinfandel.  Ad- 
vance reservations  are  required  for  visits  (707 
433-1385),  but  it's  worth  a  trip.  A  short  driveway 
lined  with  roses  and  redwoods  curves  up  to  the 
tiny  tasting  room.  There,  you  can  sample 
Rafanelli's  full-bore  zinfandel  ($21)  and  get  a 
winery  tour  from  the  third-generation  propri- 
etor or  one  of  his  daughters.  Next  comes  Quivi- 
ra  Vineyards,  a  new  winery  in  a  striking  modern 
building.  Quivira's  Fig  Tree  Vineyard  sauvignon 
blanc  ($14)  undergoes  malolactic  fermentation, 
giving  it  a  creamy,  vanilla  quality.  The  fruity, 
jammy  zinfandel  ($20)  is,  in  the  words  of  a  tast- 
ing-room clerk,  a  "drink-it-now  zin"  that  you  can 
enjoy  without  an  accompanying  slab  of  beef. 

Continue  north  on  West  Dry  Creek  Road  and 
start  dreaming  about  a  picnic  lunch  at  Preston 
Vineyards — the  sweetest  spot  in  the  valley.  The 
five-mile  ride  through  the  vines  should  take 
about  45   minutes.   An   oasis   surrounded  by 
grapes,  Preston  features  a  simple  tasting  room, 
picnic  tables  under  an  arbor,  two  boccie  courts, 
and  a  big  vegetable  garden.  Owner  Lou  Pre- 
ston, an  affable  man  with  wire-rim  glasses  and  a 
beard,   also   has   taken   up   bread-baking, 
though  his  production  is  intermit- 
tent. In  perfect  Northern  Califor- 
nia style,  he  keeps  the  schedule  on 
his  Palm  Pilot. 

Preston  makes  eight  wines,  including 

six  varietals  and  two  blends.  Three 

are    outstanding    deals:    a    delicious 

marsanne  ($11),  a  rose  blend  Vin  Gris 

($9),  and  a  fine  red  blend  called  Faux 

($11).  After  sampling  the  selection,  grab 

ldsburg*    a  bottle  of  chilled  Vin  Gris,  borrow  some 

wine  glasses  from  the  tasting  room,  and 

settle  in  for  a  long  picnic  under  the  arbor. 

On  your  ride  back,  consider  a  brief  detour  for 
sheer  theater.  Cross  the  valley  on  Yeakim  Bridge 


OVER  A  BARREL? 

Ferrari-Carano  s 
grandiose  villa  is 
a  bit  of  Las  Vegas 
in  Dry  Creek 


DRY  CREEK 
SHOPPING 

THE  GARDENER 

A  rural  outpost  ot  the 
Berkeley  housewares 
store,  the  stylish  Gar- 
dener sells  everything 
from  fine  soaps  to 
garden  furniture.  516 
Dry  Creek  Rd.,  Healds- 
burg. 707  431-1063 

JIMT0WN  STORE 

A  general  store  set 
amid  the  vineyards, 
Jimtown  features  off- 
beat foods  and  gifts, 
a  deli,  and  quirky  an- 
tiques. 6706  Highway 
128.,  Healdsburg.  707 
433-1212; 
www.jimtown.com 

BOSWORTH  &  SON 

For  cowboy  hats,  gar- 
den tools,  or  saddles, 
this  small-town  hard- 
ware and  tack  store 
merits  a  visit.  The 
aroma  alone  is  worth 
the  trip.  21060  Gey- 
serville  Ave.,  Gey- 
serville.  707  857-3463; 
bosworthandson.com 
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ROAD  TRIPS 


...AND  THOU 

At  Preston  Vine- 
yards, the  bread 
is  delectable,  too 


Road,  just  south  of  Preston,  and  ride  a 
few  minutes  north  on  Dry  Creek  Road. 
On  your  left  is  Ferrari-Carano  Vineyards 
and  Winery — a  little  bit  of  Las  Vegas. 
Famous  for  its  chardonnay.  the  grandiose 
winery,  built  in  the  style  of  an  Italian  vil- 
la, has  rows  of  cypress  trees  and  gor- 
geous flowers.  After  your  wine  at  lunch, 
you  can  probably  skip  the  $2.50  tasting, 
but  the  gardens  are  worth  a  look. 

Return  to  West  Dry  Creek  Road  over 
Yoakim  Bridge  and  turn  left  for  the  90-minute 
ride  back  to  town.  West  Dry  Creek  runs  into 
Westside  Road;  turn  left,  pass  under  Highway 
101,  and  you'll  soon  be  back  at  the  plaza.  If 
you're  not  totally  exhausted,  you  can  pass  some 
time  checking  out  Healdsburg's  antique  stores 


before  grabbing  an  early  dinner  at 
restaurant.  The  amusingly  named  Bistr 
right  on  the  square,  is  Healdsburg's  fine 
need  to  book  a  table  (707  433-2380).  F 
down-home  dining,  you  might  want  to 
Taqueria  El  Sombrero,  next  door  to  Spc 
It's  an  authentic  Mexican  joint  with 
ice-cold  ceviche. 

Before  you  hit  the  winery  road,  a  fe 
of  caution  are  in  order.  Wear  a  bike  hel 
sunscreen.  Be  careful  on  West  Dry  Crei 
And  above  all,  ride  sober.  If  the  wine  st 
ing  to  your  head,  take  a  break  and  ei 
scenery.  It's  so  dazzling  that  one  bi 
through  the  valley  may  persuade  you 
early  retirement  and  devote  the  rest 
years  to  wine  country  living. 


Eat,  Drink,  and 


I 


BY  STEPHEN  BAKER 


t's  around  noon  when 
Paco    brings    up    the 
idea  of  mutiny.  We're 
huffing  and  puffing  up  a 
pine-covered  mountain  in 
the  wine  district  of  north- 
ern    Spain,     La     Rioja. 
Ahead  is  Paco's  trimmer 
and  younger  brother-in- 
law,  Antonio,  our  leader. 
If  we  both  vote  to  head 
back  downhill,  Paco  tells 
me,  our  ordeal  is  over. 

We're  suffering,  truth  be  told,  as  much  from 
gluttony  as  the  hills.  Paco  is  doubtless  feeling  the 
tapas  we  had  the  night  before,  not  to  mention  a 
cholesterol-choked  glazed  pigs-feet  concoction  he 
ate  for  dinner.  All  of  this  was  washed  down  with 
plenty  of  red  Rioja  wine.  This  is  the  dilemma:  No 
matter  how  cool  its  mountain  air  and  un- 
trammeled  its  roadways,  La  Rioja 
also  boasts  a  local  cuisine  that's 
among  Spain's  finest.  Only  the  most  com- 
mitted bikers  can  resist  its  temptations. 
NO  CROWDS.  Wedged  between  the  cool- 
er, wetter  Basque  Country  and  the  dry 
plains  of  Castile  and  a  three-hour  drive 
from  Madrid,  La  Rioja  has  a  microclimate  S0R,A 

perfect  for  tempranillo  grapes  that  go  into 
the  oak-cured  local  wine.   Far  from  the    . 
tourist  hordes  on  Costa  del  Sol,  it  offers  a  year- 
round  retreat  for  bikers  and  hikers  and  even  a 
small  downhill  ski  mountain,  Valdezcaray. 

More  interested  in  biking  than  in  touring  vine- 
yards, we  stayed  at  a  lodge  in  the  hill  country, 


VISUAL 

In  La  Ri 
the  seem 
splendil 

thefoodl 
irresisti 


LA  RIOJA,  SPAIN 


Hosteria  Valle  del  Oja  (phone 
011-34941  427-416),  near  the 
town  of  Azarrulla.  It's  simple 
and  clean,  about  $80  a  night, 
and  it  has  a  fine  restaurant 
with  a  fireplace.  As  you  turn 
out  of  the  driveway  on  your 
bike,    you're    on    country 
roads — seriously  hilly  ones, 
featuring  switchbacked  climbs 
of  3,000  to  6,000  feet.  Even  with  mounta: 
it's  a  grind.  But  the  ride  is  exhilarating, 
late  October,  the  cherry  trees  turn  a 
red  and  the  ashes  turn  yellow,  mak^ 
scenery  even  more  spectacular.  Other  r 
the  Rioja  (named  for  a  river,  the  Rio  Oja^ 
gentler.  North  of  us,  between  Haro  and 
bikers  can  ride  through  rolling  vineyai 
Santo  Domingo  de  Calzada,  you  can  foil 
pilgrimage  route  to  Santiago  de  Com  II 
360  miles  to  the  west. 

No  matter  which  route  y(\ 

make  a  point  of  eating  at  Hotel  ] 

rante  Echaurren  in  Ezcaray  (01 

354-047).  The  restaurant  is  unjj 

tious,  but  its  cuisine  combines 

flavors  with  the  more  elaborate  p 

tion  of  France.  The  menu  degustc  p 

an  eight-dish  odyssey  that  runs  fror 

trout,    and     green-pepper    soup 

desserts — all  for  under  $40.  We  accomj 

with  Marques  de  Riscal,  a  dependable  Ric 

reminds  me  of  good  California  zinfande 

more  biking  ahead,  perhaps  I  should  have 

for  mineral  water.  In  La  Rioja?  Fat  chan| 


D 
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You  bet  your  life.  In  today's  storm-tossed  IT  environment, 
a  Compaq  Deskpro  is  as  certain  as  the  tides,  delivering 
consistently  high  performance,  reliability 
and  manageability — at  consistently  low 
prices.  You  can  count  on  Deskpro  to  make  pentium®/// 
J  ife  easier,  with  our  exclusive  System  Software  Manager  to  update  drivers 
[I  ely  in  minutes.  It's  just  one  of  the  many  reasons  why,  despite  a  flood  of 
"■Jors,  Deskpro  is  still  number  one  in  the  world.  I|h1      j 

rn  more,  see  us  at  www.compaq.com/deskpro,  JL ...   "1 

Deskpro  EN  Series  at  $1,649' "  ln*el*  Pentium*  III  Processor  450  MHz 

:t  your  reseller  or  phone  1-800 -AT-COMPAQ.    ^f^^^^^z;^:^^ 


OMPAQ.   Better 


answers. 
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SANTUARIO  DE  CHIMAY 
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Taking  Your  Time  to  Taos 


BY  SANDRA 
DALLAS 


M 


ost  travelers  between  Santa  Fe  and  Taos 
opt  for  the  fast  route  along  the  Rio 
Grande  River.  But  in  the  fall,  when  yellow 
cottonwoods  shade  the  road  and  strings  of  red 
chilis,  called  ristras,  hang  from  the  eaves  of 
adobe  houses,  the  70-mile-long  high  road  to 
Taos  makes  for  an  enchanting  jour- 
ney into  New  Mexico's  colonial  past. 

You'll  need  at  least  two  hours  for  the 
drive,    but    with    stops    at    galleries, 
churches,  and  eateries,  the  trip  can  eas- 
ily occupy   a  full   day  as   you   wind 
through  one  Spanish  village  after  an- 
other. Begin  at  Pojoaque,  16  miles  north 
of  Santa  Fe,  on  U.  S.  84/285.  Turn  east 
on  New  Mexico  Route  503,  then  drive 
through  the  high  desert  for  about  eight 
miles.  When  the  road  forks,  go  left. 

After  two  miles,  stop  in  Santuario  de  Chi- 
mayo.  Its  adobe  church,  built  about  1816,  has 
wooden  bell  towers  topped  by  wooden  crosses. 
Inside,  it's  decorated  with  retablos,  folk  paintings 
of  saints  done  on  boards.  Mass  is  said  here  daily. 
On  Good  Friday,  hundreds  of  the  faithful,  among 
them  World  War  II  vet- 
erans from  Albuquerque, 
make  a  pilgrimage  to  the 
site.  Miracles  are  attrib- 
uted to  dirt  taken  from  a 
hole  in  the  floor  of  a  lit- 
tle room  behind  the  sac- 


.^SANTA  FE 


ICONS  OF  THE  WEST 

Crafts  and 
galleries  abound 
along  the  way 


Ttie  wooden  bell  towen 
adobe  church  built  tin  .* 

risty,   and   many  worshipp  i 
bags  of  it  home  in  hopes 
the  sick  and  lame  or  keeping 
from  striking.  Abandoned 
hanging  on  a  wall  testify  to  i 
A  store  across  from  the  cl 
Potrsro,  stocks  ground  Chir 
chili,  perhaps  the  most  fla' 
the  Southwest.  If  it's  getting 
lunchtime  by  this  point,  he 
the  road  a  mile  to  Rancho 
mayo,  set  in  an  apple  orchai 
village  of  Chimayo.  Sit  outsi 
the  cottonwoods  for  came 
pork  in  red  chile  sauce. 

Chimayo  is  also  known  f 
tinct  style  of  weaving  dating 
nial  times.  Ortega's  Weavii 
located  where  the  High  Ro 
east  onto  New  Mexico  Rout 
been  in  business  for  eight 
tions.  Big  looms  located  off  t 
room  produce  colorful  rugs 
ets  with  bright  stripes.  A  si 
placemats   is   $54;   a  coat 
Centinela  Traditional  Arts, 
so  farther  down  the  high  1 
more  artistic — and  costly — 
colored  by  dyes  extracted  fri 
walnut  hulls  or  the  bright  y 
masa  flowers  that  dot  the  road  this  tirm 
Prices  range  from  $5  for  a  coaster  t 
for  a  finely  detailed  Saltillo  blanket. 

Beyond  Chimayo,  wind  upward  along  j  \ 
of  the  Sangre  de  Cristo  mountains,  to  ( 
where  Santeros  once  carved  wooder 
of  saints,  now  prized  by  d 
and  museums.  Today's  carv 
out  rough-hewn  statues  of  moi 
are  popular  in  New  Mexico  garc 
ter  Cordova,  you'll  hit  Truchas, 
lage  where  Robert  Redford's  T, 
gro  Beanfield  War  was  filme( 
miles  beyond  lies  Las  Trampa: 
adobe  church  of  San  Jose  de  Gr: 
dates  to  before  the  Revolutions 
Every  few  years,  loyal  Catholic 
plaster  the  exterior  with  a  mixture 
and  straw.  Inside  are  plank  floors,  han<- 
beams,  and  wooden  candelabra,  along  wit  nc* 
and  retablos. 

Continue  six  miles  more,  to  Penasco,  ;„ 
right  onto  New  Mexico  Route  75.  Sev( 
beyond,  turn  left  onto  Route  518  towa 
and    enter    Carson    National    Forest, IEfi 
chamisa  and  sage  give  way  to  pine  tr  op 
golden  aspen.  The  high  road  ends  15  mfll 
at  Route  68,  the  main  Santa  Fe-Taos  higl 
the  right  lies  the  congested  commerci 
leading  into  Taos,  a  reminder  of  why  y' 
the  picturesque  road  through  history. 


TAOS,  NM 


CARSON 
NATIONAL 
FOREST 

TRUCHAS 
CORDOVA 
CHIMAYO 
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Hong  Kong  has  more  Rolls  Royces  per  capi- 
ta than  any  other  spot  on  earth,  and  park- 
ing lots  are  jammed  with  Mercedes,  bmws, 
and  Jaguars.  But  one  of  the  best  ways  to  explore 
this  island  city  is  to  use  its  diverse  mass 
transport  network.  Trams,  ferries, 
minibuses,  and  double-deckers  all  of- 
fer an  inexpensive  way  to  take  this  vi-J 
brant  city's  pulse. 

With  my  two  children  and  a  visitorL 
from  the  U.S.  in  tow,  and  with  a  bi- ^I'wfiiurci 
lingual  transit  guidebook  in  my  pocket,] 
I  set  out  to  travel  through  Hong  Kong 
using  as  many  kinds  of  conveyance  as  i] 
possible.  Our  jumping-off  point  was  the  ^ 
8:30  a.m.  ferry  to  Mui  Wo  (Silver  Mine    ■ 
Bay)  on  Lantau.  The  largest  of  Hong  Kong's 
200  islands,  Lantau  is  an  hour's  boat  ride  from 
Central,  the  business  district. 

The  trip  is  a  spectacular  cruise  through  one  of 


HONG  KONG 


got  the  besl     i  ate  in  the  house 
the  front  row  on  the  top  of  a  double 

decker.  A  huge  window  provided  a 
panoramic  view  as  we  crossed  the 
Tsing  Ma  Bridge,  a  breathtaking 
span  that  dwarfs  San  Francisco'e 
I  Golden  Gate. 

A  quick  ride  on  a  new  express- 
way, much  of  it  tunneled  through  mountains, 
whisked  us  into  Yuen  Long.  Like  Tung  Chung, 
Yuen  Long  was  a  country  village  until  recently. 
Today,  nearly  400,000  people  are  crammed  into 
the  community,  four  miles  south  of  the  Chi- 
nese border.  Hong  Kong's  lrt  light- 
rail  system — streetcars  similar  to 
San  Francisco's  Muni  trolleys — runs  be- 
tween Yuen  Long  and  the  nearby  city 
of  Tuen  Mun,  and  we  hopped  on.  We 
made  a  quick  transfer  to  the  No.  64K 
bus  across  the  northern  New  Territo- 
r  ries.  Brilliant,  red-flowering  flame  trees 
and  palms  lined  the  broad  valley  before 
the  bus  moaned  up  a  corkscrew  road  and 
over  a  mountain  pass.  It  let  us  out  at  the 
Tai  Wo  station  of  the  Kowloon  Canton  Rail- 
way, which  runs  along  the  eastern  coast  of  the 
New  Territories,  with  fabulous  views  of  ocean 
and  mountains. 


■■v 
v. 


CRUISING 


**«WM»WEB 

the  world's  busiest  harbors.  And  Lan- 
tau, with  strict  limits  on  motor  vehi- 
cles and  with  few  roads  around  its 
steep,  green,  volcanic  hills,  has  a  lan- 
guid air  that  is  in  sharp  contrast  to 
Central.  The  No.  13  bus  to  the  town 
of  Tung  Chung  on  the  north  side  of 
the  island  zipped  along  the  southern 
coast  before  turning  inland,  straining 
up  a  one-lane  road  through  a  pass 
between  a  pair  of  3,000-foot-high 
peaks.  Terraces  of  old 
tea  plantations  climbed 
the  hillsides,  while  lush,  flowering 
orchids  twining  on  trees  hung  inch- 
es from  our  faces. 
FRONT  ROW  CENTER.  After  40  min- 
utes, we  arrived  in  Tung  Chung,  a 
bustling  wan-en  of  apartment  build- 
ings all  built  in  the  past  three 
years.   There   we   caught   the   SI 
shuttle  bus  to  the  nearby  new  air- 
port, where  we  grabbed  a  snack 
and  the  E34  express  bus  headed 
for  Yuen  Long  in  the  northwest 
corner  of  the  New  Territories.  We 


SHUN  THE  CAR 

The  most 
adventurous 
way  to  see 
Hong  Kong  is 
by  mass  transit 
— in  its 
myriad  forms 


nciers  will  love  the  Star  Ferry, 
;quat,  green-and-white  ships 
ween  Hong  Kong  Island  and 
i.  Or  take  a  high-speed  ferry 
en  Mun  to  Central.  For  a  real 
op  on  a  small  sampan,  known 
<ido,  trom  Aberdeen  on  Hong 
-:  land  to  Lamma  Island,  a  car- 
nic-and-hiking  paradise. 


At  Kowloon,  we  shifted  to  the 
Mass  Transit  Railway.  It's  clean,  well- 
lit,  comfortable,  and  crowded,  carrying 
2.3  million  passengers  on  an  average 
workday.  We  got  off  at  Admiralty, 
the  first  stop  on  Hong  Kong  Island, 
and  hopped  on  a  double-decker  tram 
back  to  Central.  These  curiosities, 
nearly  a  century  old,  are  a  delightful, 
low-speed  way  to  soak  up  the  street 
life,  although  ours  collided  with  a 
wheelbarrow.  We  disembarked  at  the 
angular  I.M.  Pei-designed  Bank  of 
China  building  and  walked  to  the  Peak  Tram,  a 
tourist  favorite  that  let  us  out  1,211  feet  above 
sea  level. 

After  some  ice  cream  to  restore  my  children's 
flagging  spirits,  we  hopped  on  the  No.  1  minibus 
for  another  spectacular  ride,  down  Peak  Road 
back  to  Central.  We  ended  our  trip  on  Pedder 
Street  in  the  heart  of  the  business  district.  Our 
eight-hour  jaunt  cost  only  $38  for  tickets  for  the 
four  of  us — a  bargain  in  a  city  where  gasoline 
runs  $5  a  gallon.  True,  our  travel  wasn't  as 
smooth  as  it  would  have  been  in  a  Rolls.  But  it 
sure  was  more  fun.  Q 
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WHERE  TO  FIND 

GOOD  ADVICE 

AND  RATE-HIKE 

REFUGE 


Sniffing  Out 

The  Planner  for  You^ 

mm. 


Most  Web  sites  are  paid  ads,  and 
those  that  arm  %  are  tough  to  use 


Ck 


v 


x -.— 


The  time  has  come:  You  need  a  financial 
plan,  and  you  want  a  professional  to  do  it. 
So  you  fire  up  your  browser  and  turn  to 
the  Web.  With  all  the  investing  resources 
available  on  the  Internet,  you'll  have  no 
trouble  finding  detailed  referrals  to  locate 
that  one  adviser  who  can  best  handle  your 
special  needs — right? 

Wrong.  Enter  "financial  planner"  in  your  search 
engine,  and  you'll  find  at  least  a  half-dozen  Web 
sites  promising  to  match  you  up.  But  none  of 
these  offerings  provides  all  the 


tools  you  need  to  find  the  money 

manager  or  planner  who's  right 

for  you.  In  choosing  an  adviser, 

it  seems  the  World  Wide  Web  can't  yet  replace 

your  local  network  of  family,  friends,  and  financial 

providers. 

Online  financial  matchmaking  got  a  big  boost 
when  Microsoft  recently  announced  plans  to  get 
into  the  business.  Its  new  site  (www.therightad- 
visor.com)  promises  to  simplify  the  daunting  search 
by  linking  investors  with  advisers  who  are  pre- 
screened  by  Dalbar,  a  Boston  investment-research 
firm.  Answer  15  questions  about  your  location,  fi- 
nances, and  planning  needs,  and  presto!,  a  list  of 
five  local  advisers  appears. 


^N^ 


The  problem,  critics  say,  lies  in  Mic 
promise  to  screen  its  advisers.  What 
screen?  Microsoft  charges  each  adviser  $J 
be  included  and  requires  a  clean  regulator 
for  five  years.  Some  planners  say  that's 
ly  enough  to  bar  devious  or  unqualified 
"There's  no  minimum  threshold  for  educa 
competency,"  says  Mike  Chasnoff,  presi| 
Advanced  Capital  Strategies  in  Cincinnati, 
clined  to  enlist.  "It  was:  'You've  been  in 
five  years  and  you  haven't  been  thrown  ill 
Microsoft  says  its  sta 
\  j    ±  at  least  offer  would-be  cl 

iVc  preliminary    screening] 

beats  "a  typical  way  of  | 
an  adviser,  which  is  opening  the  Yellow 
says  Ed  Graczyk,  the  lead  project  manager) 
crosoft's  msn  MoneyCentral. 

But  a  sophisticated  ad,  whether  it's 
Web  or  in  the  phone  book,  doesn't  guar^ 
sophisticated  planner.  Advisorlink.com  (\ 
visorlink.com),  for  example,  asks 
questions,  but  dig  into  the  site  and 
there  are  only  six  advisers  to  draw  frd 
mutual-fund  managers.  FinancialPro.com  (j 
nancialpro.com)  offers  the  most  thorough 
tionnaire,  but  it  couldn't  match  me  with 
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Emerging  Growth 

[out  of  3092  funds  in  the  do    istic  equity  I     h  col 

Aggressive  Equity 

Ovprii!1  Morrtingstai  Ratings   C!    •  '  '■' 
(asol     !: 


What  Equity  Fund  managers  get  when  thev  do  a  good  job  on  their  homework. 


VAN  KAMPE  N 

FUNDS 


These  are  our  Equity  Funds  that  have  earned  some  of  Morningstar's 
high  overall  ratings    For  details  call  your  Financial  Advisor  or  1-800-231-2808. 

www.vankampen  com 

Jformance  does  not  guarantee  future  results  The  investment  return  and  principal  value  will  fluctuate  with  changes  in  market  conditions  Fund  shares,  when 
Id.  may  be  worth  more  or  less  than  their  original  cost  For  a  prospectus  containing  more  complete  information,  including  a  discussion  for  risk  considerations 
I  and  expenses  for  any  Van  Kampen  Fund,  contact  your  Financial  Advisor  Please  read  the  prospectus  carefully  before  investing  or  sending  money. 

pk  (inception  10/68).  4  stars  for  10-year  (746  funds).  4  stars  for  5-year  (1923  funds),  and  4  stars  for  3-year  (3092  funds);  Global  Equity  Allocation 
Ion  1/93),  4  stars  for  5-year  (522  funds)  4  stars  for  3-year  (999  funds),  Fmergtng  Growth  (inception  10/70).  5  stars  for  10-year  (746  funds), 
i f or  5  year  (1923  funds),  and  3  stars  for  3-year  (3092  funds).  Agqressive  Equity  (inception  1/96),  4  stars  for  3-year  (3092  funds) 

Itar  proprietary  ratings  reflect  historical  risk  adjusted  performance  through  7/31/99  Ratings  aie  calculated  from  the  funds  3-.  5-,  and  10-year  average  annual  returns 
bplicable)  in  excess  of  90-day  Treasury  bill  returns  (with  appropriate  fee  adjustments)  and  risk  factor  that  reflects  fund  performance  below  90-day  T-bili  returns  Ratings 
I  share  classes  will  be  different  Ratings  are  sub|ect  to  change  monthly  The  top  10  c,  of  the  funds  in  an  investment  category  receive  5  stars,  the  next  22. 5°*  receive 
fie  next  35%  receive  3  stars,  the  next  22  5%  receive  2  stars  and  the  bottom  10°o  receive  1  star  Distributed  by  Van  Kampen  Funds  Inc  ©1999  Van  Kampen  Funds  Inc 


BusinessWeek  Investor 


Listen  to  the  latest  market 
news  and  analysis  at 
Business  Week  Online 
(www.businessweek.com/ 
investor/).  MORNING  CALL 
Standard  &  Poor's  experts 
discuss  the  latest  market 
trends.  Live  every  Monday  at 
8:15  a.m.  ET.  An  audio  tran- 
script is  available  shortly 
afterward  HOURLY  RADIO 
REPORTS  Business  Week's 
Ray  Hoffman  delivers 
market  news  and  insights 
throughout  the  day. 


ner,  apparently  because  it  lists  only  about  a 
dozen  of  them  nationwide. 

Other  sites  are  difficult  to  use.  XcelAmerica.com 
(xcelamainca.com),  which  charges  planners  $1,200  a 
year  to  be  listed-,  came  up  blank  using  both 
Netscape  and  Internet  Explorer  browsers.  (The 
company  concedes  that  its  page  doesn't  work  with 
Netscape.)  The  only  way  we  could  get  in  was  via 
America  Online.  And  then,  the  roster  was  meager, 
with  only  two  names  for  all  of  New  York  State. 
GUIDANCE  GAPS.  To  avoid  sites  that  offer  mainly 
paid  listings,  you  could  visit  one  of  three  financial- 
planning  associations.  But  their  search  tools  are 
weak.  The  National  Association  of  Personal  Fi- 
nancial Advisors  (www.napfa.org),  whose  mem- 
bers don't  take  commissions  on  sales  of  financial 
products,  lets  you  sort  planners  only  by  location. 
The  largest  group.  Institute  of  Certified  Financial 
Planners  (www.icfp.org),  offers  lots  of  names  but 
the  only  info  it  gives  about  them  besides  their  ad- 
dresses is  that  they  have  met  the  standards  to  be- 
come a  CFP.  At  the  International  Association  of  Fi- 
nancial Planners  (www.planningpaysoff.org),  a 
search  for  Baltimore  turned  up  more  than  1,500 


advisers — some  as  far  away  as  Massa 
But  the  lAFP's  profiles  do  offer  lots  of 
planners'  experience  and  compensation. 
[AFP  will  merge  on  Jan.  1.  The  groups  can' 
how  their  new  Web  site  will  work. 

Even  if  you  find  leads  on  the  Net,  you' 
do  standard  due  diligence.  When  yo 
prospective  advisers,  first  see  if  you're  com 
"At  least  50%  of  the  equation  is:  'Are 
patico?' "  says  napfa  Chairman  Gary  Si 
president  of  IFC  Personal  Money  Mana 
New  York.  The  other  50%  entails  how  pro 
advisers  are  compensated,  their  credenti 
what  services  they  provide. 

Check  with  the  Better  Business  Bur< 
your  state  attorney  general  or  securities 
tors.  Finally,  be  sure  to  ask  prospective  j 
for  Securities  &  Exchange  Commission  Fo; 
Parts  1  and  2,  which  details  how  a  pla 
paid  and  whether  he  or  she  has  been  su 
legal  or  regulatory  action.  You'll  need  to 
form  directly  from  the  planner.  Like  mos 
info  you  need  to  pick  an  adviser,  it's  j 
available  on  the  Web. 


Shelter  From  Rate  Hikes? 

Health  care  and  consumer  staples  tend  to  stay  strong 


BY  SAM  STOVALL 


Where  does  tlie  smart  money  go  when  in- 
terest rates  climb?  The  Federal  Reserve 
has  hiked  interest  rates  twice  since  June, 
boosting  its  target  federal  funds  rate  to 
5.25%.  Sam  Stovall,  senior  sector  strate- 
gist for  Standard  &  Poor's,  )ms 
taken  a  look  at  which  indus- 
tries may  thrive  as  yields  climb. 


Mutual  Funds 


Searching  for  shelter  from  rising  rates?  Look 
no  further  than  health-care  and  consumer-sta- 
ple stocks.   In  a  study  for  s&P  FundAdvisor 

Rate-Resistant  Funds 


FUND/ TICKER  SYMBOL 


TOTAL  RETURN 


STOVALL:  Lots  of 
health-care  choices 


1994 

3-YR.* 

12  MO.* 

FIDELITY  SELECT 
CONSUMER  IND. FSCPX 

-7.1% 

23.6% 

17.4% 

FIDELITY  SELECT  HEALTH 

FSHPX 

21.4 

26.1 

13.8 

INVESCO  STRATEGIC  HEALTH 
SCIENCE  FHLSX 

0.9 

19.9 

13.3 

PUTNAM  HEALTH  SCIENCES  A 

PHSTX 

15.2 

19.6 

10.1 

VANGUARD  SPEC.  HEALTH  CARE 

VGHCX 

9.5 

27.7 

30.3 

*Through  Aug.  27         DATA:  STANDARD  A  POOR'S 

(www.personalwealth.com),  I  examined  t 
formance  of  44  industry  sectors  in  12  six 
periods  following  Fed  rate  hikes,  going 
1946.  The  biggest  winners:  major  drugi 
which  averaged  a  six-month  gain  of  5.6? 
rates  rose  and  outperformed  the  Stanc 
Poor's  500-stock  index  in  10  of  the  12  peri 
contrast,  the  s&p  averaged  a  loss  of  0.1% 
Fed  tightening.  Consumer  staples — persoi 
products,  alcoholic  beverages,  soft  drinl 
tobacco — did  slightly  less  well  than  phar 
ticals.  But  each  of  these  sectors  outperform 
s&p  during  at  least  7  of  the  12  rate-hike  j 
posting  gains  of  1.9%  to  3.5%. 

Health  and  personal-ca 
panies  are  less  sensitive  t 
er  rates  because  dema 
their  products  is  relatively 
through  changing  economic  conditions.  B 
dire  times,  people  buy  aspirin,  cigarettes,  an( 
paste.  And  while  computer-hardware  share 
tended  to  do  well  as  rates  climb,  with  todai 
valuations,  I  don't  see  technology  as  a  safe 
STAPLE  VOID.  Mutual-fund  investors  have 
al  choices  (table).  A  fund  screen  run  by  I 
colleague  Colette  Coffman  found  that  foi 
eral  health-care-sector  funds  had  positi 
turns  when  the  Fed  hiked  rates  and  devs 
the  bond  market  in  1994.  Fewer  funds  c 
trate  on  consumer  staples.  Coffman  not 
most  funds  marketed  as  consumer-oriente* 
are  loaded  with  cyclical  stocks,  such  as  Hoi 
pot,  which  tend  to  fare  badly  when  rates 
The  Fed  has  hinted  it  may  be  done 
rates  for  now.  Still,  I'd  avoid  interest-sel 
sectors.  Financials,  such  as  banks  and  in: 
face  a  higher  cost  of  funds.  Consumer  c; 
such  as  auto  makers,  suffer  lower  sales, 
ital-goods  makers  face  falling  demand  as  coi 
slash  capital  outlays.  Other  sectors  look  be 
the  Fed  keeps  the  economy  in  check. 


180  BUSINESS  WEEK  /  SEPTEMBER  13,  1999 


"Siebel  and  Sun  are  raising  the  bar 

for  Internet-based  sales,  marketing, 

and  customer  service  solutions." 

Ed  Zander 

President  and  COO 


# 


Sun 

microsystems 

We're  the  d«t  in.com' 


"Siebel  is  the  leader  in 

Web-based  sales,  marketing,  and 

customer  service  applications." 

George  Shaheen 

Managing  Partner  and  CEO 


& 


Andersen 
Consulting 


"We  standardized  on  Siebel  software 

for  our  sales  and  business  development 

activities.  We  are  excited  about  their 

new  Web-based  products." 

Charles  Schwab 

Chairman  and  Co-CEO 

Charles  Schwab 


'While  other  vendors  talk,  Siebel  delivers 
Internet-based  solutions." 

Cristina  Morgan 

Managing  Director 

HAMBRECHT  &  QUIST 

Investment  Banking  for  the  New  Economy 


"Siebel  Systems'  Internet-based 

applications  empower  our  employees 

and  our  customers  with 

up-to-the-minute  information." 

Lew  Coleman 

Chairman 

Banc  of  America  Securities  LLC 
Bank  of  America    ^ 

"Thousands  of  our  sales  and  service 
representatives  are  now  able  to  better 
serve  millions  of  customers  every  day 

as  a  result  of  our  standardization  on 
Siebet's  Web-based  products." 

Omar  Leeman 

President  Special  Markets 


-h- 


MCI  WORLDCOM 

"Siebel  Systems  fully  supports  Internet 
self-service  and  eCommerce." 

Eric  Schmidt,  Ph.D. 

Chairman  and  CEO 


Novell 


"Siebel  Systems  delivers  the  only 

front  office  solution  that  truly  integrates 

the  Web,  the  call  center,  the  field,  and 

third-party  channel  partners  into  a 
comprehensive  multichannel  solution." 

Douglas  Burgum 

Chairman,  President,  and  CEO 

to 

GREAT  PLAINS 


BusinessWeek  Investor 


The  Barker  Portfolio 


HOW  TO  RETIRE  FROM 
RETIREMENT  PLANNING 


M; 


BY  ROBERT  BARKER 


"y  dad  says  he  never  thought  much  about 
saving  for  retirement.  Setting  aside  funds 
.for  his  pension,  investing  them,  and  keep- 
ing track — those  tasks  were  his  employer's  look- 
out. Me,  I  spend  way  too  much  of  my  own-  time 
on  all  that.  Just  rinding  a  credible  answer  to  a 
basic  question — what  will  my  retirement  income 
be? — can  make  me  crazy. 

This  generation  gap  keeps  growing  as  the 
burden  of  preparing  for  retirement  shifts  steadi- 
ly from  employers  and  government  to  you  and 
me.  "People  are  feeling  very  anxious,"  says 
Christopher  Jones,  strategist  at  Financial  En- 
gines, a  new  investment  adviser.  "You  wonder: 
'Am  I  doing  O.  K.,  or  am  I  screwing  up?' " 

Relief  from  anxiety,  I'm  happy  to  report,  is  on 
the  way.  More  employers,  including  such  early 
adopters  as  Netscape  Communications  and  Fu- 
jitsu America,  are  offering  interactive  financial- 
planning  services  via  compa- 
ny intranets  or  the  Internet. 
The  idea  is  to  advise  employ- 
ees on  how  much  to  save  and 
how  best  to  split  up  those 
savings  among  a  plan's  in- 
vestment choices.  Ultimately, 
this  personalized  advice  will 
replace  the  generic — and  inad- 
equate— pamphlets  or  seminars 
that  have  been  used  to  coach  us  in 
running  retirement  portfolios. 
If  you  work  for  yourself  or  just 


Point-and-Click 
Planning  Tools 


~         SITE/ 
WEB  ADDRESS 

AVAILABLE 
PUBLICLY? 

PRICE 

401K  FORUM 

www.401kforum.com 

No* 

N.A. 

DIRECTADVICE.COM 

www.directadvice.com 

Yes 

$75  per 
year 

FINANCIAL  ENGINES 

www.financialengines.com 

Yes 

$14.95  per 
quarter 

STANDARD  &  POOR'S 
40KK)  ADVISOR 

www.sp401k.com. 

No* 

N.A. 

*These  sites  are  available  only  to  client  companies'  retirement-plan  par- 
ticipants. Companion  financial  plans  to  S&P's  401(k)  Advisor  available 
via  S&P's  individual  investor  site,  Personal  Wealth,  for  $9.95  a  month. 

DATA  BUSINESS  WEEK 

want  a  head  start,  you  can  use  some  st 
the  Net  for  a  fee  (table).  I  spent  the  p; 
of  weeks  looking  at  four  competing 
401k  Forum,  the  first  in  the  field; 
vice.com,  which  advises  on  a  broader  ra 
sues;  Financial  Engines,  whose  softwa 
on  the  work  of  company  founder  and 
reate  economist  William  Sharpe;  and  St 
Poor's,  which  aims  eventually  to  offer 
401(k)  Advisor  in  conjunction  with  s&] 
Wealth  (www.personalwealth.eom),  its 
for  individual  investors  (like  business  w 
is  a  unit  of  The  McGraw-Hill  Companii 

My  verdict:  Interactive  investment  a 
quantum  leap  beyond  what  employers 
day.  At  their  best,  they  give  objective 
to  the  puzzle  of  how  best  to  split  your 
sets  among  your  plan's  investment  choii 
the  risk  you  want.  For  example,  s&i 
Advisor  suggested  that  if  I  could  har 
risk,  I  should  put  nearly  all  my  assets 
pany  stock  and  stock  funds.  At  much  lo 
I'd  keep  half  my  assets  in  income-ge 
funds.  I  used  a  demo  version,  but  had 
real,  I  might  have  put  the  recommendat 
effect  with  a  few  clicks.  No  pencil  work 

Just  the  same,  these  services  also 
panacea.  That's  why  I  put  together  this 
help  you  understand  what  to  expect: 

■  Do  expect  the  tools  to  account  1 
than  just  your  employer's  401(k)  or  c 
tirement  plan.  This  is  a  big  advance  ov 
older  software.  Chances  are  you  have 
retirement  accounts,  not  to  mention  a 
accounts.  To  make  any  rational  decis 
have  to  consider  all  of  them.  Some  tools 
to  account  for  wealth  you  may  have  in 

■  Do  expect  to  come  away  at  least 
general  sense  of  how  you're  doing  on  the 
retirement.  The  tools  all  agreed  that  if  I 
track  and  retire  at  66,  when  my  Social 
kicks  in,  I  should  reach  my  goals.  They 
made  it  clear  that  if  we  hope  to  retire  b< 
I'd  better  prepare  to  play  Powerball. 

■  Do  expect  some  fun.  Each  service  ii 
ly  designed,  full  of  pop-up  educational  nc 
calculators  that  were  clear  but  not  condes 

■  Don't  expect  to  escape  some  tedious 
With  links  to  your  employers'  recordi 
tools  automate  part  of  the  job.  But  y< 
direct  them  to  grab  data  from  outside  a 

■  Don't  expect  the  tools,  despite  tl 
around  them,  to  leave  you  fully  comfor 
got  reasonable  advice,  but  it  all  flowi 
some  heroic  guesses.  For  example,  ho 
will  my  income  grow  until  2022?  Beats 

Happily,  these  services  already  pla: 
versions,  and  rivalry  promises  to  spar] 
approaches:  New  tools,  including  one 
announced  by  Morningstar,  are  due  soo 
wish  that  before  my  career  is  up,  I  c 
wasting  so  much  time  thinking  about  reti 

For  barker.online,  go  to  www.businei 
com/investor/  or  AOL,  keyword  BW  Dai, 


■ 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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ISSIOIM:  Systems  integration  on  a  massive  scale.  Few  companies  on  earth  do  it  as  elegantly  (or 
.ockheed  Martin.  For  more  than  40  years,  we've  brought  together  a  wide  variety  of  complexly* 


ItlMlllllilMU  Mil 


!* 


Never  underestimate 
the  importance  of  systems  integration^ 


LOCKHEED    MARTIN 


UCCESS:  Hubblespace  telescope.  AEGIS  naval  combat  system.  FAA  air  traffic  management.  F-^ 
rcraft.  Each  is  a  Lockheed  Martin  systems  integration  solution;  each  benefits  from  the  same  discipline:  measuring 
/ery  decision  against  customer  need.  If  you  have  tough  problems  to  solve,  see  us  at  www.lockheedmartin.com. 


TELECOM 


This  is  ths  last 
time  a  piece 

of  paper 
communicates 

something 
so  important. 


Geneua,  10-1?  October  1998 


The  next  millennium  will  see  dazzling 
changes  in  the  way  we  communicate.  At 
Telecom  99  +  Interactive  99,  the  world's 
premier  telecommunications  event, 
you'll  be  able  to  preview  many  of  them 
before  they  happen. 

In  Geneva  you'll  see  over  1 ,000  of  the 
world's  leading  telecommunications 
organizations.  Together  with  government 


and  industry  leaders  you'll  participate  in 
an  international  forum  on  the  latest 
developments.  And  you'll  meet  suppliers 
and  buyers  from  across  the  ever-expand- 
ing world  of  communications  technology. 

Look  into  the  future.  Come  to 
Telecom  99  +  interactive  99  ... 
and  Join  the  World! 


ITU  TELECOM    Place  des  Nations    CH-1211  Geneva  20    Switzerland 
Tel.:  +41  22  730  6161     Fax:  +41  22  730  6444     Internet:  telecom99@itu.int    URL:  http://www.itu.int/TELECOM 
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Inter@ctive  ^ 

International  Telecommunication  U 
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Inside  Wall  Street 


'•ORE  YOU  LOG  OFF... 


G.  MARCIAL 

one  outfit 
10%  of 


oised  to 
om  its 
stake.  And 
erapeutics 
)on  start 
ng  suitors 


Like  most  other  Net  stocks,  Log  On  America 
(LOAX),  which  streaked  to  37  when  it  went 
public  on  Apr.  22,  is  way  down — to  20  on 
Aug.  31.  But  don't  log  off,  counsel  some  pros: 
Little-known  Log  On  America  has  caught  the 
eye  of  big  Internet  and  telecom  players. 

A  U.  S.  telecom  company  is  set  to  invest  $25 
million  in  Log  On  for  a  10%  stake,  say  sources 
close  to  the  scene.  This  telecom  company  will 
help  Log  On  build  a  $100  million  network  for  In- 
ternet and  phone  services  in  New  England. 

Nortel  Networks,  a  global  supplier  of  telecom 
gear,  and  Cisco  Systems,  which  makes  network- 
ing material  for  the  Net, 
have  formed  alliances  with 
Log  On,  which  provides  a 
full  range  of  services,  in- 
cluding Net  access  and  lo- 
cal phones.  Both  Nortel 
and  Cisco  are  represented 
on  Log  On's  board. 

Structured  as  a  Net  ser- 
vice provider  and  a  "com- 
petitive local  exchange  car- 
rier (clec),"  Log  On 
America  "should  be  a  winner  in  the  battle  for 
the  broadband,  or  high-speed  Internet  connection, 
market,"  says  Joseph  Vaini,  an  analyst  at  itm 
Group.  A  clec  is  authorized  to  provide  local 
phone  services  in  competition  with  "incumbent" 
local  exchange  carriers  (iLECs) — such  as  the  re- 
gional Bells. 

Vaini  says  Log  On  America,  which  has  yet  to 
make  money,  aims  to  be  a  one-stop  provider  of 
Internet  access  and  voice,  data,  and  video  trans- 
mission services.  The  company  has  been  busy 
,  acquiring  other  clecs.  With  its  growth  strategy, 
aided  by  a  fast  expanding  broadband  market, 
Log  On  could  achieve  revenues  of  $50  million 
on  an  annual  basis  by  mid-2000,  he  says. 

He  figures  that,  based  on  the  market  valuation 
of  comparable  companies  at  6  to  10  times  their 
revenues,  Log  On  shares  could  trade  at  $33  to 
$54  a  share  in  nine  months  or  a  year. 

MTI:  A  HIGH-TECH 
HIGHFLIER 


A  BATTERED 
INTERNET  BABY 


*  LOG  ON  AMERICA 

vv 
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▲  DOLLARS 
DATA:  BLOOMBERG  FINANCIAL  MARKETS 


WINGING 
UPWARD 


MTI 
TECHNOLOGYj 


MAR.  1,  '99  SEP  1 

A  DOLLARS 
OATA  BLOOMBERG  FINANCIAL  MARKETS 


Shares  of  MTI  Technology  (mtic) 
haven't  been  going  the  way  of 
many  tech  stocks:  It  has  been 
winging  higher,  mti,  a  provider  of  high- 
performance  data  storage  solutions, 
such  as  storage  management  software, 
to  blue-chip  companies,  was  trading  at 
5  in  early  April.  It  has  since  zoomed  to 
22.  Part  of  the  reason  is  mti's  switch  to 
fiber  channel-based  technology,  which 
allows  speedier  transfer  of  informa- 
tion. But  more  important  is  mti's  hid- 


den asset:  It  has  acquired  a  25$  -take  in  pri- 
vately held  Caldera  Systems,  a  provider  of  the 

Linux  operating  system  for  business. 

"Mil's  investment  in  Caldera  could  achieve  long- 
term  value  for  MTI  shareholder-,"  says  Brion 
Tanous,  a  senior  analyst  at  First  Security  Van 
Kasper,  a  California  investment  bank,  "based  on 
the  high  valuation  of  Red  Hat,"  a  distributor  of  the 
Linux  operating  system  for  desktop  computers. 
Red  Hat  went  public  on  Aug.  11  at  14  a  share.  It 
soared  to  52  that  day  and  now  trades  at  79X. 

Tanous  figures  that,  based  on  Red  Hat's  valu- 
ation, mti's  25%  stake  in  Caldera  is  worth  21%  a 
share  to  MTI  shareholders.  Based  on  that  and 
mti's  earnings  growth,  he  values  MTI  at  49.  Here's 
an  added  kicker:  MTI  Chairman  Ray  Noorda, 
who  owns  51%  of  MTI,  also  owns  Caldera.  The 
betting:  Noorda  will  take  Caldera  public. 

MICROTHERAPEUTICS 
IS  ON  THE  MEND 

With  the  recent  swirl  of  takeovers  in  the 
medical  devices  industry,  MicroThera- 
peutics  (mtix)  is  gaining  new  fans.  "It 
represents  the  only  public  pure  play  in  the  more 
than  $1  billion  neurovascular  intervention  mar- 
ket," says  Sam  Navarro,  managing  director  at 
ing  Baring  Furman  Selz.  He  notes  that  a  num- 
ber of  companies  have  expressed  an  interest  in 
MicroTherapeutics,  which  makes  micro-catheters 
and  micro-guidewires  for  the  treatment  of  vas- 
cular ailments  such  as  blood  clots. 

Several  big  companies  already  have  bought 
hefty  stakes  in  MicroTherapeutics:  Abbott  Lab- 
oratories owns  11.4%,  Guidant  has  6.3%,  and 
Japan's  Century  Medical,  2.4%.  The  stock,  which 
slumped  to  6%  on  Apr.  '7,  has  since  sprinted 
to  10^. 

Navarro  says  that  while  MicroTherapeutics' 
proprietary  micro-catheters  and  micro-guidewires 
have  become  its  first  tech-  mKnt^rnHM 
nology  platform,  its  emerg- 
ing embolization  technolo- 
gy for  neurovascular 
applications  "could  catapult 
it  to  become  one  of  the 
most  attractive  takeovers 
in  the  field." 

Among  the  possible  buy- 
ers, "Guidant  appears  the 
most  likely  to  go  after 
MicroTherapeutics,"  says 
Joanne  Wuensch,  an  analyst  at  ING  Baring.  "The 
fit  for  Guidant  is  that  MicroTherapeutics  would 
widen  its  reach  into  the  neurovascular  market," 
she  says.  MicroTherapeutics  is  developing  its 
Onyx  system  for  neurovascular  and  other  appli- 
cations. Wuensch  expects  the  first  case  using 
Onyx  to  treat  an  aneurism  will  take  place  in 
Paris  in  the  next  two  weeks.  "That  will  be  a 
milestone  for  MicroTherapeutics,"  she  says.  If 
it's  successful,  Wuensch  and  Navarro  expect  the 
stock  to  surge.  Their  target:  20  in  six  months  or 
a  year.  Guidant  declined  comment. 
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Figures  of  the  Week 


STOCKS 


S&P500 


U.S.  MARKETS 


Sept.  1 


%  change 
Week  Year 


GLOBAL  MARKETS 


Sept.  1 


Weetl 


Aug.  Feb.  Aug.  Aug.26-Sept.l 

1390 


SO      Jt 

M 


t-Lr 


1340 
-1331.07 


1290 


Dow  Jones  Industrials  10,937.9 

Nasdaq  Composite  2750.8 

Nasdaq  100  .               2404.9 

S&P  MidCap  400  398.3 

S&P  SmallCap  600  177.9 

S&P  Super  Composite  1500  279.6 

SECTORS  Sept.  1 


-3.4 
-2.0 
-2.3 
-1.6 
-1.3 
-3.5 


39.7 
74.6 
97.9 
37.2 
21.8 
33.8 


%  change 
Week  Year 


52-week  change   1  -week  change 
+34.4%  -3.7% 

COMMENTARY 

Wall  Streeters  began  to  back 
off  on  their  idea  that  the  Aug. 
24  Fed  hike  was  the  last  for 
the  year.  The  bond  market  sold 
off,  sending  long-term  rates 
back  over  6%.  The  quick 
change  in  sentiment  hurt 
stocks  as  well.  After  setting 
a  new  high  of  11,326  on  Aug. 
25,  the  Dow  Jones  Industrials 
jumped  around  over  the  next 
week,  with  an  average  move 
of  120  points  a  day. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth  763.4  -3.1  38.8 

S&P/BARRA  Value  590.0  -4.3  28.2 

S&P  Basic  Materials  129.7  -3.9  24.6 

S&P  Capital  Goods  1010.8  -3.5  36.8 

S&P  Energy  865.8  -2.7  32.0 

S&P  Financials  131.2  -6.5  21.6 

S&P  REIT  80.4  0.3  -5.6 

S&P  Transportation  636.8  -6.9  9.1 

S&P  Utilities  256.5  -2.7  8.3 

GSTI  Internet  402.1  -9.0  233.5 

Morgan  Stanley  Cyclical  577.2  -3.1  42.1 

PSE  Technology  .                   629.4  -1.5  112.1 


S&P  Euro  Plus  1350.0 

London  (FT-SE  100)  6276.2 

Frankfurt  (DAX)  5317.1 

Tokyo  (NIKKEI  225)  17,802.5 

Hong  Kong  (Hang  Seng)  13,544.2 

Toronto  (TSE  300)  6978.3 

Mexico  City  (IPC)  5086.9 

FUNDAMENTALS  Aug.  31 


-1.3 
-1.5 
-1.5 
-0.3 
0.5 
-3.4 
-5.4 

Week 
ago 


S&P  500  Dividend  Yield  1.24% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  31.1 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  23.2 
First  Call  Earnings  Revision*  -0.32  % 

"First  Call  Corp. 


1.20  V, 

32.2 

24.1 

-0.04% 


TECHNICAL  INDICATORS 


Aug.  31 


Week 
ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1289.1      1059.9 
38.0%       15.0% 
0.56  0.81 

1.36  1.03 


BEST-PERFORMING         Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 


GROUPS 


month  % 


■:'  :" 


Instrumentation 

Semiconductors 

Metals 

Aluminum 

Drugs 


18.2 

13.3 

9.1 

9.0 

8.1 


Semiconductors 
Instrumentation 
Computer  Systems 
Communications  Equip. 
Aluminum 


158.9 

141.2 

97.9 

93.1 

82.6 


Pollution  Control  -19.9 

Life  Insurance  -15.4 

Drug  Chains  -13.5 

Specialty  Appar.  Retailers  -13.2 
Manufactured  Housing      -12.5 


Pollution  Control 

Manufactured  Housing 

Toys 

Homebuilding 

Metal  &  Glass  Containc 


I  MUTUAL  FUNDS 

Wm  S&P  500"  wm  U.S.  Diversified 
4-week  total  return 
i  i  i  i  i         i 

o.o    : 


I  All  Equity  Weekending  Aug  31 

52-week  total  return 


1 


%      -3        -2      -1        0         1        2 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


%       S       16      24       32      40      48 

"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return       % 

Technology  7.4 

Japan  4.2 

Health  2.9 

Precious  Metals  2.6 

Natural  Resources  2.2 

Leaders 

52-week  total  return  % 

130.2 
97.2 
86.2 
77.0 
71.9 


Technology 

Pacific/Asia  ex-Japan 

Japan 

Diversified  Pacific/Asia 

Communications 


Laggards 

Four-week  total  return        % 

Financial  -3.8 

Mid-cap  Value  -2.9 

Utilities  -2.8 

Small-cap  Value  -2.7 

Large-cap  Value  -2.4 

Laggards 

52-week  total  return  % 

5.4 
11.8 
14.2 
17.2 

17.4 


Real  Estate 
Europe 

International  Hybrid 
Small-cap  Value 
Domestic  Hybrid 


INTEREST  RATES 

Week      Year 


KEY  RATES 

Sept.  1 

ago 

ago 

MONEY  MARKET  FUNDS 

4.77% 

4.72% 

5.11% 

90-DAY  TREASURY  BILLS 

4.93 

4.93 

4.91 

1-YEAR  TREASURY  BILLS 

5.28 

5.14 

4.91 

10  YEAR  TREASURY  NOTES 

5.98 

5.73 

5.10 

30-YEAR  TREASURY  BONDS 

6.08 

5.87 

5.34 

30-YEAR  FIXED  MORTGAGE! 

8.00 

7.76 

6.83 

BLOOMBERG  MUNI  YIELD  EQUIV/ 

Taxable  equivalent  yields  on  AAA-rated,  tax 

municipal  bonds,  assuming  a  31%  federal 

10-yr.  bond 


GENERAL  OBLIGATIONS      4.89% 


TAXABLE  EQUIVALENT 


7.09 


INSURED  REVENUE  BONDS    5.11 


TAXABLE  EQUIVALENT 

tBanxQuote,  Inc. 


7.41 


BW  PRODUCTION  INDEX 

Change  from  last  week:  0.4%  Change  from  last  year:  7.4% 


3' 


ID 

I 

IS 


The  index  is  a  4-week 
moving  average  — 


Aug. 
1998 


Dec. 
1998 


Apr. 
1999 


Aug. 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  continued  tot  "*« 
week  ended  Aug.  21.  Before  calcul; 
four-week  moving  average,  the  inde:  i| ' 
0.4%,  to  150.3,  from  149.7.  Afte|j- 
adjustment,  both  auto  and  truck 
were  up  as  U.S.  vehicle  sales  in  A 
tinued  to  cruise  higher.  Crude-oil 
up  2%,  and  refiners  were  operating 
of  capacity.  Coal,  lumber,  and  rail-f  .... ,. 
fie  also  rose.  Electric  power  postf 
decline,  and  steel  production  was  u 


I  THE  WEEK  AHEAD 


fa  128 


til  11 
I 


UK  K 


INSTALLMENT  CREDIT  Wednesday,  Sept.  8, 
3  p.m. edt  ►  Consumers  probably  added 
$4.5  billion  in  new  debt  in  July,  says  the 
median  forecast  of  economists  surveyed  by 
Standard  &  Poor's  mms,  a  division  of  The 
McGraw-Hill  Companies.  Consumers  added 
only  $2.8  billion  in  debt  in  June,  but  that 
followed  a  massive  $11.7  billion  increase 
in  May.  The  debt  binge  is  an  expected  off- 
shoot of  the  ongoing  consumer  spending 
spree.  With  people  feeling  wealthier  be- 
cause of  rising  home  values  or  stock 
prices,  households  are  borrowing  much 
more  freely  than  they  did  earlier  in  the 
decade.  As  a  percent  of  disposable  income, 
installment  debt  is  at  a  near-record  21.3%. 


EXPORT-IMPORT  PRICES  Thursday,  Sept.  9, 
10  a.m. edt  ►  Prices  of  all  exports  were 
probably  unchanged  in  August,  after  slip- 
ping 0.2%  in  July.  Total  import  prices 
likely  jumped  0.4%  in  August,  on  top  of  a 
0.9%  gain  in  July.  Higher  energy  prices 
are  lifting  overall  import  costs.  Excluding 
oil,  import  prices  fell  0.1%  in  July,  and 
another  drop  is  likely  for  August.  Thanks 
in  part  to  a  strong  dollar,  import  prices 
have  been  falling  for  four  years..  The  defla- 
tion has  helped  to  keep  overall  U.  S.  infla- 
tion quite  low. 

PRODUCER  PRICE  INDEX  Friday,  Sept.  10, 
8:30  a.m. edt>-  The  s&p  mms  median  fore- 


cast is  that  producer  prices  for  finisf 
goods  edged  up  0.2%  in  August,  lift « 
part  by  higher  energy  prices.  Excludi 
the  volatile  food  and  energy  sectors, 
core  index  likely  rose  0.1%  last  mon 
July,  the  overall  producer  price  index  -', 
0.2%,  while  the  core  index  was  un 
changed.  Over  the  past  year,  both  tol 
producer  prices  and  core  prices  have" 
by  less  than  2%. 
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For  more  investment  data  and  the 

components  of  the  production  index 

visit  www.businessweek.com. 
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Loan  Pricing  1 44 

Log  On  Amenca  (LOAX)  185 
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Mails+Media  63 

Major  League  Baseball  162,  171 
Management  Ventures  54 
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Matthews  Korea  Fund  85 
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McGraw-Hill  (MHP)  38,  114 
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Medscape  78 
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Editorials 


THE  GREAT  BUBBLE  DEBATE 


Double,  double  toil,  and  trouble; 
Fire  burn,  and  cauldron  bubble. 

Federal  Reserve  Chairman  Alan  Greenspan  worried  out 
loud  about  stock  market  bubbles  at  the  recent  annual  eco- 
nomic "Fed  camp"  in  Jackson  Hole,  Wyo.  In  an  intellectual 
tour  de  force,  Greenspan  ruminated  about  the  nature  and  im- 
pact of  financial  bubbles:  Measuring  overvaluation  is  an  im- 
possible task,  and  past  attempts  to  prick  asset  bubbles  with 
higher  rates — in  the  U.  S.  in  the  '20s  and  Japan  in  the  '80s — 
proved  disastrous.  He  wisely  concluded  that  while  stock 
prices  had  become  an  independent  force  in  the  economy,  the 
Fed  should  not  use  monetary  policy  to  do  much  about  them. 
Bubbles  remain  mysterious  things,  he  said — unpredictable 
and  identifiable  only  after  the  fact.  Is  Greenspan  right?  We 
believe  so,  but  others  disagree. 

SIGNS  OF  TROUBLE? 

It  all  depends  on  how  you  view  the  New  Economy.  For 
most  of  the  '90s,  mainstream  economists  rejected  the  notion  of 
a  New  Economy.  With  sustained  productivity  growth  of  2% 
annually — twice  the  level  of  the  previous  two  decades — they 
have  recently  become  converts.  The  discussion  is  no  longer 
about  the  existence  of  a  New  Economy  but  about  what  it 
means  for  the  stock  market.  We  think  that  an  information- 
based  economy  generating  greater  productivity  and  prof- 
itability can  probably  sustain  higher  stock  market  valuations 
than  recent  historic  norms.  Again,  others  disagree.  Here  are 
the  two  key  issues  in  the  bubble  debate: 

■  Does  the  New  Economy  justify  sky-high  price-earnings 
ratios,  or  will  it  generate  a  classic  stock  market  bubble?  A 
study  called  "Bubble  Trouble"  by  hsbc  economist  Stephen 
King  shows  that  four  modern  bubbles — in  Britain,  Japan, 
Mexico,  and  Spain — were  associated  with  low  inflation,  high 
productivity,  a  strong  currency,  above-average  economic 
growth,  and  talk  of  "new  eras."  Sound  familiar?  Low  price  in- 
flation, coupled  with  robust  economic  growth,  lulled  policy- 
makers into  keeping  monetary  policy  too  easy,  too  long.  As- 
sets inflated,  and  the  bubble  burst.  According  to  hsbc,  the 
U.  S.  is  clearly  in  this  kind  of  bubble.  Watch  for  the  pop. 

Not  so,  finds  an  equally  persuasive  study,  "The  IT  Revolu- 
tion and  the  Stock  Market,"  by  Jeremy  Greenwood  of  the 
University  of  Rochester  and  Boyan  Jovanovic  at  New  York 
University.  They  readily  grant  that  p-e  ratios  are  plenty 
high.  But  Greenwood  and  Jovanovic  say  the  market  is  simply 
forecasting  higher  future  output,  productivity,  and  earnings.  If 
that's  true,  then  the  sharp  runup  in  stock  prices  represents  a 
positive  estimate  about  growth  in  future  profits.  The  info-tech 
revolution  will  add  value  to  the  stock  market  for  a  long 
time.  So  high  p-e's  are  justified.  Forget  the  bubble. 

■  Is  the  high-tech,  high-productivity  revolution  confined  to  a 
narrow  sector  of  the  economy,  or  is  it  pervasive,  transforming 
virtually  every  industry?  If  the  New  Economy  is  Netcentric, 


then  the  high  p-e's  in  the  broad  stock  market  are 
high,  and  a  bubble  exists.  But  if  productivity  is 
throughout  the  economy,  then  a  31  p-e  for  companiej 
S&P  500-stock  index  looks  more  reasonable. 

Robert  Gordon,  a  Northwestern  University  heavj 
economist,  argues  that  nearly  all  the  recent  prodij 
gains  have  taken  place  in  the  computer  industry, 
ures  show  virtually  no  productivity  acceleration  in  the 
the  economy.  His  research  is  bolstered  by  Clayton| 
tensen,  who,  in  his  best-selling  book,  The  Innovator* 
ma,  argues  that  Old  Economy  companies  invariably  ge 
sided  by  disruptive  technologies  and  can't  adapt.  "Thel 
competent  decisions  of  management  that  are  critical| 
success  of  their  companies  are  also  the  reasons  why  th 
their  positions  of  leadership."  Gordon  and  Christensen 
the  view  that  the  New  Economy  is  limited  mostly  tc 
row  sector  of  the  economy,  and  the  stock  market  as 
is  overvalued.  The  bubble  is  here. 

But  ceos  across  America  believe  Gordon  and  Chris] 
underestimate  the  ability  of  brick-and-mortar  compal 
transform  themselves  into  hip  New  Economy  hotshol 
can  sustain  superstock  p-e's.  Venerable  Charles  SchwaH 
has  transformed  itself  into  the  biggest  online  discount 
Gap  Inc.  is  one  of  the  biggest  retailers  on  the  Net.  Ta 
equipment  maker  Cisco  Systems  Inc.  may  do  78% 
business  over  the  Net  (page  128),  but  Ford  Motor  Col 
used  the  Net  to  boost  sales  per  employee  some  25%  o\ 
years.  Electronic  commerce  appears  to  be  npt  only 
new  companies  but  also  changing  the  way  Old  Ec 
companies  do  business.  To  them,  the  past  is  not  prolog 
a  bubble  is  not  inevitable. 

A  WIDESPREAD  REVOLUTION 

business  week  bets  that  the  Information  Revolui 
probably  having  a  widespread — not  a  narrow — impact 
economy.  But  adapting  to  a  new  technological  base 
time.  No  one  knows  how  long  this  Information  Revolutii 
take,  or  what  will  happen  along  the  way.  That's  why 
so  much  debate  about  the  New  Economy,  productivi 
bubbles.  We  believe  that  stocks  warrant  higher  valuatii 
day  than  in  the  past,  thanks  to  the  New  Economy,  but 
to  not  knowing  how  much  higher.  The  recent  shakeout 
ternet  stocks  shows  that  investors  are  also  making 
own  calculations. 

So  feel  free  to  join  the  bubble  debate.  For  Green 
Jackson  Hole  speech,  see  the  Web  site  federalreserve.gt Jt " 
Greenwood  and  Jovanovic  see  www.econ.rochester.edi 
ulty/Greenwood.html;  and  for  Gordon's  "Has  the  New 
omy  Rendered  the  Productivity  Slowdown  Obsolete?"  s« 
ulty-web.at.nwu.edu/economics/gordon.    The    issues 
complex.  There's  reason  why  Alan  Greenspan,  in  an 
tionally  thoughtful  and  candid  moment,  decided  to 
out  loud. 
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/ear  Eagle  Aquasteel  Run-Flat   Nobody 

it  for  your  family  better  than  you  do.  But  Goodyear 
).  With  Eagle  Aquasteel  Run-Flat  radials  you  can 
run  over  a  hazard,  lose  all  air  pressure  and  keep 
f'or  up  to  50  miles  at  up  to  55  miles  per  hour.*  No 
Jtting  stuck  in  bad  weather  and  having  to  get  out 


of  your  car  in  emergency  lanes  or  in  the  middle  of  nowhere  to 
change  a  tire.  Goodyear  Run-Flat  technology  helps  the  tire 
keep  its  shape,  so  you  can  keep  driving  to  safety.  To  learn 
more  about  Goodyear's  innovative  Run-Flat  technology,  visit 
our  website  at  www.runflat.com.  Or  call  1-800-RUN-FLAT. 
Goodyear.  Number  One  in  tires. 
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With  older  executives  set  to  leave 
the  workplace  in  droves, 
Corporate  America 
is  facing  a  dramatic 
talent  shortage. 
Here's  what  smart 
companies  are  doing 
to  keep  their  senior 
stars  on  the  job.  paGE  u2 
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It's  the  knowledge  that  the 
decisions  you  make  for  your 
business  are  the  right  ones- 
It's  the  implicit  guarantee 
that  whether  your  needs  are 
small  or  large,  they  will  be 
It's  knowing  where  to  turn  for 
flexible  solutions  for  your 
business,  and  that  loyalty  has 
its  benefits.  It's  the  awareness 
that  even  if  your  business  isnt 
always  predictable,  your  office 
equipment  will  be.  And  that's 


certainly  something  to  smile  about. 
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dflPANY.  ONE  MESE 


t  Panasonic,  we  understand  that  your  office  equipment  needs  change.  The  products  that  are  right  fo 
your  business  today,  may  not  be  right  tomorrow.  We  understand  that  you  need  the  confidence  to  maket  iquif 
right  choice  in  this  constantly  changing  market.  You  need  technologically  advanced  products  like 
network-ready  copiers,  lightning-fast  color  printers,  Internet-smart  fax  machines  and  connected  electroni 
white  boards — products  that  will  truly  make  your  business  run  efficiently,  flawlessly. 

And  most  importantly,  you  need  flexibility.  That's  why  we  developed  the  most  aggressive  office  equipm^ 
acquisition  program  in  the  industry.  It's  called  XtraCareP/us  and  it  gives  you  the  unprecedented  option  of 

Connecting       Peoph 


I 


OTA 


■enalty-free  upgrades  or  downgrades  on  your  equipment.  Your  business  expands,  upgrade  to  a  faster  copier.  Your 
'quipment  needs  change,  trade  up  to  an  Internet  fax,  or  a  color  printer.  XtraCareP/us  gives  you  complete  flexibility, 
and  it  gives  you  the  confidence  to  run 
your  business  effortlessly. 
:  XtraCareP/f/S         Call  1-800-742-8086or 
'isitusatwww.panasonic.com/officetodaytofindouthow         UULUillclll  I   lldyiliy  OUllipdlly 
anasonic  will  bring  you  total  satisfaction. 
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www.panasonic.com/office 
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Sept.  1999 
Equitable  Companies  Inco 
becomes  AXA  Financial,  Int.; 
now  trades  as  "AXF"  on  NY! 


1998  ■• 

Equitable  Companies  market  cap 
exceeds  $10  billion.  ROE  over  15%. 


1995 

AXA  becomes  world's  largest 
insurance  company  as  measured 
by  assets  under  management. 


1992 

Equitable  Life  completes  largest 
de-mutualization  in  U.S.  history 
and  The  Equitable  Companies 
begins  trading  on  NYSE. 


1991  

AXA  group  invests  $1  billion 
in  Equitable  Life  to  form 
new  global  partnership. 


1985 • 

Equitable  Life  acquires 
DIJ  and  Alliance  Capital 


GE-99-89  (8/99)  AXA  Financial,  Inc.,  NY,  NY  10104  is  a  major  component  of  the  AXA  group.  AXA  Financial,  Inc.  is  solely  responsible  for  its  own  obligations.  * 


Growing  your  way: 

AXA  Financial,  Inc.  is  the  new  name  for  Equitable 
Companies,  one  of  the  nations  leading  and  most  successful 
families  of  financial  institutions. 

Our  new  name  reflects  a  vision  of  how  best  to  provide  solutions  to 
fast  growing  retail,  institutional  and  wholesale  markets.  We 
believe  we  have  the  management  teams,  the  strategies  and  the 
market  position  to  achieve  success  well  into  the  next  century. 
Each  of  our  subsidiaries  —  Equitable  Life,  Alliance  Capital 
and  Donaldson,  Lufkin  &  Jenrette  —  is  strong  in  its  own  right, 
and  stronger  thanks  to  our  fully  integrated  structure. 

AXA  Financial  is  a  member  of  the  global  AXA  group,  one  of  the 
worlds  fastest  growing  financial  services  companies  with  over 
$650  billion*  in  assets  under  management  and  operations  in 
60  countries.  Visit  us  at  www.axa-financial.com 

Follow  AXF*  on  the  NYSE. 
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on  the  job  will 
require  more  flexible 
management.  Is 
business  ready?  page  112 
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BRAIN  DRAIN 

America  is  aging.  Soon,  baby  boomer 
execs  will  be  leaving  the  workplace  in 
droves.  And  there  aren't  enough  young 
workers  to  fill  the  gap.  So  companies 
are  tapping  the  vast  resources  of  their 
older  workers — by  scrapping  age  limits 
and  setting  up  "bridge  periods"  between 
full-time  employment  and  retirement 
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Ex-Managing  Editor  Jack  Dierdorff 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
CAMPAIGN  2000 

THAT  TIDAL  WAVE 
OF  COMPASSION 

it's  HIS  CAMPAIGN  mantra: 
George  W.  Bush  =  Compas- 
sionate Conservative.  He  re- 
peats it  so  often  you'd  think 
he  coined  the  phrase.  Think 
again. 


ing  decades,  a  parade  of  right- 
of-center  pols  or  their  han- 
dlers have  attempted  to  soften 
their  images  by  invoking  the 
catchy  phrase.  Among  them: 
Newt  Gingrich  (1989),  tele- 
vangelist  Pat  Robertson 
(1988),  both  Bob  Dole  (1987) 
and  Elizabeth  Dole  (1997), 
House  Speaker  Dennis 
Hastert  (1986),  former  Hous- 


One  of  Bush's  rivals 
for  the  Republican 
Presidential  nomination,  Utah 
Senator  Orrin  Hatch,  first 
used  the  term  in  1981.  "I'm  a 
conservative,  and  proud  of  it, 
but  I'm  a  compassionate  con- 
servative," Hatch  told  The 
New  York  Times  after  saving 
the  Jobs  Corps  from  the  Rea- 
gan budget  knife. 

In  the  nearlv  two  interven- 


ing &  Urban  De- 
velopment Secre- 
tary   Jack    Kemp 
(repeatedly),   and 
ex-Representative  Rob- 
ert "B-l  Bob"  Dornan 
(1995). 

The  label  was  even 
attached  to  the  first 
George  Bush.  Back  in 
1987,  the  then-Vice-Presi- 
dent's media  consultant  Roger 
Ailes,  now  ceo  of  Fox  News, 
told  the  Times:  "George  Bush 
is  a  conservative  and  a  com- 
passionate man.  There's  noth- 
ing mutually  exclusive  about 
it."  Seems  that  George  W.  is 
indeed  a  chip  off  the  old 
block.      Richard  S.  Dunham 


THE  LIST   WHO  BRINGS  HOME  THE  SHEEPSKIN? 


As  their  participation  in  the  the  largest  increase  in  the 

workforce  has  increased,  percentage  of  women  getting 

women  have  also  become  undergraduate  degrees: 
better  educated  than  men. 

Since  1982,  they  have  197°     199S 

earned  more  bachelor's  de-  PSYCHOLOGY  43.4%  73.0% 

grees  than  men.  And  by  COMMUNICATIONS     35.3    58.8 

1996,  according  to  this  re- 
cent study,  women  earned  a 
majority  of  the  BAs  awarded 
in  every  state  of  the  union 
except  Utah.  Women  in- 
creased their  share  of  de- 
grees from  both  public  and 
private  schools.  Of  17  broad      PHYSICAL  SCIENCES  13.6    35.9 
academic  disciplines,  these        data:  national  center  for  education 
are  the  fields  that  have  seen      statistics/the  college  board 
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TALK  SHOW  ''You  can  choose  either  kidney.  Buyer  | 
transplant  and  medical  costs.  Of  course  only  one  for  si 
need  the  other  to  live." 

—  "hchero, "  who  attempted  to  auction  his  own  kidney  on 

eBay  Web  site 

POINTS  OF  LIGHT 


KEEPING  THE  HOME 
FIRES  BURNING 

it's  hard  to  get  warm  and 
fuzzy  about  the  unsavory 
realm  of  bill  collecting.  But  a 
new  program  funded  by  Illi- 
nois Power  and  the  state  of 
Illinois  has  pumped  some  do- 
good  vibes  into  the  way  low- 
income  customers  pay  off 
their  debts.  Now,  that  pro- 
gram is  looking  to  go  national. 

A  Hand  Up,  based  in  De- 
catur, 111.,  allows  customers  to 
pay  off  overdue  bills  by  vol- 
unteering at  one  of  85  local 
nonprofit  outfits,  such  as  thrift 
shops  or  housing  authorities. 
For  each  hour's  work,  A 
Hand  Up  wipes  away  $10  of 
debt  owed  to  the  utility,  land- 
lord, or  other  creditor.  "The 
philosophy  is  to  help  them 
help  themselves  out  of  a  cri- 
sis," says  founder  Sharon 
Durbin,  a  former  Illinois  Pow- 
er customer-service  rep  who 
for  years  fielded  calls  from 
desperate  billpayers. 

Launched  in  1998,  A  Hand 
Up  has  attracted  1,000  par- 


ticipants so  far.  The 
says  it  decided  to  go  n^ 
after  other  utilities 
afield  as  Tennessee,  Ver 
New   York,   and   Calif 
contacted  it.  It  wants 
gin  the  national  rollol 
spring,  2000.  "It's  a  stej 
stone   toward   a   real 
says  Sandra  Hurd,  a  lal 
casino    worker  in  Colling 
111.,     who     received 
through  A  Hand  Up. 
maybe  bill-collecting  cal 
sort  of  warm  and  fuzzi 
ter  all.  Dennis 


FOOD  STUFF 

A  SAUCY  LITTLE 
COMPANY  HITS  IT  BIG 

JAPANESE  COMPANIES  HAVE 
traditionally  looked  to  foreign 
markets  for  success.  Yet  while 
carmakers  and  consumer-elec- 
tronics outfits  struggle  for  the 
U.  S.  dollar,  one  unheralded 
company  has  hit  it  big.  Kikko- 
man  is  making  a  killing  in 
soy  sauce,  thanks  to  Amer- 
icans' changing  tastes. 

Americans       consumed 
some  40  million  gallons  of 
soy  sauce  last  year,  and 
the  market  has  grown 
steadily  for  the  past  25 
years  at  a  10%  annual 
clip.    That's    benefited 
Kikkoman,  which  spe- 
cializes    in     naturally 
brewed  soy  sauce.  Its 
main  American  rivals, 
such  as  La  Choy,  make 
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chemically        manufact 
brands — a  different 
segment,  say  analysts.  "' 
is  little   competition  in 
American  market,"  for 
man,  says  Yasuo  Arig: 
industry  analyst  at  Credit 
onnais  Securities  (Japan). 
Half  of  Kikkoman's  $ 
million  operating  profits  in 
first  half  of  1999  came  fi 
the  U.  S.,  a  big  part  of  the 
pected  15%  rise  in  net 
come  for  this  year.  S; 
of  $2.1  billion  annually, 
expected  to  grow  5%  t 
year.  So  far,  none  of 
2,000    other   Japan 
soy  sauce  makers  h 
made   a  big  push 
the    U.S.    But   w: 
they  sniff  the  sw 
scent  of  the  lucrati 
market,  they  could  ! 
undate    the    count 
with   new   soy   sau 
brands.  Miki  Tanikai 
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leeting  with  a  Sprint  business  consultant  can  be  a  very  rewarding  experience.  They  can  tell  you 
dw  our  global  data  and  voice  service  can  expand  what  you  can  do  for  your  customers.  They  can  sit 
id  discuss  the  benefits  of  Sprint  ION,  '  offering  you  flexibility  and  speed  you've  only  dreamed  of. 
nd  to  get  follow-up  help,  a  call  to  our  Business  Solutions  Center  provides  you  with  your  own 
edicated  Sprint  consultant.  But  we  know  it's  not  just  about  sharing  our  expert  business  advice.  It's 
3  bout  not  saying  a  word  until  you  tell  us  all  about  your  business.  Then,  together,  we  can  devise  a  plan 


_  nat's  music  to  your  ears.  Isn't  that  the  point  of  contact? 


www.sprint.com   1-800-PIN  DROP 


Sprint 
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Up  Front 


BROADCAST  NEWS 

THE  FCC  TRAINS  ITS 
CANNONS  ON  PIRATES 


FOR  A  CLUSTER  OF  BROAD- 
casters  in  Florida  recently, 
"sweeps"  meant  something 
quite  different  from  the  pe- 
riod when  audience  size  is 
measured.  In  August,  the 
Federal  Communications 
Commission  shut  down  20 
"pirate"  radio  stations  that 
were  allegedly  using  low- 
power  transmitters  to  aid 
drug-smuggling  ships,  help 
transport  boatloads  of  illegal 
immigrants,  and  relay  coded 
messages  to  burglars  oper- 
ating in  the  area. 


The  fcc  wants  pirate  sta- 
tions, usually  free  spirits 
broadcasting  music  to  a  small 
area,  to  make  way  for  legit, 
licensed  stations.  But  the  al- 
leged criminal  ac- 
tivities, plus  the 
fact  that  pirate 
transmissions  can 
interfere  with  air- 
traffic  communi- 
cations, have  giv- 
en the  agency 
added  incentive 
to  act. 

"We  have  re- 
doubled our  efforts  to  shut 
down  pirate  radio  stations," 
says  fcc  Chairman  William 
Kennard.  To  date,  507  illegal 
stations  have  been  closed  na- 
tionwide. The  agency  plans  to 
move  soon  against  50  more 
across  the  country. 

Of  the  station  personnel 
busted  in  the  August  sweep, 
many  are  now  in  federal  cus- 
tody, awaiting  trial  on  drug 
and  smuggling  charges — as 
well  as  for  operating  a  radio 
station  without  a  license. 

Dennis  Blank 


CLASS  NOTES 

SCHOOLS  GET  INSIDE 
JOCKS'  HEADS 

FOR   YEARS,    LOW   GRADES 

or  SATs  have  meant  that  col- 
legebound  jocks  miss  a  year 
of  play.  If  one  psycholo- 
gist gets  his  way,  kids 
might  be  sidelined  for 
flunking  a  mental  as- 
sessment exam  as 
well. 

The  20-minute 
Troutwine  Athlet- 
ic Profile  (tap),  ere 
ated  by  industri- 
al psychologist 
Robert  Troutwine, 
has  been  used 
since  1986  by  the 
National  Football  League  to 
see  if  new  players  can  fit  into 
the  team  and  be  motivated. 
Answers  to  true/false  ques- 
tions like  "I  would  rather  fail 
at  a  task  than  give  it  up" 
(true  is  usually  better)  can 
help  coaches  get  the  informa- 


tion they  need  to  get  the 
most  from  players. 

Colleges  are  testing  en- 
rolled players  with  the  TAP 
and  want  to  test  recruits,  too. 
The  University  of  Georgia,  al- 
ready uses  it  and  likes  it. 
"When  a  guy  has  a  $14,000 
scholarship  and  this  test  is  go- 
ing to  help  him  on 
the  field  and  in  the 
classroom,  we're  go- 
ing to  do  it,"  says 
Jim  Donnan,  the 
Bulldogs'  head 
football  coach. 
Other  schools,  like 
Michigan  State 
have  also  used  the 
test. 

Troutwine 
says  many  mid- 
dle and  high  schools  are  leery 
of  using  psychological  tests 
on  their  students.  But  he  con- 
tends that  "good  psychology 
will  win  you  games."  Per- 
haps. But  administering  the 
test  won't  always  win  you 
friends.  Mica  Schneider 


DRAWN  &  QUARTERED 
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TRADE  WINDS 

BIG  STINK  OVER 
A  FISHING  SUBSIDY 

THERE'S  MORE   AT  STAKE   IN 

the  latest  U.  S.-Europe  trade 
war  than  money  and  jobs. 

A  recent  report  by  the 
World  Wildlife  Fund  found 
that  big  European  fleets  are 
depleting  the  Atlantic  of 
sw^ordfish,  Patagonian 
toothfish,  and  other 
species.  All  told,  60% 
of  the  world's  com- 
mercial fish  stocks 
are  endangered.  The 
main  villains,  says 
the  wwf,  are  Euro- 
pean Union  countries 
like  France,  Britain,  and  es- 
pecially Spain,  that  offer  huge 
subsidies  for  fishing  boats. 
The  subsidies  total  $1.5  bil- 
lion a  year,  or  $15,000  a  boat, 
on  average,  in  all  of  Europe. 
Because   the   subsidies   are 


linked  to  the  purchase  I 
vessels  and  fishing  rid 
distant  waters,  a  dis}] 
tionate  amount  of  aid 
the  largest  and  most 
trawlers.    Taxpayer 
thus  provides  huge  incd 
to  overfish,  says  the  w| 
The  U.S.  will  call 
halt  to  these  subsidi 
World    Trade   OrganiJ 
talks  opening  later  this 


DISASTER?  Endangered  AtlantiX 


The  Europeans,  have  rei\ 
fearful  that  many  of 
coastal  regions  will  col| 
without  the  aid.  But 
cosseted  fishermen  coull 
fishing  themselves  out  I 
future.       William  Echi\ 


THE  BIG  PICTURE 


SUVS  ARE  LOSING  TRACTION 

The  boom  in  sport-utility  vehicles 
(SUVs)  is  cooling  off.  After  growing 
15%  in  1997  and  13%  last  year,  sales 
have  grown  only  6%  so  far  this  year. 
Luxury  SUVs  are  taking  up  some  of 
the  slack,  however,  with  sales 
growing  at  26%. 


NEW  U.S.  RETAIL 

REGISTRATIONS 

FOR  SUVs 


'94    '95    '96    '97    '98    '99 
MILLIONS 

•ANNUALIZED  FROM  DATA  THROUGH  J 


DATA:  POLK  CO.;  NEXTREND  INC 


FOOTNOTES    Number  of  U.  S.  census  forms  printed  in  1990:  308  million  in  four  languages;  in  2000:  426  million  in  six  languaii 
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Too  bad  we've  got  a        ^ 
tail  wind.  I'm  really  enjoying 
flying  First  Class  for  the 
price  of  Coach. 


ConnectFirstf  fares.  Move  up  to  First  Class  for  the  price  of  Coach. 

No,  you're  not  dreaming.  ConnectFirst  from  Northwest  Airlines  is  the  best  deal  in  business  travel.  When  you 
pay  full-fare  Coach  on  qualifying  connecting  flights,  you  receive  an  automatic  upgrade  to  First  Class.  Plus, 
you  receive  1,000  WorldPerks®  Bonus  Miles  roundtrip.  Think  of  it:  the  amenities  and  comfort  of  First  Class 
for  the  price  of  Coach.  And  if  you  are  traveling  to  Asia,  ask  about  our  new  ConnectFirst  AsiaSM  fares.  For 
reservations,  book  online  at  www.nwa.com,  call  your  travel  agent  or  call  Northwest  at  1-800-225-2525  and 
ask  for  a  ConnectFirst  fare.  Next  time,  fly  First  Class  for  the  price  of  Coach. 
It  makes  business  travel  a  breeze. 


Travel  in  First  Class  using  a  -UP*  or  -UPLINK  fare  is  valid  in  most  but  not  all.  domestic  markets  First  Class  seating  is  available  only  on 
let  or  regional  iet  (lights.  Reservations  in  First  Class  are  required.  Passenger  must  travel  in  First  Class  if  seats  are  available  Seats  are 

I "  'nus  Miles  offer  is  valid  for  North  America  travel  only  Some  restrictions  apply 
©1999  Northwest  Ajrlines.  Inc.    Northwest  recydes  enough  paper  products  in  one  year  to  save  over  6.874.000  gallons  of  wnte-  O 
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BROADCAST  NEWS 

THE  FCC  TRAINS  ITS 
CANNONS  ON  PIRATES 


FOR  A  CLUSTER  OF   BROAD- 

casters  in  Florida  recently, 
"sweeps"  meant  something 
quite  different  from  the  pe- 
riod when  audience  size  is 
measured.  In  August,  the 
Federal  Communications 
Commission  shut  down  20 
"pirate"  radio  stations  that 
were  allegedly  using  low- 
power  transmitters  to  aid 
drug-smuggling  ships,  help 
transport  boatloads  of  illegal 
immigrants,  and  relay  coded 
messages  to  burglars  oper- 
ating in  the  area. 


The  Fee  wants  pirate  sta- 
tions, usually  free  spirits 
broadcasting  music  to  a  small 
area,  to  make  way  for  legit, 
licensed  stations.  But  the  al- 
leged criminal  ac- 
tivities, plus  the 
fact  that  pirate 
transmissions  can 
interfere  with  air- 
traffic  communi- 
cations, have  giv- 
en the  agency 
added  incentive 
to  act. 

"We  have  re- 
doubled our  efforts  to  shut 
down  pirate  radio  stations," 
says  fee  Chairman  William 
Kennard.  To  date,  507  illegal 
stations  have  been  closed  na- 
tionwide. The  agency  plans  to 
move  soon  against  50  more 
across  the  country. 

Of  the  station  personnel 
busted  in  the  August  sweep, 
many  are  now  in  federal  cus- 
tody, awaiting  trial  on  drug 
and  smuggling  charges — as 
well  as  for  operating  a  radio 
station  without  a  license. 

Dennis  Blank 
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SCHOOLS  GET  INSIDE 
JOCKS'  HEADS 

FOR   YEARS,   LOW   GRADES 

or  SATs  have  meant  that  col- 
legebound  jocks  miss  a  year 
of  play.  If  one  psycholo 
gist  gets  his  way,  kids 
might  be  sidelined  for 
flunking  a  mental  as 
sessment  exam  as 
well. 

The  20-minute  \  V 


Troutwine  Athlet- 
ic Profile  (tap),  ere 
ated  by  industri- 
al psychologist 
Robert  Troutwine, 
has  been  used 
since  1986  by  the 
National  Football  League  to 
see  if  new  players  can  fit  into 
the  team  and  be  motivated. 
Answers  to  true/false  ques- 
tions like  "I  would  rather  fail 
at  a  task  than  give  it  up" 
(true  is  usually  better)  can 
help  coaches  get  the  informa- 


tion they  need   to  get  the 
most  from  players. 

Colleges  are  testing  en- 
rolled players  with  the  TAP 
and  want  to  test  recruits,  too. 
The  University  of  Georgia,  al- 
ready uses  it  and  likes  it. 
"When  a  guy  has  a  $14,000 
scholarship  and  this  test  is  go- 
ing to  help  him  on 
the  field  and  in  the 
classroom,  we're  go- 
ing to  do  it,"  says 
Jim  Donnan,  the 
Bulldogs'  head 
football  coach. 
Other  schools,  like 
Michigan  State 
have  also  used  the 
test. 

Troutwine 
says  many  mid- 
dle and  high  schools  are  leery 
of  using  psychological  tests 
on  their  students.  But  he  con- 
tends that  "good  psychology 
will  win  you  games."  Per- 
haps. But  administering  the 
test  won't  always  win  you 
friends.  Mica  Schneider 
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TRADE  WINDS 

BIG  STINK  OVER 
A  FISHING  SUBSIDY 


THERE  S  MORE  AT  STAKE  IN 
the  latest  U.  S.-Europe  trade 
war  than  money  and  jobs. 

A  recent  report  by  the 
World  Wildlife  Fund  found 
that  big  European  fleets  are 
depleting  the  Atlantic  of 
swordfish,  Patagonian  mtm^et 
toothfish,  and  other 
species.  All  told,  60% 
of  the  world's  com-  J  __^_; 
mercial  fish  stocks 
are  endangered.  The 
main  villains,  says 
the  wwf,  are  Euro- 
pean Union  countries 
like  France,  Britain,  and  es- 
pecially Spain,  that  offer  huge 
subsidies  for  fishing  boats. 
The  subsidies  total  $1.5  bil- 
lion a  year,  or  $15,000  a  boat, 
on  average,  in  all  of  Europe. 
Because   the   subsidies   are 


linked  to  the  purchase 
vessels  and  fishing  rie 
distant  waters,  a  disp| 
tionate  amount  of  aid' 
the  largest  and  most 
trawlers.   Taxpayer 
thus  provides  huge  ince 
to  overfish,  says  the 

The  U.S.  will  call 
halt  to  these  subsidil 
World    Trade   Organiz 
talks  opening  later  this| 


DISASTER?  Endangered  Atlantic 


The  Europeans  have  ref 
fearful  that  many  of 
coastal  regions  will  co\\ 
without  the  aid.  But 
cosseted  fishermen  coull 
fishing  themselves  out 
future.       William  Echi\ 
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SUVS  ARE  LOSING  TRACTION 

The  boom  in  sport-utility  vehicles 
(SUVs)  is  cooling  off.  After  growing 
15%  in  1997  and  13%  last  year,  sales 
have  grown  only  6%  so  far  this  year. 
Luxury  SUVs  are  taking  up  some  of 
the  slack,  however,  with  sales 
growing  at  26%. 
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Too  bad  we've  got  a        ^ 
tail  wind.  I'm  really  enjoying 
flying  First  Class  for  the 
price  of  Coach. 


Con nectFirstf  fares.  Move  up  to  First  Class  for  the  price  of  Coach. 

No,  you're  not  dreaming.  ConnectFirst  from  Northwest  Airlines  is  the  best  deal  in  business  travel.  When  you 
pay  full-fare  Coach  on  qualifying  connecting  flights,  you  receive  an  automatic  upgrade  to  First  Class.  Plus, 
you  receive  1,000  WorldPerks®  Bonus  Miles  roundtrip.  Think  of  it:  the  amenities  and  comfort  of  First  Class 
for  the  price  of  Coach.  And  if  you  are  traveling  to  Asia,  ask  about  our  new  ConnectFirst  AsiaSM  fares.  For 
reservations,  book  online  at  www.nwa.com,  call  your  travel  agent  or  call  Northwest  at  1-800-225-2525  and 
ask  for  a  ConnectFirst  fare.  Next  time,  fly  First  Class  for  the  price  of  Coach, 
ll  makes  business  travel  a  breeze. 


Hirst  Class  using  a  UP*  or  UPLINK  fare  is  valid  in  most,  but  not  all.  domestic  markets.  First  Class  seating  >  available  only  on 
ict  or  regional  \c\  flights.  Reservations  in  First  Class  are  required.  Passenger  must  travel  in  First  Class  if  seats  are  available.  Seats  are 

Bonus  Miles  offer  is  valid  for  North  America  travel  only.  Some  restrictions  apply. 
©1999  Northwest  Airlines,  Inc.    Northwest  recydes  enough  paper  products  in  one  year  to  save  over  6,874,000  gallons  of  wate  Q 
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A  FEW  MORE  IDEAS 

FOR  THE  21  st  CENTURY 

There  is  an  obvious  answer  to  Idea 
16  in  "21  Ideas  for  the  21st  Century" 
(Cover  Story,  Aug.  23-30).  One  solution 
to  the  birth  dearth  and  impending  labor 
shortages  that  result  from  a  shrinking 
workforce  is  to  draw  on  the  talent  pool 
of  retired  workers. 

While  people  are  living  longer  and  in 
better  health,  it  is  an  anomaly  that 
around  70%  of  Social  Security  benefi- 
ciaries start  to  receive  benefits  before 
reaching  65.  There  are  almost  41.6  mil- 
lion Americans  between  the  ages  of  55 
and  75,  many  of  whom  are  retired  work- 
ers who  would  like  to  continue  working 
on  a  part-time  basis.  Why  not  draw  on 
this  rich  talent  pool  of  people  with  ex- 
perience, expertise,  seasoned  judgment, 
and  proven  performance? 

William  K.  Zinke 
Boulder,  Colo. 

As  I  read  the  predictions  of  expo- 
nential growth  in  the  power  of  elec- 
tronic systems,  offering  a  technological 
Utopia  of  science-fiction  proportions,  I 
couldn't  help  but  think  of  a  quote  from  a 
popular  TV  sci-fi  series:  "Resistance  is 
futile.  You  will  be  assimilated." 

Paul  Grunert 
Benicia,  Calif. 

Your  story  should  be  required  read- 
ing for  every  elected  official  in  the  na- 
tion. I  found  your  ideas  about  cities  and 
the  effort  to  combat  urban  sprawl  and 
the  commentary  about  direct  democracy 
very  interesting.  In  the  town  of  Green- 
burgh,  N.Y.,  we  passed  a  referendum 
two  years  ago  authorizing  the  estab- 
lishment of  an  open-space  fund.  A  few 
weeks  ago  we  acquired  a  new,  123-acre 
park.  We  have  agreed  to  acquire  an- 
other large  parcel  of  open  space. 

Our  town  also  has  been  on  the  cut- 
ting edge  of  direct  democracy.  Over  five 
years  ago,  we  invited  residents  to 
watch  our  town  board  meetings  on  TV 
and  to  call  in  live  during  our  legislative 
sessions  without  being  pre-screened. 
Dial  Democracy  has  helped  us  in  our 


efforts  to  be  more  accountably 
residents.  Residents  appreciate] 
that  they  can  participate  in  tl 
ernment  from  the  comfort  of 
ing  rooms. 

Pai 
Greenburj 

I  find  some  of  your  ideas  quit] 
others  a  bit  more  interesting 
mane.  However,  in  no  place  is 
allusion  to  what  may  be  the 
portant  problem  of  all  facing  thl 
in  the  21st  century,  namely, 
warming.  The  scientific  evidenc] 
accumulating  that  this  effect  is 
celerating,  and  is  likely  to  ha1 
matic  effects  on  our  environmei 

Perhaps  one  of  your  experi 
should  have  proposed  some  S 
which  these  problems  might  be 
by  initiating  measures  now,  befoi 
get  beyond  our  control.  Greater| 
nuclear  energy,  solar  energy  fai 
cells,  and  any  other  energy  s; 
that  do  not  involve  the  wholesak 
ing  of  fossil  fuels  should  be  consi 
But  perhaps  this  is  too  sensitive] 
sue  politically  and  economically  t( 
upon. 

Robert  Li 
Wethersfield, 


Your  special  double  issue  is 
standing  for  its  open-mindedness| 
its  admission  that  there  are  no  ce 
ties  when  we  look  to  the  21st  cer 

In  curious  contrast,  in  jthe  same  I 
there  is  an  advertising  featur 
Mozambique,  an  impressive  Af 
country  but  as  yet  too  depended 
World  Bank  patronage. 

A  22nd  door  to  the  future  could  | 
been  a  vision  of  new  ways  to  raisj 
man  development  of  the  poorest 
tries  of  the  world.  During  the  next 
tury,  the  greatest  challenge  mayl 
be  the  need  for  more  socially  and| 
nomically  balanced  conditions  for 
whole  of  humanity.  May  we  hope 
the  Internet  will  serve  to  spawn 
cious  movements  to  that  end? 

Frederico  Monteiro  Da 

Cascais,  Portl 
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CTIONS  &  CLARIFICATIONS 

photo  enlargement,"  (Inside  Wall 
,  Sept.  6),  two  charts  were  inadver- 
switched.  The  first  chart  on  the  page 
ed  to  the  second  item,  "Middlesex 

Thirsty  neighbors?"  and  the  second 
belonged  with  the  tirst  item  on  Con- 
)amera. 

Mexico's  opposition  parties  stop  op- 
g  each  other?"  (International  Outlook, 
13)  should  have  stated  that  Mexican 
,ition  parties  control  9  out  of  31  state 
norships. 

orthwest  of  Napa,  a  road  less  trav- 
1  (BusinessWeek  Lifestyle,  Sept.  13), 
orrect  telephone  number  for  Bistro 
i  in  Healdsburg,  Calif.,  is  707  433- 


..jine  was  omitted  from  "Sniffing  out 
planner  for  you,"  (BusinessWeek  In- 
.  )r,  Sept.  13).  The  article  was  written  by 
,  Furchgott. 

bale  — — 

s-1  ur  article  will  go  down  as  a  clas- 
f  ith  its  revelations  of  technological 
I to  'ess,  especially  as  over  the  next 
years  many  of  these  technologies 
11 LM  developments  become  manifest. 
12  on  Artificial  Intelligence:  "Ma- 
ss will  be  smarter  than  we  are," 
especially  provocative.  However,  I 
d  like  to  challenge  the  researchers 
figure  that  intelligent  machines 
Mfiot  a  potential  threat  to  humanity 
™|,use  "such  beings  would  be  too 
^  not  to  respect  life  in  all  its  myri- 
Afi  orms"  and  because  such  beings 
iitoilld  not  be  malevolent  because  they 
be  sexless,  undying  machines  that 
jJdfldn't  compete  .for  territory  and 
isi  BSi 

-loefore  anything  else,  with  a  daunt- 
at  perilous  issue  such  as  man  vs.  ma- 
i) "  e,  it  is  best  to  be  a  pessimist  and 
nd  <  i  precautions  that  ensure  humani- 
ror  safety.  It  is  not  comforting  to  read 
"':  the  genius  creators  and  re- 
aii-chers  of  such  machines  are  them- 

I'es  haunted  by  the  possibilities  of 
i  fo  creations. 

rti|  align  myself  with  the  researchers 
~p  fear  the  worst.  I  believe  that 
■■jse  intelligent  machines  will  be  ca- 
l^ile  of  subjugating  or  exterminating 
inanity.  They  can  be  programmed, 
in  ght,  or  learn  to  be  malevolent.  I 
[^uld  be  shocked  if  these  machines — 

h  with  the  intelligence  of  billions  of 
"jTian  brains — would  not  be  able  to 
4  against  humans.  We  can  hope  that 
JBr  wisdom  would  put  them  above 
i:h  acts,  but  I  am  not  willing  to  rest 

•  fate  on  hope. 
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Furthermore,  these   hybrids  may 

have   many  of  the   same   need.-  U   lull 

Hedged  tinman  beings.  It  is  plausible 

thai    these  intelligent   maetiines  will  COV 

et  power,  intelligence,  territory,  mate  , 

and  so  forth  and  to  dismiss  that  pos- 
sibility is  myopic  The  advent  of  these 
intelligent  machines  is  looming.  We 
need  to  heed  the  trepidations  of  some 
creators  and  researchers  and  advance 
with  extreme  caution. 

Krystof  R.  Mis 
Latham,  N.Y. 


TWO  UNIVERSITIES  LEAD 
IN  DCS  HIGH-TECH  TANGO 


I  read  with  Intei  '■  I  "Bet  ween  Sili 

con  Valley  and  Silicon  Alley"  (Informa- 
tion Technology,  Au^.  23-30),  on  the 
emergence  of  the  Washington,  D.C.,  area 

as  a  center  of  high  technology.  I  want  to 
take  issue  with  the  observation  that  the 
Greater  Washington  region  lacked  a  ma- 
jor technology  research  university. 

I  am  relatively  new  to  the  University 
of  Maryland,  having  come  here  in  May, 
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e  superhighway,  less  road  rage. 


a  jams.  Internet  interruptions. 
ps.  Crashes.  Seems  like  it's  always 
i  hour  out  there.  But  with  Agilent 
ems  and  technologies,  the  world's 
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1998,  as  its  first  chief  information  officer, 
from  the  University  of  Minnesota.  After 
22  years  there  as  a  faculty  member  and 
the  last  six  years  as  associate  vice-pres- 
ident for  academic  affairs,  I  am  familiar 
with  the  criteria  necessary  to  be  con- 
sidered a  major  research  university.  The 
University  of  Maryland,  located  just  a 
few  miles  from  the  nation's  capital,  is  a 
highly  ranked  research  university,  with 
nationally  ranked  programs  in  engi- 
neering, business,  entrepreneurship, 
computer  science,  and  other  disciplines, 
with  its  faculty  winning  over  $200  mil- 
lion in  research  contracts  and  grants 
annually.  We  have  strong  research  and 
development  relationships  with  a  num- 
ber of  significant  federal  labs,  including 
NASA,  NIST,  DARPA,  NSA,  and  NIH. 

Leading  research  universities  produce 
not  only  good  research  but  also  tech- 
nology leaders.  Two  of  the  companies 
mentioned,  including  Yurie  Systems  Inc., 
w'hich  was  sold  to  Lucent  Technologies 
Inc.  for  $1  billion,  were  started  by  for- 
mer University  of  Maryland  students. 
And  I  can't  help  mentioning  that  the 
new  chief  executive  of  Hewlett-Packard 
Co.,  the  first  woman  to  head  a  Dow  30 
company,  is  also  a  University  of  Mary- 
land alumna. 

Donald  R.  Riley 

Associate  Vice-President  and  Chief 

Information  Officer 

University  of  Maryland 

College  Park,  Md. 

Your  article  on  Washington's  high- 
tech  identity  was  a  good  overview.  You 
missed  what's  going  on  at  Georgetown 
University  in  advancing  the  region's  in- 
formation economy.  The  Communication, 
Culture,  and  Technology  Program  (cct) 
in  Georgetown's  Graduate  School,  now 
in  its  fourth  year,  has  grads  working  in 
several  information  and  communications 
companies  in  the  region. 

cct  is  also  developing  a  newr  Inter- 
net "incubator  and  entrepreneurship" 
center,  the  Georgetown  Knowiedge 
Lab,  through  alliances  with  the  re- 
gional business  community.  We're  find- 
ing that  the  current  information  econ- 
omy is  more  about  applications,  new 
business  ideas,  new  services,  and  val- 
ue-added content  than  about  Moore's 
law-driven  hardware.  This  is  where 
Washington  can  be  a  leader.  By  the 
way,  we're  the  Digital  Beltway,  not 
the  Silicon  Swamp. 

Martin  Irvine 

Associate  Vice-President  for 

Technology  Strategy 

Georgetown  University 

Washington 


LOCK  IN  THOSE  1999 
INSURANCE  RATES 


I  applaud  you  for  running  the  article 
"So  you  think  you're  covered"  (Busi- 
nessWeek Investor,  Aug.  23-30).  It's  re- 
freshing to  read  a  consumer-oriented 
article  on  life  insurance  that  avoids  the 
temptation  to  bash  life-insurance  com- 
panies and  agents.  The  article  is  timely 
and  addresses  a  serious  problem  that 
will  be  faced  by  many  consumers — after 
it's  too  late. 

My  firm  is  a  large  independent  life-in- 
surance brokerage  company  that  agents 
come  to  for  companies  and  policies  that 
can  be  used  to  "rescue"  clients  whose 
policies  are  "imploding."  Over  the  past 
few  years,  we  have  trained  countless 
independent  life-insurance  agents,  fi- 
nancial planners,  certified  accountants, 
and  other  financial  professionals  through- 
out the  country  to  identify  policies  that 
are  in  danger  of  collapsing.  We  teach 
them  how  to  determine  what  the  client's 
needs  are  and  what  kind  of  information 
to  get  from  the  life-insurance  company 
regarding  the  future  projections  of  the 
policy.  We  also  teach  them  the  various 
options  you  mention,  including  increas- 
ing the  premium,  reducing  the  cover- 
age, as  well  as  exchanging  the  policy 
for  a  new,  lower-cost  policy. 

Earlier  this  year  the  National  Asso- 
ciation of  Insurance  Commissioners 
(naic)  adopted  a  regulation  scheduled 
to  become  law  on  Jan.  1,  2000.  The  reg- 
ulation is  known  as  Triple  X,  and  it 
changes  the  way  reserves  are  calculated 
on  policies  that  guarantee  low  current 
premium  rates  for  more  than  five  years. 
Policies  issued  before  the  end  of  1999 
will  be  grandfathered. 

The  net  effect  of  this  regulation  will 
be  to  increase  the  premiums  from  20% 
to  50%  higher  than  pre-XXX  policies 
with  20-year  rate  guarantees.  The  pre- 
miums for  lifetime  rate  guarantees  can 
be  so  high  that  the  cost  becomes  pro- 
hibitive. Unfortunately,  policyholders 
only  have  a  short  time  to  lock  in  pre- 
XXX  rates  before  the  new  law  goes 
into  effect.  It's  ironic  that  just  as  the 
need  for  rate  guarantees  becomes  more 
obvious,  the  cost  goes  up. 

Bill  Zimmerman 

President 

LifePro  Financial  Services  Inc. 

Solana  Beach,  Calif. 

HOWS  THIS  FOR  ELECTORAL 
REFORM:  FREE  TV  TIME 

"Why  Washington  won't  clean  up  its 
act"  (Books,  Aug.  23-30)  reveals  new 
reasons  why  our  election  process  must 


be  reformed.  Surely  we  deserj 
than  government  according  to 
est  bidder.  As  the  system  nov 
our  Congress  members  mud 
much  of  their  time  raising  mon) 
der  to  stand  for  reelection. 

The  time  has  come  when 
electorate,  must  demand  that  d 
forms  be  enacted.  There  is  nJ 
why  the  enormous  sums  spenl 
vertising  cannot  be  eliminated! 
viding  each  candidate  limited  fl 
on  public  television  together  wf 
ited  free  mass  mailings.  The 
system  serves  no  useful  purpod 
than  the  attempt  to  achieve  par) 
the  other  candidates  and  unfa 
vors  incumbents. 

Maybe  if  we  can  rid  ourselve^ 
cancer  on  our  national  governm| 
can  return  to  being  a  repress 
democracy,  and  maybe  the  mer 
both  parties  will  be  freed  of 
the  partisanship  that  causes  tl 
continually  misrepresent  their  o| 
sitions  and  that  of  their  opposif 
matters  of  national  interest. 

Paul  D. 
Statesbol 
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The  full  text  of  Business  Week,  the  Business 
Daily  Briefing,  and  seven  years  of  BW  archive! 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 
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Comstock 

(out  o(  3092  funds  in  the  domestic  equity  funds  category) 

Global  Equity  Allocation 

(out  of  999  funds  in  the  international  equity  funds  category) 


Emerging  Growth 

(out  of  3092  funds  in  the  domestic  equity  funds  category) 

Aggressive  Equity 

(out  of  3092  funds  in  the  domestic  equity  funds  category) 

Overall  Morningstar  Ratings  Class  A  Shares 
(os  of  7-31-99) 


What  Equity  Fund  managers  get  when  they  do  a  good  job  on  their  homework. 


VAN  KAMPEN 

U      N      D 

These  are  our  Equity  Funds  that  have  earned  some  of  Morningstar's 
high  overall  ratings.  For  details  call  your  Financial  Advisor  or  1-800-231-2808. 

www.vankampen.com 

*  performance  does  no,  guarantee  future  results.  The  investment  return  and I  principal  value ^^^^*Z^^  dsTconSatlT 
deemed,  may  be  worth  more  or  less  than  their  original  cost.  For  a  prospectus  contorting more complet  ™^' "™^.£  investinQ  or  sending  money. 


-laraes  and  exDenses  for  any  Van  Kampen  Fund,  contact  your  rinanciai  / 

Mings,,,  proprie,,,,^*,,^^^ 

,nen  applied)  in  excess  of  90-day  T,.asu„  bill  Mum.  (»ith  appropmle  lee  »*»".« «J  »*  »■» «"  ?^«  SSwSto  5  sun.  the  M  22.5%  ,«.»e 

r^,f=i^^ 


Books 


DEVELOPMENT  AS  FREEDOM 

By  Amartya  Sen 
Knopf*  366pp»  $27.50 


DO  LITERACY  AND  HEALTH 
SPARK  GROWTH? 


When  economist  Amartya  Sen 
was  growing  up  in  Bangla- 
desh, a  poor  Muslim  day  la- 
borer stumbled  into  the  garden  where 
Sen  was  playing.  Bleeding  profusely  and 
screaming,  the  man  said  that  he  had 
been  knifed  by  some  thugs  in  the  large- 
ly Hindu  neighborhood.  Sen,  just  10 
years  old,  fetched  him  water,  and  his 
father  rushed  the  victim  to  the  hospital. 
Before  he  died,  the  man  moaned  that 
his  wife  had  warned  him  not  to  go  into 
a  hostile  neighborhood,  but  because  his 
family  had  nothing  to  eat,  he  had  to 
take  any  job  he  could  find.  "The  experi- 
ence was  devastating  for  me,"  Sen  says. 
"The  penalty  of  his  economic  'unfree- 
dom'  turned  out  to  be  death." 

Nearly  a  half-century  later,  Sen,  who 
in  1998  received  the  Nobel  Memorial 
Prize  in  Economic  Science  for  his  stud- 
ies on  the  causes  of  poverty  and  famine, 
is  still  moved  by  the  extreme  want  he 
witnessed  as  a  youth.  Long  recognized 
as  one  of  the  most  compassionate  voices 
in  development  economics,  the  Cam- 
bridge University  dean  has  just  com- 
pleted a  book,  Development  as  Free- 
dom, that  presents  a  new  approach  to 
combating  these  ills.  Traditionally,  suc- 
cess in  the  fight  against  privation  has 
been  gauged  by  the  rise  in  income  lev- 
els. But  Sen  argues  that  economic 
growth  translates  into  better,  longer 
lives  for  people  only  if  governments  em- 
bark upon  well-thought-out  social-de- 
velopment programs  that  guarantee  cer- 
tain liberties:  freedom  from  hunger, 
illiteracy,  premature  death  from  lack  of 
health  care,  and  the  tyranny  of  unde- 
mocratic governments,  which  tend  to 
ignore  the  poorest. 

It's  a  refreshing,  thoughtful,  and  hu- 
man approach,  and  this  idea-laden  book 
is  sure  to  spark  renewed  debate.  For 
some  time  now,  many  governments  have 
taken  a  hands-off,  free-market  attitude 
toward  poverty:  The  globalization  of  the 


world  economy,  they  say,  "should  spur 
growth  and  incomes,  lifting  up  the  poor. 
East  Asia  was  the  poster  child:  There, 
economies  grew  7%  to  10%  annually 
from  the  mid-'70s  to  the  mid-'90s,  and 
severe  poverty  was  reduced  from  60% 
of  the  population  to  20%.  But  the  recent 
financial  crisis  shows  that  globalization 
can  be  a  two-edged  sword  for  countries 
not  fully  prepared  to  compete.  The 
World  Bank  says  as  many  as  60  million 
Asians  may  fall  back  onto  the  lowest 
rungs  of  the  income  ladder. 

Ultimately,  though,  East 
Asia  should  do  well,  Sen 
says.  Why?  During  the 
years  of  high  economic 
growth,  its  governments  in- 
vested heavily  in  schooling 
and  medical  care — even  be- 
fore they  had  conquered 
poverty.  That,  argues  Sen, 
refutes  the  belief  "in  some 
policy  circles  that  human 
development  is  really  a 
kind  of  luxury  that  only 
richer  countries  can  afford." 
On  the  contrary,  poor  na-  I 
tions  cannot  afford  to  ignore  social  ills  if 
they  want  to  be  competitive  today. 

But  many  governments,  under  pres- 
sure from  the  International  Monetary 
Fund  to  cut  their  budgets,  have  post- 
poned social  spending.  That's  a  mistake. 
"If  the  world's  population  is  half  illit- 
erate, and  women  are  kept  in  their 
households,  then  you  will  have  a  world 
in  which  globalization  opportunities  are 
seized  by  some  but  completely  useless, 
or  maybe  even  worse,  for  others,"  he 
says.  To  illustrate  the  point,  he  con- 
trasts China  and  India.  "While  pre-re- 
form  China  was  deeply  skeptical  of  mar- 
kets, it  was  not  skeptical  of  basic 
education  and  widely  shared  health 
care,"  Sen  notes.  So  when  China  began 
turning  to  open  markets  back  in  1979,  it 
already  had  a  well-educated  workforce. 


DEVELOPMENT 
AS 

FREEDOM 


AMARTYA  SEN 


Not  so  in  India,  where  the  int  I 
of  market  reforms  in  1991  foun[ 
India's  adults  illiterate  and  t| 
less  able  to  seize  the  opportur 

Sen  has  been  criticized  for 
broad  an  approach.  Indeed,  thi| 
wide-ranging  discussion  of  eve 
from  military  spending  to  food 
tion  is  dense  in  parts  and  maj 
more  to  academics  and  policj 
than  to  general  readers.  But  Sei] 
mism  and  no-nonsense  proposal 
one  feeling  that  perhaps  there 
lution.  Readers  may  feel  they're| 
in  on  one  of  his  university  lectun 
plete  with  colorful  references  to 
Dickens,  Adam  Smith,  and  A: 
Still,  the  abstractness  of  Sen's 
doms"  argument  sometimes  lead 
parent  contradictions:  While  h 
cizes  repressive  China  for  its  o 
policy,  he  praises  its  record  on  ed 
and  health  care,  leaving  one  to 
whether  Sen  is  right  about  demo 
key  role  in  the  eradication  of  po 

Although  the  sheeA 
bers  of  people  livi 
poverty  seem  overw  j 
ing — at  least  3  billioifci 
sist  on  less  than  $2  a  j 
Sen  is  optimistic  tha  ft 
progress  can  be  mad 
the  next  few  genen 
"It's  within  our  po 
eliminate  poverty,"  h<| 
me  during  a  recent 
phone  conversation 
whether  we1  do  it  o: 

UZl  in  ECONOMKA  i  i  1  J_1 

depends  on  whetheil 
I  seize  the  problem  the 
way."  The  world's  "rich"  nationsl 
help  by  moving  ahead  wath  debt 
doning  schemes,  so  that  countries, 
as  many  in  Africa,  are  not  force 
spend  as  much  as  40%  of  their  inc 
on  debt  service,  Sen  says.  But  gov 
ments  in  developing  countries  also  i 
cut  back  on  military  spending  and 
ruption  and  spend  more  on  health 
education,  especially  for  women. 

In  the  end,  he  says,  it  boils  do 
why  countries  seek  economic  growt 
the  first  place.  In  Sen's  mind,  s 
growth  and  development  are  mea: 
less  unless  they  enhance  "our  capab 
to  lead  the  kind  of  lives  we  have  re; 
to  value." 

BYGERI  SM 

Smith  is  business  week's  Me 
City  bureau  chief. 
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POOR  NATIONS  CANNOT  AFFORD  TO  IGNORE 


SOCIAL  ILLS  IF  THEY  WANT  TO  BE  COMPETITIVE 


18  BUSINESS  WEEK  /  SEPTEMBER  20,  1999 


\s  healthcare  becomes  harder  to  get, 
Ne're  keeping  doors  open. 


These  days  a  lot  of  businesses  are  feeling  shut  out  when  it  comes  to 

healthcare.  That's  why  we've  dedicated  our  resources,  strength  and 

experience  to  making  sure  you  can  offer  your  employees  the  care  they 

need  at  a  price  both  you  and  your  employees  can  afford.  We  have  the 

largest  PPO  in  California  and  the  fastest  growing  HMO.  And  those  are  just 

a  few  of  the  many  ways  we're  bringing  the  power  of  one  of  California's 

most  respected  companies  to  work  for  you.  So  call  about  getting 

Blue  Cross  coverage  for  your  company.  And  see  how  easy  it  is  to  get  in. 


The  Power  of  Blue. 


I   www.bluecrossca.com  J 5— — — ■ 

Blue  Cross  of  California  (BCC)  is  an  Independent  Licensee  of  the  Blue  Cross  Association  (BCA).  ®  Registered  Mark  and  SM  Service  Mark  of  the  BCA.  ©  1999  BCC 
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INTEGRATED  DATA,  VOICE,  VIDEO 


Simplify.  Integrate  your  data,  voice 
and  video.  With  FasTralf  ATM  Cell 
Relay,  information  flies  fast,  and 
the  network  adapts  fast  to  your 
company's  evolving  needs.  (In  fact,  for 
multi-service  applications,  there's  no 
better  answer.)  But  here's  the  best  part: 
we  even  merge  your  solutions  with 
a  single,  accountable  point  of  contact. 
How's  that  for  total  integration? 


PACIFIC^  BELL. 

www.pacbell.com/u3I3Z 


Capyrtehl  D  IWJ  I'.u-il'ic  Bell.  All  right  tescnffd 


Alternative 
#36  to  reading 
Business  Week 
Investor. 


When  it  comes  to  personal  finance,  there  are 
countless  ways  to  get  burned.  But  if  you  want 
results,  there's  Business  Week  Investor. 


Published  weekly  in  the  magazine  with  daily 

updates  and  features  online,  Business  Week 

Investor  is  the  newly  expanded  and  enhanced 

resource  for  personal  investing.  It  provides  a  wealth  of  information  on 

stocks,  mutual  funds,  retirement,  global  trends  and  international  markets, 

everything  you  need  to  ignite  portfolio  growth. 

Business  Week  Investor.  Don't  watch  your  money  go  up  in  smoke. 


For  advertising  information  please  contact:  New  York-Bill  Kupper,  212-512-6945; 
Frankfurt-Fritz  Krusebecker,  49-69-5801-118;  Singapore-Steve  Moss,  65-536-8262;  or 
e-mail  adsales@businessweek.com. 
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iWTED:  BETTER 
|>B  LISTINGS 


cepts,  :iikI  the  more  the  site 
contains  unfamiliar  terms,  the 
greater  the  chance  people  will 
click  on  the  wrong  thing." 

For  example,  a  job  I  found 
posted  on  Citibank's  site  was 
called  "Director  mncc  Infro- 
mation  Management,"  in- 
scrutable even  without  the 
typo.  People  who  work  for 
Citi  may  know  what  mncc  is. 


i  /  E-recruitment 
isaretoojargony 
i  jnwieldy  to  hook 
i  loyee  candidates 

abor  markets  are  tight, 
and  finding  candidates, 
,  especially  for  tough-to- 
I  ;hnical  jobs,  is  expen- 
i  That  makes  the  World 
L  Web  look  like  a  dream 
u  ting  tool.  But  it  doesn't 
I  nearly  as  attractive  if 
i  three  of  every  four  on- 
|i  ob  seekers  give  up  in 
i  -ation  before  submitting 
plication. 

it,  however,  is  the  fail- 

» ite  that  Web  consultants 

i   Hurst  of  Creative  Good 

:  akob  Nielsen  of  Nielsen 

lan  Group  found  in  E- 

'liting:  Online  Strategies 

le    War  for   Talent,   a 

/  of  six   corporate   re- 

ng  sites.  In  a  series  of 

ests  with  dozens  of  "av- 

s"  Web  users,  the  job 

ars  called  up  a  compa- 

recruitment    site    and 

to  find  and  apply  for  a 

hat  suited  their  interests 

talents.  They 
eed  in  complet- 
an  application 
26%  of  the  time. 
r  TO  FIX.  These 
Its  should  set  off 
:ramble  among 
nesses  that  re- 
t  online  to  re- 
•ss    their    sites. 


One  of  the  most  common 
causes  for  the  difficulty  faced 
by  job  seekers  was  the  fail- 
ure of  designers  to  see  the 
sites  the  way  outsiders 
would.  "The  biggest  mistake 
is  to  believe  that  candidates 
know  a  lot  about  your  com- 
pany," says  Nielsen.  "The  av- 
erage candidate  is  not  very 
well  versed  in  human  re- 
sources terminology  and  con- 

CLICKING  FOR  WORK 


But  I  had  to  click  to  another 
page  and  read  six  paragraphs 
down  to  learn  that  the  job 
had  something  to  do  with 
credit-card  management — and 
I  still  don't  know  just  what. 
Another  common  problem 
was    one    that    recruitment 
pages  share  with  corporate 
Web  sites  in  general:  exces- 
sive use  of  graphics  that  add 
no  real  information  and  make 
pages  very  slow  to 
load.    For   example, 
Procter  &  Gamble,  a 
company  whose  sheer 
size  makes  designing 
a  recruitment  site  dif- 


CISCO  SYSTEMS  www.cisco.com/pcgi-bin/jobs.pl 
^Poorly  designed  search  makes  it  difficult  for 

applicants  to  home  in  on  relevant  positions  fi   "it      ff 

CITIBANK  www.careermosaic.com/cm/citibank/  called   "U.  S.   Loca- 

►  Poor  job  descriptions  and  lack  of  location  tions."    Clicking    it 

information  discourages  job  hunters  takes  you  to  a  large, 

se  days,  that  in-      slow-loading       map 


es  just  about  any 
pany  bigger  than 
om-and-pop  oper- 
n.  Fortunately, 
pervasive  prob- 
s  detailed  in  E- 
•ruiting  don't 
n  all  that  difficult 
orrect. 


PROCTER  &  GAMBLE  www.pg.com/careers 

►  Complex  site  and  slow,  graphics-laden  pages 
make  navigation  painful 

TRILOGY  www.trilogy.com/careers/careers.html 

►  Too  many  clicks  to  get  to  job  listings  but 
overall,  the  most  successful  site 

DATA:  CREATIVE  GOOD  INC. 


with  the  states  where 
p&g  has  facilities 
highlighted.  Clicking 
on  a  state  finally 
takes  you  to  the  ac- 
tual list  of  company 
locations. 

Poor  design  some- 
times   stopped    job 


seekers  shorl  of  t  he  a 
task  of  completing  a  job  ap 
plication-  ( lisco  System 

offers  a  novel  tool  called  t  he 
Profiler.  Would-be  applicant* 
fill  in  forms  with  personal  and 
professional  information,  and 
the  system  comes  up  with  a 
list  of  job  openings  tailored 
to  the  individual's  interests 
and  qualifications.  Unfortu- 
nately, applicants  tend- 
ed to  get  lost  in  a  con- 
fusing section  where 
they  were  supposed  to 
fill  in  their  employment 
history.  Elsewhere, 
clicking  on  links  seem- 
ing to  offer  additional 
information  produced 
"file  not  found"  errors. 
The  likely  real-world  re- 
sult is  that  good 
prospects  end  up  not 
applying  for  jobs. 

Granite  Rock,  a  mid- 
size California  construc- 
tion firm,  undermined 
an  otherwise  simple, 
solid  recruiting  site  by 
I  not  even  offering  an  on- 
HH  line  application.  Instead, 
applicants  have  to  download 
and  print  an  application.  To 
do  that,  they  first  need 
Adobe  Acrobat  Reader,  itself 
a  5.5  megabyte  download. 

Interestingly,  most  of  these 
defects  are  not  technology 
failures.  Instead,  they  result 
from  poorly  thought-out  de- 
signs, inadequate  testing,  and 
most  important,  an  inability 
to  see  things  through  an  out- 
side applicant's  eyes.  As  co- 
author Hurst  puts  it:  "Make 
it  easy  for  the  candidates. 
Don't  design  for  anyone  other 
than  job-seekers." 

The  good  news  is  that  rel- 
atively simple  fixes  can  yield 
impressive  improvements.  "If 
your  competitors  are  doing  it 
all  wrong,  you  can  beat  them 
just  by  having  a  better  site — 
and  save  $8,000  per  hire,"  es- 
timates Hurst.  That  could  be 
a  very  big  payoff  for  getting 
the  basics  right.  More  infor- 
mation is  available  at 
www.nngroup.com  and  at 
www.creativegood.com,  where 
you  can  order  a  full  copy  of 
the  report  for  $1,850. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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[_<K  li  morning,  on  the  willow  banked 
of  England,  a  qulel  ritual  lakes  plat  e  I  or  more 

than  a  hundred  years,  teams  of  <  ollege  rowers 
have  broken  the  stillness  of  the  river  wa 
with  the  synchronized  pull  of  their  oars.  To  the 
traveler,  it's  a  quintessential^  English  scene, 

^o<a  manufacturing, 


Oerbyshire,    UK 

dignified  and  serene,  as  if  torn  from  the  pages  of 
a  novel  by  Waugh  or  Forster. 

Indeed.  However,  down  on  the  water,  the 
rowers  themselves  may  be  taking  a  very  different 
view  of  the  action.  Today's  teams  use  computers 
to  maximize  their  stroke  and  space-age  materials 
to  improve  the  performance  of  their  boats.  Team 
pride  is  everything.  And  competition  is  fierce. 

Perhaps  this  unique  combination  of  tradition, 
teamwork  and  forward-thinking  is  one  of  the 
reasons  behind  the  success  of  our  Derbyshire 
manufacturing  operations.  Where,  since  1992, 
local  team  members  have  produced  more  than 
one  million  Toyota  vehicles  for  markets  within  the 
UK  and  Europe. 

In  25  countries  around  the  world,  local  people 
are  the  real  strength  behind  the  production  of 
quality  Toyota  cars  and  trucks.  Here  in  America, 
Toyota  vehicles  are  produced  using  many  U.S. 
parts.  And  the  talents  of  more  than  25.000  local 
men  and  women  have  helped  Toyota  become  the 
fourth-largest  automaker  in  America. 

Toyota  recognizes  that  our  success  as  a 
global  automaker  depends  on  our  commitment 
to  creating  successful  local  partnerships. 

It  takes  teamwork  to  move  forward.  Just  ask 
any  rower. 

TOYOTA  People  Drive  Us 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


A  MASSIVE  TAX  CUT: 

A  LEAP  OF  FAITH  WE  CANT  AFFORD 


ILL-ADVISED: 

Lowering 
taxes  now  will 
only  increase 
the  tax  burden 
on  future 
generations  to 
pay  for 
popular 
retirement 
benefits 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser. 


Another  autumn — and  it  looks  like  an- 
other tax-cut  confrontation  between 
the  Clinton  Administration  and  the 
Republican  Congress.  The  cop  majorities  in 
both  houses  have  passed  sweeping  proposals 
that  the  President  has  repeatedly  promised  to 
veto.  The  veto  threat  is  understandable. 
What's  surprising  is  that  the  Republicans  are 
espousing  a  program  that  is  highly  dubious  on 
political  grounds  and  largely  indefensible  on 
policy  grounds. 

A  massive  tax  cut  that  eats  up  future  bud- 
get surpluses  is  ill-advised  for  several  rea- 
sons. First,  budget  projections  are  inherently 
uncertain  and  subject  to  a  wide  range  of  error. 
It  is  true  that  both  the  Congress  and  the  Ad- 
ministration have  used  eminently  reasonable 
economic  projections  in  their  budget  forecasts. 
But  both  have  optimistically  assumed  that  the 
unanticipated  and  largely  unexplained  surge  in 
tax  revenues  during  the  past  six  years  will  be 
sustained  in  future  years. 
DOWNSIDE  SURPRISE?  John  Kenneth  Galbraith 
once  quipped:  There  are  only  two  kinds  of 
economic  forecasters-those  who  don't  know 
and  those  who  don't  know  they  don't  know. 
During  the  past  several  years,  the  economy's 
substantial  surprises  have  been  on  the  up- 
side. What  if  the  surprises  are  on  the  down- 
side in  the  near  future?  Tax  cuts  promised  to- 
day could  easily  produce  ballooning  deficits 
tomorrow.  In  just  a  few  years,  the  elimination 
of  the  economy's  structural  budget  deficit,  ar- 
guably the  major  economic  policy  accom- 
plishment of  the  1990s,  could  fall  victim  to  an 
unexpected  tide  of  red  ink. 

Second,  most  of  the  projected  budget  sur- 
pluses outside  of  Social  Security  assume  sig- 
nificant real  cuts  of  20%  or  more  in  discre- 
tionary federal  spending.  That  means  deep 
cuts  in  defense,  law  enforcement,  and  science 
and  technology.  Is  it  reasonable  to  believe 
that  Congress  will  agree  on  such  cuts  in  light 
of  our  educational  shortcomings,  scientific 
challenges,  drug  and  crime  prevention  agenda, 
and  defense  commitments?  Would  such  cuts 
serve  the  national  interest?  I  don't  think  so. 
Nor  am  I  alone.  Polls  indicate  that  most 
Americans  are  more  concerned  about  crime, 
education,  health  care,  and  Social  Security 
than  they  are  about  taxes. 

Third,  the  Republican  tax  cuts  would  large- 
ly take  effect  just  as  the  majority  of  Baby 
Boomers  reach  retirement.  Would-be  tax-cut- 
ters argue  that  future  budgetary  surpluses 


belong  to  the  American  people.  They  i' 
right,  but  so  do  the  future  liabilities  or 
Security  and  Medicare.  These  progran 
long-term  financing  shortfalls  despite  t 
proved  budgetary  outlook  over  the  n 
years.  Lowering  taxes  now  will  only  irfp 
the  tax  burden  on  future  generations 
for  these  popular  retirement  benefits. 

Both  the  Clinton  Administration  an 
gressional  Republicans  agree  that  tb 
jected  surpluses  of  the  Social  Securit; 
should  be  dedicated  to  ensuring  its 
solvency.  But  they  disagree  profoundl 
what  to  do  about  Medicare.  The  Pre 
proposes  to  allocate  15%  of  the  projecte 
pluses  outside  of  Social  Security  to  Mei 
Part  of  the  money  would  be  used  to  cov 
cost  of  a  new  prescription  drug  bene 
Medicare  beneficiaries.  The  remainder 
extend  the  life  of  the  Medicare  Trust 
for  a  quarter  of  a  century. 

Meanwhile,  congressional  Republican! 
content  either  to  assume  Medicare's 
financing  gap  will  solve  itself  or  pos 
grappling  with  it  until  it  reaches  crisis 
portions.  But  procrastination  will  only  i| 
solving  the  shortfall  more  painful  in  th 
ture.  Even  without  drug  benefits,  Med 
will  need  more  revenues  unless  health 
costs  take  an  unlikely  nosedive. 

Finally,  there  is  no  economic  justificatio 
big  permanent  tax  cuts.  Temporary  tax 
could  be  justified  to  revive  the  economy 
were  sinking  into  recession.  But  that's 
the  case.  Or  they  might  be  justified  as  pi 
a  major  tax  simplification/reform  propos; 
as  part  of  a  concerted  effort  to  redue 
come  inequality.  But  the  Republican  prop 
do  not  simplify  the  tax  code  nor  do  the; 
duce  the  burden  of  payroll  taxes  on  worl 
Americans.  And  the  majority  of  the  ben 
of  these  proposals  are  targeted  to  familie| 
the  top  20%  of  the  income  distribution. 
INCREASE  SAVING.  The  American  econ 
does  not  need  more  consumption.  It  n 
more  saving  and  investment.  And  the 
way  to  increase  saving  is  to  use  the  s' 
to  reduce  the  national  debt  and  thus  red 
interest  rates.  Over  time,  saving  the  surp 
will  put  more  dollars  into  the  pocketbooks 
American  families  than  cutting  their  tax 
And  dedicating  a  portion  of  this  saving 
Medicare  will  reduce  the  future  burden 
working  Americans  to  provide  for  the  hea 
care  of  their  elderly  family  members 
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Higher  Learning 

Costs. 


HI  ft 


AVERAGE COST FOR 

$158,824°° 

PRIVATE  COLLEGE' 


Prudential  has  some 
smart  ideas  about  college  funding. 

Public  or  private.  Big  10  or  Ivy  League.  No  matter  where  your  child  ends  up,  one  thing  is  clear: 
he  price  of  a  college  education  is  on  the  rise.  Prudential  can  help  you  prepare  now-so  you  can  be 
^  ■  ready  when  the  first  tuition  bill  arrives. 


"M 


Itl'lil 


THE  FACTS 
ON  COLLEGE 
FUNDING: 

/in  the  past  decade, 
college  costs  have 
increased  at  a  rate 
more  than  twice 
that  of  inflation. 

/On  average,  college 
graduates  earn  about 
$2  million  in  a  lifetime. 
High  school  graduates: 
About  $1.4  million2 

/The  Education  IRA  may 
let  you  contribute  up  to 
$500  per  child  per  year 
in  after-tax  dollars  to 
pay  for  educational 
expenses — and  you 
may  not  have  to  pay 
tax  on  the  earnings. 


Start  by  getting  answers 
to  the  questions  that 
matter  most.  How  much  will 
tuition  be  when  my  child  is  ready  for 
college?  How  much  investment  risk 
can  I  afford  to  take?  Your  Prudential 
professional  can  help  you  decide. 

Find  just  the  right  investments 

for  you.  We'll  help  you  choose  a  sound 
mix  of  college  funding  options  like  U.S. 
savings  bonds,  mutual  funds,  zero 
coupon  bonds  and  Education  IRAs. 


Consider  life  insurance  as 
a  funding  tool.  A  life  insurance 
policy  can  help  ensure  that  your 
child's  education  is  funded  if 
you're  not  around  to  help 
pay  for  it. 


It's  never  too  early  to 

get  started.  Call  today  to  get  in 

touch  with  a  Prudential  professional 

near  you.  And,  be  sure 

to  ask  for  the  first  item 

on  your  reading  list — 

our  FREE  guide,  College 

Costs  101:  Funding 

Your  Child's  College  ^^ 

Education.  ^**,__ 

1-800-THE-ROCK 
ext.  1191 

For  more  information,  check  out  our 
Education  Funding  section  under 
'Financial  Planning"  at 
www.prudential.com 


Cfe  Prudential 


J  The  College  Board,  1997,  average  four-year  tuition,  fees,  room  and  board  projected  for  2008  based  on  6%  compounded  inflation, 
'life  Insurance  Marketing  and  Research  Association,  Inc.  (LIMRA),  Hartford,  CT,  1995-96.The  Prudential  Insurance  Company  of 
America,  751  Broad  Street,  Newark,  NJ  07102-3777.  Mutual  Funds  are  distributed  through  Prudential  Investment  Management 
I,  Services  LLC,  a  subsidiary  of  The  Prudential  Insurance  Company  of  America,  both  located  at  751  Broad  Street. 
IFS-1 999-0423-A041 209 
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Internet-enabled 

companies  generate 

65%  more  revenue 

per  employee. 

Will  you  do 
even  better? 


The  Internet  is  changing  the  world. 

Turn  this  change  into  a  competitive  advantage  for 

your  business.  Turn  to  Cisco  Systems,  the  worldwide 

leader  in  networking  for  the  Internet. 


Test  your  company's  readiness.  Take  our 
Internet  Quotient7" Assessment  at  www.cisco.com. 


Cisco  Systems 


Empowering  mi 

Internet  (,eni  ration" 


Economic  Trends 


BY  GENE  KORETZ 

THE  HOT  NEW  U.S. 
LABOR  MARKET 

Why  unemployment  can  stay  low 

Only  a  few  years  ago,  the  economic- 
consensus  was  that  the  natural  rate 
of  unemployment — the  level  below 
which  inflation  was  bound  to  acceler- 
ate— was  somewhere  around  6%.  Yet 
joblessness  has  been  5%  or  less  now 
for  29  straight  months,  and  inflation  has 
declined  steadily  through  the  1990s,  hit- 
ting a  12-year  low  last  year. 

What  accounts  for  this  amazing  coin- 
cidence of  modest  joblessness  and  mod- 
est inflation?  In  a  recent  study  pub- 


FEWER  YOUNG  FACES 
IN  JOB  MARKETS 


PEOPLE  16  TO  24 

/EARS  OLD  AT  WORK  OR 

SEEKING  WORK 
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DATA  LABOR  DEPT 

lished  by  the  Brookings  Institution, 
economists  Lawrence  F.  Katz  of  Har- 
vard University  and  Alan  B.  Krueger  of 
Princeton  cite  several  developments  that 
suggest  unemployment,  currently  at 
4.2%,  can  stay  relatively  low  without 
sparking  inflation  and  upsetting  the  eco- 
nomic apple  cart. 

The  most  obvious  development  is  de- 
mographic— the  aging  of  the  labor  force. 
Because  young  workers  are  inexperi- 
enced and  uncertain  about  their  job 
choices — spending  more  time  looking  for 
work  and  changing  jobs  more  often  than 
others — they  suffer  relatively  high  un- 
employment. Thus,  both  overall  jobless- 
ness and  the  so-called  natural  unem- 
ployment rate  tend  to  be  relatively  high 
when  the  proportion  of  youths  in  the 
labor  force  is  large,  and  to  fall  when 
the  proportion  shrinks. 

As  it  happens,  the  youth  contingent 
has  been  shrinking  in  size  for  some 
time.  Since  hitting  a  peak  of  nearly  25% 
in  the  late  1970s,  the  labor-force  share 
of  people  16  to  24  years  old  has  fallen  to 
16%  in  recent  years  (chart).  The  shift 
since  the  mid-1980s  alone,  according  to 
the  study,  has  lopped  nearly  half  a 


percentage  point  from  the  overall  un- 
employment rate. 

Another  factor  is  the  doubling  of  the 
adult  population  in  prison  since  1985 — 
with  2.3%  of  the  male  labor  force  behind 
bars  at  last  count.  Assuming  a  fair  num- 
ber of  these  inmates  would  be  counted 
as  unemployed  if  they  weren't  locked 
up,  Katz  and  Krueger  figure  that  in- 
creased incarceration  has  lowered  the 
jobless  rate  by  around  0.17  of  a  per- 
centage point  since  the  mid-1980s. 

More  significant  may  be  the  growth 
of  the  temporary-help  industry,  whose 
share  of  employment  has  jumped  from 
0.5%  in  the  early  1980s  to  over  2.2% 
today.  Not  only  do  many  people  who 
would  otherwise  be  unemployed  now 
work  as  temps  as  they  look  for  perma- 
nent jobs,  but  the  availability  of  temp 
agencies  allows  employers  to  fill  vacan- 
cies more  easily  and,  in  some  cases,  to 
minimize  wage  pressures  by  keeping 
the  new  hires  on  temp  payrolls.  The 
two  economists  think  such  changes  could 
have  cut  joblessness  in  the  past  15 
years  by  as  much  as  four  tenths  of  a 
percentage  point. 

Are  such  developments  likely  to  lead 
to  a  high-employment  economy  in  the 
years  ahead?  Katz  and  Krueger  are 
hopeful.  While  incarceration  policy  could 
change,  they  point  out  that  the  shift  to- 
ward an  aging  workforce  that  lowered 
unemployment  in  recent  decades  won't 
reverse  over  the  next  decade.  And  they 
think  that  the  labor  market  improve- 
ments fostered  by  the  temporary  help 
industry  are  likely  to  endure. 


GETTING  A  GED: 
WHO  BENEFITS? 

A  study  says  only  a  few  gain  a  lot 

For  years,  educators  have  been  urging 
high  school  dropouts  to  obtain  Gener- 
al Educational  Development  certificates, 
or  geds,  by  passing  a  high-school  equiv- 
alency exam.  However,  despite  the  soar- 
ing number  of  dropouts  acquiring  geds 
(which  are  presumed  to  bolster  job  ap- 
plicants' educational  credentials),  studies 
that  have  looked  at  the  subsequent 
wages  of  dropouts  who  earned  geds  have 
found  scant  economic  benefit. 

The  data  indicate  that  those  with 
geds  earn  slightly  more  on  average  than 
dropouts  without  them.  But  the  gap  is 
hardly  significant,  and  those  with  geds 
continue  to  earn  substantially  less  than 
regular  high  school  graduates  with  sim- 
ilar backgrounds  and  academic  skills. 

Now,    a   new   National    Bureau   of 


Economic  Research  study  by 
J.  Murnane,  John  H.  Tyler,  and 
Willett  reports  that  geds  do  p; 
but  only  for  a  select  group  of  di 
The  study  compared  the  subi 
wages  of  young  men  who  had 
out  of  high  school  with  their  earl 
formance  on  tests  measuring  cc 
skills  (reading,  writing,  math)| 
when  they  were  10th  graders. 

The  researchers  found  that  hi] 
ing  dropouts  tended  to  have 
earnings  in  their  late  20s,  regan 
whether  they  had  acquired  a  ge| 
those  who  had  scored  poorly  an! 
obtained  geds  actually  earned 
50%  more  than  low-scorers 
geds — bringing  their  earnings  up 
level  of  high-scoring  dropouts.  , 

The  bottom  line  is  that  acqui 
ged  does  appear  to  raise  future  e; 
for  dropouts  who  left  high  school 
low  academic  skills.  But  it  brings 
up  only  to  the  level  of  other  droj 
Regardless  of  skill  levels,  most  w< 
with  geds  still  fare  worse  than 
peers  who  stayed  in  school. 


RETAILS  WAGE- 
PRICE  SQUEEZE 

It's  been  offset  by  productivity  | 

In  recent  years,  the  rise  in  retail 
ers'  hourly  earnings  has  accele 
to  a  4%  annual  clip  while  retail  p 
have  actually  been  falling  (chart) 
have  businesses  survived? 

The  one-word  answer,  says  Jam 
Paulsen  of  Wells  Capital  Manageme: 
"productivity."  As  prices  sagged  it 
wake  of  the  Asian  crisis,  he  expl; 
consumer  demand 
took  off,  causing 
unit  retail  sales 
growth  to  double. 
At  the  same  time, 
he  notes,  growth 
of  hours  worked  in 
retail  trade  actual- 
ly decelerated  sig- 
nificantly. As  a  re- 
sult, productivity 
or  retail  unit  sales 
volume  per  labor 
hour  has  risen  by 
some  10%  in  the 
past  two  years — 
about  as  much  as 
it  did  between  1984  and  1994 

Paulsen  calls  this  the  "New  Era" 
tail  economy.  "Mild  deflation  sparks  u 
sales  growth,"  he  says,  "as  technolo 
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)NT  BET  THE  FARM 
1  RECENT  JOBS  DATA 

1  Street  may  be  reading  too  much  into  one  month's  numbers 

WSBTfTfSnTjrTI^I  After  a  fusillade  of  stronger- 
JULMLrfALiiil™  than-expected  economic  re- 
on  everything  from  home  buying  to  car  sales  to 
j  paid  by  purchasing  managers,  Wall  Street  ran  for 
•.  The  data  firmly  suggested  that  the  Federal  Re- 
s  would  have  to  push  through  a  third  interest- 
hike  at  its  Oct.  5  meeting.  Then  came  the  softer- 
expected  August  employment  report.  Since  the 
;  main  focus  is  on  tight  labor  markets,  the  future 
I  ;d  bright  again,  and  investors  felt  easier  about 
ng  their  bunkers. 

om  late  August  to  right  before  the  job-market 
,  the  Dow  Jones  industrial  average  sank  nearly 
ooints  and  the  30-year  Treasury-bond  yield  jumped 
13%.  But  after  the  job  numbers  came  out  on  Sept. 
ocks  and  bonds  rallied  enthusiastically.  The  Dow 
ed  235  points,  and  bond  yields  fell  back  to  just 
6%  on  news  that  nonfarm  payrolls  increased  by 
124,000  last  month,  and  that  wages  of  production 
<ers  were  up  a  tame  0.2%  from  July. 

But  is  the  August  employ- 
ment report  really  telling  the 
story  that  the  markets  want 
to  hear?  Maybe  not.  The  la- 
bor market  story  cannot  be 
told  in  one  month's  data.  Job 
growth  has  been  volatile  this 
year,  and  the  August  payroll 
gain  followed  a  very  large  in- 
crease of  338,000  in  July 
(chart).  Over  the  past  three 
months,  job  increases  have  av- 
?ed  248,000  per  month,  faster  than  the  215,000  pace 
raged  so  far  this  year. 

vnd  while  the  gain  in  average  hourly  earnings  was 
ill,  earnings  had  increased  at  faster  rates  in  both 
le  and  July.  So,  over  the  past  three  months,  hourly 
'  has  been  rising  at  a  3.7%  pace,  which  suggests  that 
sr  last  year's  slowdown,  wages  are  picking  up  again. 

IRE  IMPORTANT,  FEW  OTHER  INDICATORS  sug 

t  that  job  growth  is  slowing  down  sufficiently  to  pre- 
it  the  unemployment  rate  from  drifting  lower  in 
ning  months.  In  particular,  first-time  claims  for  job- 
s  benefits  have  fallen  below  300,000  per  week  for  six 
•eks  in  a  row,  with  the  four-week  average  of  claims 
se  to  a  26-year  low.  Any  loosening  in  the  job  markets 
11  show  up  first  in  the  weekly  jobless  claims  data,  but 
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so  far  the  numbers  suggest  only  further  tightening. 

Another  sign  that  the  demand  for  labor  is  not  easing 
is  the  acceleration  in  hours  worked  in  July  and  August. 
Total  worktime  is  on  track  to  increase  at  an  annual  rate 
of  more  than  3%  this  quarter — three  times  faster  than 
hours  grew  in  the  second  quarter.  Since  hours  worked 
are  often  a  good  proxy  for  overall  economic  growth,  the 
pickup  suggests  that  output  growth  is  rebounding  solid- 
ly from  its  second-quarter  slowdown,  when  the  econo- 
my grew  at  only  a  1.8%  annual  rate. 

Moreover,  there  are  few 
signs  that  demand,  especially 
by  consumers,  is  cooling  off. 
Sales  of  cars  and  light  trucks 
in  August  hit  a  sizzling  17.6 
million  annual  rate  (chart). 
That's  not  only  the  highest  of 
the  year  but  the  highest  in 
this  8]A  year  expansion  as  well. 
Consumer  spending  this  quar- 
ter appears  to  be  growing  be- 
tween   3%    and    4%.    That's 

down  from  the  phenomenal  5%-plus  pace  in  recent 
quarters,  but  it's  still  a  strong  showing.  And  unless  the 
trade  deficit  posts  another  steep  drop,  the  speed  of 
consumer  spending  usually  sets  the  pace  for  the  econ- 
omy as  a  whole. 

THE  STRONG  DATA  ON  DEMAND  underscore  anom- 
alies  that  cropped  up  in  the  August  jobs  data,  especially 
the  large  declines  in  both  manufacturing  and  building 
payrolls.  Construction  jobs  declined  by  a  hefty  29,000, 
the  fourth-largest  drop  in  this  expansion.  But  that  de- 
cline came  even  as  new-home  sales  in  July  jumped  to 
their  second-highest  tally  ever,  and  homebuilding 
promises  to  at  least  equal  its  record  pace  of  1998. 

Of  course,  housing — and  construction  in  general — is 
beginning  to  show  signs  that  its  two-year  boom  is  top- 
ping out,  slowed  in  part  by  rising  mortgage  rates. 
Construction  spending  fell  0.5%  in  July,  a  sign  that 
this  key  sector  may  be  a  small  drag  on  third-quarter 
growth.  However,  even  with  higher  borrowing  costs, 
tight  job  markets  and  wealth  gains  are  still  supporting 
home  demand.  So  housing  may  plateau,  but  a  sharp 
slowdown  isn't  in  the  cards.  That  means  that  some  re- 
bound in  construction  jobs  is  likely  in  September. 

Likewise,  the  factory  job  data  look  dubious.  Manu- 
facturers said  that  they  cut  63,000  workers  last  month, 
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after  adding  51,000  in  July,  the  first  substantial  gain  in 
VA  years.  Also,  the  factory  workweek  fell  by  12  min- 
utes, to  41.7  hours.  The  August  drops  run  counter  to 
almost  every  other  manufacturing  indicator  that  shows 
factory  activity  is  picking  up  after  last  year's  lull  caused 
by  weakening  exports,  especially  given  that  foreign 
demand  is  on  the  rise  again. 

One  possible  explanation  is  exaggerated  seasonal  ad- 
justment: Factory  orders  jumped  strongly — and  broad- 
ly— in  July,  posting  the  largest  increase  of  the  year. 
Partly  reflecting  those  thickening  order  books,  there 
were  fewer  layoffs  than  usual  in  July,  according  to  La- 
bor Dept.  officials,  which  boosted  payrolls  that  month. 
But  that  resulted  in  fewer  additions  to  payrolls  in  Au- 
gust, which  made  the  numbers  look  weaker  than  they 
really  were. 

ON  THE  WAGE  FRONT,  more  comprehensive  measures 
of  wages  and  benefits  across  a  broader  swath  of  the  la- 
bor force  show  that  overall  labor  costs  are  rising  faster 
than  the  mild  pace  indicated  by  just  the  hourly  earnings 
of  production  workers.  In  particular,  the  Labor  Dept.'s 
revisions  to  second-quarter  productivity  and  costs  show 
that  compensation,  which  covers  more  workers  and  in- 
cludes various  forms  of  pay  such  as  stock  options,  is  up 
4.3%  over  the  past  year  (chart). 

So  far,  productivity  growth  of  2.8%  over  the  past 
year  has  been  enough  to  offset  much  of  that  advance. 


CANADA 


But  since  labor  costs  are  unlikely  to  slow  in 
market  where  only  4.2%  of  the  labor  force  is 
ployed,  productivity  growth  must  continue  to  i 
rapidly  to  prevent  unit  labor  costs  from  speedi 

Keep  in  mind  that  productivity  growth  I 
sharply  to  a  0.8%  annual  rate  in  the  second  c 
from  the  first,  and  unit  labor  costs  soared  at 
annual  rate.  And  because  the  economy  in  th 
quarter  does  not  appear  to  be  growing  much 
than  hours  worked,  another  weak  quarter  fol 
ductivity  growth  appears  to  be  unfolding.  Th 
lead  to  a  further  gain  in  unit  labor  costs. 

To  be  sure,  the  weaker- 
than-expected  job  report 
seems  to  have  lowered  the 
chances  of  another  rate  hike 
at  the  Fed's  Oct.  5  policy 
meeting.  That's  especially  true 
given  the  Fed's  statement  fol- 
lowing its  Aug.  24  rate  hike, 
suggesting  that  it  was  willing 
to  wait  a  while  before  raising 
rates  again.  However,  without 
more  concrete  evidence  that 
the  economy  is  cooling  off,  and  absent  clearer  sign 
labor  markets  are  loosening  up  sufficiently  to  e 
that  further  wage  pressures  do  not  build,  Wall  S| 
may  feel  under  attack  again  before  this  year  is  o 
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ALL  EYES  ARE  ON  THE  FED'S  NEXT  MOVE 


Can  the  Bank  of  Canada  avoid 
following  the  Federal  Re- 
serve? That's  the  big  question  in 
the  brightening  outlook  for  the 
Canadian  economy.  So  far,  the  BOC 
has  sat  back  wiiile  the  Fed  has 
hiked  U.  S.  rates  twice 
since  June  30.  But 
with  the  rate  differen- 
tial growing,  Canadian 
policymakers  may  have 
to  move  if  the  Fed 
hikes  a  third  time. 

The  Boc's  inaction 
reflects  its  desire  for 
the  economy  to  main- 
tain its  first-half  mo- 
mentum. Real  gross 
domestic  product  grew  at  a  3.3% 
annual  rate  in  the  second  quarter, 
following  a  4.2%  gain  in  the  first 
quarter.  Strong  consumer  spend- 
ing and  investment  in  Y2K-compli- 
ant  computers  powered  the  spring 
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advance.  The  vitality  in  domestic 
demand  is  evident  in  the  latest 
data  for  retail  sales,  housing,  and 
capital-spending  plans,  said  the 
BOC  in  its  August  quarterly  re- 
port. As  a  result,  the  bank  ex- 
pects the  economy  to 
grow  at  the  upper 
end  of  its  growth 
forecast  of  2.75%  to 
3.75%  in  1999. 

Meanwhile,  inflation 
is  at  a  low  1.8%,  and 
last  quarter's  current 
account  deficit  totaled 
5.25  billion  Canadian 
dollars  ($3.5  billion), 
less  than  expected.  A 
federal  surplus  means  interest 
payments  are  dowm,  and  robust 
U.  S.  demand  has  boosted  exports. 
Lower  rates  have  been  a  driver 
for  domestic  demand,  but  another 
Fed  hike  may  force  a  BOC  increase. 


SEPT.  3 


The  U.  S.  federal  funds  rate  is  n| 
at  5.25%,  vs.  the  Canadian  polic 
rate  of  4.75%.  And  long-term  U 
rates  are  about  a  quarter-point 
above  comparable  Canadian  yiel 
(chart).  The  fear  is  that  investors 
will  sell  off  Canadian  holdings  fo: 
a  bigger  payoff  in  the  U.  S.  That 
could  lead  to  a  downturn  in  the 
Canadian  dollar. 

So  far,  though,  the  Canadian 
dollar  has  been  holding  its  own 
against  the  greenback.  The 
"loonie"  was  trading  at  about  67 
to  the  U.  S.  dollar  in  early  Sep- 
tember, up  from  66^  in  late  July. 
The  strong  Canadian  economy  h 
been  one  support  for  the  loonie, 
as  have  rising  prices  for  commod 
ties  produced  in  the  western 
provinces.  But  doubts  are  arising 
about  whether  the  loonie  can 
withstand  a  third  Fed  hike  with- 
out a  similar  move  by  the  BOC. 
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Are  you  doing  business 
at  the  speed  of  the  Internet? 


•ocessing,  please  wait.. 


Pentium-... 


If  you  want  to  truly  maximize  your  e-business  investment,  be  sure  your  PCs  aren't  holding  you  back.  The 
Intel*  Pentium®  III  processor  has  remarkable  performance  capabilities.  It  is  primed,  ready  and  optimized  for 
e-business — so  your  company,  its  people  and  their  PCs  can  make  the  most  of  everything  the  Internet  has 
to  offer.  It  has  the  power  to  run  sophisticated  compression,  encryption  and  anti-virus  software  behind  the 
scenes  without  compromising  productivity.  And  it  has  the  performance  headroom  you'll  need  to  handle  the  next 
generation  of  Web  applications.  Put  some  extra  muscle  behind  your  company's  e-business  investment— with  the  Pentium 
III  processor.  Information  on  Intel  products  and  the  year  2000  is  available  on  our  Web  site.   (  ->  intel.com/IT 


I  the  year  2000  is  available  at  www.inlel.com  or  at  800-628-8686. 
ration  Intel  ind  Pentium  are  registered  trademarks  of  Intel  Corporation. 
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THEY  HAVE  IT 
ALL  NOW* 

But  can  Redstone  and  Karmazin  make  the  colossus  world 


It  all  started  over  lunch  at  Viacom 
Inc.'s  Times  Square  headquarters 
on  Aug.  11.  On  one  side  of  the 
table  was  Sumner  M.  Redstone,  Vi- 
acom's bristly  76-year-old  ceo.  On 
the  other  was  fast-talking  Mel  Kar- 
mazin, ceo  of  cbs  Corp.  The  Federal 
Communications  Commission  had  just 
struck  down  the  rule  barring  one  com- 
pany from  owning  two  television  sta- 
tions in  one  market — a  move  that  in- 
stantly jacked  up  the  valuations  of  TV 
stations  and  may  well  have  changed 
the  dynamics  of  broadcasting.  The 
meeting  of  the  two  ceos  was  about  how 
Viacom  and  cbs  might  swap  some  sta- 
tions to  take  advantage  of  the  new  rule. 
But  one  meeting  led  to  another,  and 
soon,  Karmazin  upped  the  ante,  propos- 
ing that  cbs  buy  Viacom.  Redstone  said 
no.  O.  K.,  said  Karmazin,  Viacom  can 
buy  cbs. 

So  began  the  biggest  media  deal  in 
history.  After  several  more  meetings, 
at  Viacom  and  later,  at  Karmazin's 
apartment,  where  the  men  huddled  to 
avoid  prying  eyes,  the  moguls  and  their 
minions  worked  out  the  details.  On  Sept. 
7,  Viacom  agreed  to  pay  $37  billion  in 
stock  to  combine  the  two  companies 


into  a  new  megamedia  empire  capable  of 
taking  on  the  likes  of  Time  Warner, 
Walt  Disney,  and  News  Corp.  Keeping 
the  Viacom  name,  it  will  encompass  a 
major  TV  network,  a  Hollywood  studio, 
top  cable  channels,  including  MTV,  Nick- 
elodeon, and  The  Nashville  Network, 
TV  stations,  and  Infinity  Broadcasting, 
the  biggest  radio-station  and  outdoor- 
advertising  group  in  the  U.  S.  Add  to 
that  King  World  Productions  (the  game 
and  talk-show  producer  cbs  has  agreed 
to  acquire)  and  Viacom's  theme  parks, 
movie  theaters,  and  publisher  Simon  & 
Schuster. 

CRADLE  TO  GRAVE.  In  total,  it  will  be  a 
$21  billion-a-year  beast  producing  $4 
billion  in  earnings  before  interest,  tax, 
depreciation,  and  amortization.  Despite 
its  wide  swath,  some  two-thirds  of  the 
new  giant's  cash  flow  will  come  from 
cable  channels  and  radio  stations  after 
Viacom  completes  its  previously  an- 
nounced spin-off  of  the  Blockbuster 
video-store  chain.  That's  all  right  with 
Wall  Street — because  cable  channels  and 
radio  are  among  the  fastest-growing 
sectors  of  the  media  world.  And,  per- 
haps most  important,  in  an  era  of  con- 
stantly splintering  media  outlets  with 


narrowly  focused  demographics, 
merger  establishes  Viacom  as  a  era 
to-grave  advertising  depot,  stretclj 
from  cable  channels  for  toddlers,  sucfl 
Noggin,  to  MTV  and  VHl  to  cbs'  grajj 
(and     in  Madison  Avenue's  view, 
desirable)  audience  to  a  planned  cs 
channel  for  seniors.  "They  have  it| 
now,"  says  Merrill  Lynch  &  Co.  me 
analyst  Jessica  Reif  Cohen.  "They 
on  the  same  playing  field  with 
Warner,  News  Corp.,  and  Disney." 

But  as  Disney  has  learned  since 
absorbed  ABC  in  1995,  blending  a 
network  with  a  studio  does  not  guarj 
tee  overnight  synergistic  success, 
new  Viacom's  challenge  is  to  push 
mantra  that  Karmazin  has  pursued 
cbs:  a  dogged  cross-selling  and  cros 
promotion  strategy  involving  multij  Uh 
media  properties  in  hundreds  of  lo< 
markets  while  exercising  strict  cost  cc  tym 
trols  back  at  headquarters.  |W] 

The  most  intriguing  twist  in  this  ts  ktp 
is  how  Karmazin  ended  up  the  u  M 
crowned  king  of  the  new  Viacom  d  fet  • 
main.  When  the  deal  closes  in  mid-200  t time 
Philippe  P.  Dauman  and  Thomas  1  it  ,, 
Dooley — top  Viacom  execs,  both  in  the  k. 
early  40s,  and  Redstone's  closest  advi  u 


30  BUSINESS  WEEK  /  SEPTEMBER  20,  1999 


SEPTEMBER  20,  1999 


it 


Mi 


St 


vill  leave  the  company  with  sev- 
1  packages  worth  more  than  $150 
a  each.  While  Redstone  will  re- 
is  titles  of  chairman  and  ceo,  the 
lr-old  Karmazin,  as  president  and 
operating  officer,  will  effectively 
lining  the  show. 

part  of  his  employment  contract, 

runs  through  2003,  Karmazin  will 

many  of  the  powers  that  a  ceo 

illy  enjoys — such  as  having  all  di- 

is  report  to  him.  The  contract  also 

i  that  if  Redstone  ceases  to  be  CEO 

g  Karmazin's  term,  Karmazin  au- 

tically  takes  the  mantle.  One  might 

,clined  to  ask:  How  did  that  hap- 

"A  lot  of  this  is  instinct,"  Red- 

I      told       BUSINESS 

(.  "He  and  I  are  so 
alike — we're  both 
jpreneurs." 
le  deal  has  a  certain 

of  familiarity.  In 
,  Karmazin  sold  the 
)  group  he  built,  In- 
y  Broadcasting,  to 
tinghouse  Electric, 

cbs's  parent.  Kar- 

in    eventually    per- 

led     Westinghouse 

Michael  H.  Jordan 

?t  him  run  both  the 

0  and  TV  operations 

/hat  became  CBS  af- 
the  spin-off  of  old 

tinghouse  assets.  Be- 
long, Karmazin  was 

:harge — and  Jordan 
c  early  retirement.  Of 
rse,    the    difference 

1  time  is  that  Red- 
le  remains  the  con- 
ling  shareholder — and 
t  counts  for  a  lot. 


Certainly,  Karmazin  is  also  the  closest 
thing  to  a  media  Midas  that  Wall  Street 
has  at  the  moment:  cbs's  stock  has 
tripled  since  he  joined  the  company. 
Karmazin  has  built  a  loyal  following 
among  investors  by  consistently  deliv- 
ering on  expected  growth  and  earnings. 
AD-DEPENDENT.  Karmazin,  a  cab  driver's 
son  who  grew  up  in  a  Long  Island  City 
apartment  project,  is  a  master  sales- 
man who  cut  his  teeth  hustling  radio 
ads  in  New  York  in  the  1960s  and 
1970s.  His  sales  acumen  will  be  put  to 
the  test  at  Viacom:  Roughly  half  of  its 
revenues  will  be  derived  from  adver- 
tising, making  Viacom's  income  ex- 
tremely sensitive  to  the  ebbs  and  flows 


of  the  economy.  By  comparison,  Walt 
Disney  and  Time  Warner  each  gener- 
ate less  than  a  quarter  of  their  rev- 
enues from  advertising. 

Karmazin  has  blithely  predicted  be- 
fore that  he  can  cajole  his  sales  forces 
into  10%  top-line  growth  annually  no 
matter  what.  Add  to  that  his  obsession 
with  excess  overhead  and  disdain  for 
corporate  perks,  and  one  quickly  sees 
why  analysts  are  pumped  about  his  tak- 
ing the  reins  at  Viacom.  Merrill's  Cohen 
thinks  Karmazin  can  wring  some  $300 
million  out  of  the  combined  companies. 
Merging  the  two  companies  also  pre- 
sents the  opportunity  to  meld  the  broad 
collection  of  Internet  businesses  cbs  has 
taken  stakes  in — mainly 
in  exchange  for  on-air 
promotion — with  Via- 
com's Web  efforts.  Music, 
in  particular,  could  be  a 
big  opportunity:  Already, 
MTV.com  is  the  most  vis- 
ited music  site  on  the 
Web,  and  cbs  has  been 
working  on  plans  to 
bring  content  from  its 
80%-owned  Infinity 

Broadcasting  Corp.'s  160 
radio  stations  online. 

But  Karmazin's  big- 
gest test  is  going  to  be 
whether  he  can  really 
build  a  cross-selling  plat- 
form that  offers  adver- 
tisers a  one-stop  shop  of 
media  in  any  demo- 
graphic and  in  any  mar- 
ket. So  far,  Karmazin's 
cross-selling  efforts  at 
cbs  have  received  mixed 
reviews  from  Madison 
Ave.,  though  others,  in- 
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Viacom's  healthy  balance  sheet  will  allow  Karmazh] 
to  keep  shopping  guilt-free  for  media  properties 


eluding  News  Corp.,  have  pursued  sim- 
ilar strategies.  "When  it  comes  down 
to  it,  it's  very  difficult  or  almost  impos- 
sible to  execute,"  says  Aaron  Cohen, 
executive  vice-president  at  Horizon  Me- 
dia Inc.,  which  places  $475  million  worth 
of  advertising  every  year. 

Meanwhile,  with  Viacom's  healthy  bal- 
ance sheet — capable  of  borrowing  $20 
billion — Karmazin  can  keep  shopping 
guilt-free.  Analysts  say  likely  follow-up 
buys  could  include  the  TV  stations 
owned  by  Chris-Craft — Viacom's  part- 
ner in  United  Paramount  Network — or 
the  station  group  owned  by  Tribune  Co. 

Meanwhile,  the  Viacom-('HS  deal  will 
certainly  encourage  other  couplings — 
especially  those  that  take  advantage  of 
the  new  Fee  rules.  NBC  has  previously 
talked  with  Sony  Corp.  about  combining 
their  entertainment  assets  and  is  cur- 
rently in  talks  with  Paxson  Communi- 
cations Inc.  about  an  investment  that 
would  give  NBC  access  to  its  73  UHF  TV 
stations.  Also  high  on  the  deal  mill  is 
Barry  Diller's  usa  Networks  Inc.,  which 
has  13  uhf  stations  to  its  name  and  has 
been  talking  with  Disney's  ABC.  And 
hot  again  in  the  wake  of  the  cbs  deal 
are  radio  giants  AMFM  Inc.  and  Clear 
Channel  Communications  Inc. 

Certainly,  Karmazin  and  Redstone 
are  two  moguls  who  usually  get  what 
they  go  after.  A  former  lawyer,  Red- 


stone operated  a  low-profile  theater 
chain  before  deciding  he  wanted  to  vie 
with  media  giants  such  as  Rupert  Mur- 
doch by  buying  Viacom  12  years  ago. 
And  Karmazin  has  proven  yet  again  his 
acumen  at  selling  a  deal — and  himself. 
Redstone  clearly  likes  his  style  and  says 
he  asked  Karmazin  to  come  with  CBS. 
Although  Redstone  and  Karmazin  say 
Karmazin  never  insisted  on  being  made 
successor,  another  person  familiar  with 
the  deal  says  it  "would  never  have  hap- 
pened" otherwise. 

ENTRENCHED.  Certainly,  the  documents 
suggest  that.  Although  he  must  consult 
with  Redstone  on  all  major  decisions, 
it  would  take  14  directors  from  a  board 
that  consists  of  10  Viacom  appointees 
and  eight  from  CBS  to  change  any  of 
Karmazin's  responsibilities. 

In  any  case,  KaiTnazin's  arrival  means 
that  the  long-watched  succession  race 
between  Deputy  Chairmen  Dooley  and 
Dauman  is  suddenly  over.  Redstone  says 
he  gave  his  deputies  veto  power  over 
the  deal  and  "begged  them  to  stay." 
They  declined  but  opted  instead  to  stay 
on  the  Viacom  board.  Dauman  remains 
the  trustee  of  Redstone's  estate  and  in 
the  event  of  Redstone's  death  would 
become  Viacom's  chairman. 

Redstone  and  Karmazin  were  all 
smiles  and  accolades  at  the  announce- 
ment. "You  can  print  this  if  you  want 


to,"  says  Karmazin,  "but  the  de^ 
was  about  getting  a  ticket  to 
Music  Awards."  Redstone,  mea 
has  allayed  investor  concerns  at 
future  of  a  company  where  a 
narian  chairman  has  never  idenl 
clear  successor.  "In  my  experienc 
ner  has  always  loved  the  deal  mi 
running  the  company,  and  in 
mazin,  he  has  a  first-class  ope 
says  ex-Viacom  ceo  Frank  J. 
whom  Redstone  fired  in  '95. 

That  said,  Biondi's  demise,  as 
the  departures  of  Dooley  and  Dd 
suggest  that  nothing  is  certain  I 
Redstone.  In  financial  terms,  botl 
stone  and  Karmazin  have  identicl 
employment  contracts:  $1  mill) 
salary  and  up  to  $10  million  in  [ 
next  year,  plus  options  for  2 
shares  issued  at  the  share  pricel 
the  deal  closes.  But  Karmazin'^ 
tract  has  extra  provisions,  such 
one  barring  him  from  working 
"books,  articles,  etc."  about  Viacor 
ing  the  employment  term.  This  is 
ic  since  Karmazin  once  insisted  c 
tracts  for  radio  stars  Howard 
and  Don  Imus  that  barred  them| 
mentioning  him  on  the  air.  It 
that  Redstone,  though  he  jokes  1 
"seduced"  by  Karmazin,  hasn't  si 
dered  entirely. 

By  Richard  Siklos  in  New\ 


Walt  Disney 


EISNER 


1998  REVENUES 

$22.9  billion 

STRENGTHS  Exceptional- 
ly strong  brand  names; 
potent  cross-promotion 
among  well-diversified 
properties;  popular  cable 
networks,  including  ESPN 
and  the  Disney  Channel 

WEAKNESSES  Lackluster 
overall  growth;  ABC  Net- 
work's poor  showing 


News  Corp. 


MURDOCH 

1998  REVENUES 

$13.6  billion 

STRENGTHS  Fox  Net- 
work's young,  hip  image; 
successful  cross-promotion 
among  well-diversified 
businesses,  including 
sports  networks;  distribu- 
tion via  satellite 

WEAKNESSES  Heavily 
invested  in  yet -to-be- 
profitable  startups 


Viacom/CBS 


R  E  DST0NE_&_K A  RM  AZ I N 

1998  REVENUES 

$18.9  billion  (if  merged) 

STRENGTHS  Popular 
cable  networks,  including 
MTV  and  Nickelodeon; 
strong  cash  flow  from  ra- 
dio; merger  provides  po- 
tential for  cross-promotion 
across  a  variety  of  media 

WEAKNESSES  Dependent 
on  advertising  revenues; 
CBS's  older  demographics 


Time  Warnei 


LEVIN 

1998  REVENUES 

$26.8  billion 

STRENGTHS  Cable 
system  and  popular  cabl 
networks,  including 
CNN  and  Home  Box 
Office;  TV  production;  fil 
subsidiary  New  Line 
Cinema 


WEAKNESSES  No  TV 

stations;  not  big  in  lucrati\ 
local  advertising  market 
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COMMENTARY 

My  Paul  Magnusson 


ies  I  CHINA  AND  THE  WTO:  DON'T  RUSH  TO  MAKE  A  BAD  DEAL 


j  i  ■hen  Chinese 
|  If  Premier  Xhu 

'"  isjJW  Rongji  re- 
ed  to  Beijing 
,)ty-handed  from 
.ate  visit  to 
xperiea  -shington  in  April, 
tint  ooked  as  if  Chi- 
i  dream  of  entry 
®  opi  o  the  World  Trade 

anization  was 
•''      id  for  this  year. 
ise.as  iice  then,  prospects 
and  ft  .y  grew  worse, 
'ertain  ijing's  leaders 
re  fui*ious  with  a 
igressional  report 
using  China  of 
■aling  U.  S.  nuclear 
.•rets — and  broke 
pncel "  WTO  talks  after 
S.  planes  acciden- 
ly  bombed  its  em- 
ssy  in  Belgrade. 
iaconj  Yet  pressure  to  reach  a  deal  is 
ounting  again  on  both  sides.  Presi- 
;nt  Clinton  and  Chinese  President 
ang  Zemin  are  expected  to  an- 
mnce  resumption  of  the  talks  when 
ie  two  leaders  meet  on  Sept.  11  in 
ew  Zealand.  And  there  are  good 
;asons  for  both  sides  to  compro- 
ise:  China  wants  to  join  the  134- 
lember  group  before  the  Nov.  30 
unmit  meeting  so  it  can  be  in  on 

8ie  next  round  of  global  trade  talks, 
.nd  the  Clinton  Administration 
'ants  to  wring  more  market-opening 
Dncessions  for  U.  S.  exporters  before 
ne  2000  elections  make  China's  wto 
id  a  campaign  issue. 

The  problem:  In  the  four  months 
ince  negotiations 
iroke  off,  there  has 
•een  no  progress  on 
>ny  of  the  issues 
hat  kept  the  Clin- 
on  Administration 
rom  sealing  a  deal 
n  April.  On  some  is- 
sues, the  U.  S.  and 
Uhina  may  be  fur- 
:her  apart.  Beijing 
Insists  it  never 
agreed  to  a  long  list 
of  mini-deals  that 
was  released  in 
April  on  the  White 
House  Web  site. 
Meanwhile,  internal 


id  I 


;es  iit 


,Vrt' 


NO  PROGRESS 


Not 

only  has  Beijing 
not  made  any  real 
concessions,  it 
insists  it  never 
agreed  to  the  tiny 
ones  the  White 
House  announced 


disputes  among  leaders  in  Beijing 
may  make  compromise  more  difficult. 

Even  as  they  reopen  talks,  U.  S. 
officials  insist  they  won't  rush  into 
an  incomplete  deal.  China  still  must 
move  toward  the  free-trade  rules 
that  other  WTO  members  already  ob- 
serve. So  the  details  of  this  agree- 
ment and  the  pace  of  China's 
promised  market  reforms  will  be  cru- 
cial. Both  sides  agree  that  these  im- 
portant issues  must  still  be  settled: 
■  DUMPING.  China  and  the  U.  S.  re- 
main at  odds  over  how  wto  members 
would  calculate  dumping  penalties  on 
Chinese  goods  exported  at  prices  be- 
low the  cost  of  production.  That's  be- 
cause no  one  agrees  on  how  to  deter- 
mine such  costs  in  a 
state-owned  or  direct- 
ed economy.  U.  S. 
trade  negotiators  in- 
sist on  tangible  mea- 
surements. 
■  IMPORT  SURGES. 
The  U.  S.  wants  Chi- 
nese assurances  that 
it  won't  object  if 
Washington  levies 
temporary  tariffs  and 
quotas  to  protect 
some  U.  S.  industries, 
notably  textiles  and 
clothing.  The  U.  S. 
has  agreed  to  end  its 
global  clothing  quotas 


by  2005  but  wants  to 
retain  the  option  to 
impose  new  limits  on 
Chinese  apparel. 
China  appears  willing 
but  reasonably  wants 
to  phase  out  the 
protections. 
■  MARKET  ACCESS. 
China  is  resisting 
lowering  barriers  to 
foreign  majority 
ownership  in  retail 
banking,  securities 
trading,  and  telecom- 
munications. Beijing 
is  also  fighting  unfet- 
tered access  to  the 
Chinese  market  for 
U.  S.  films  and  the 
Internet.  But  if  Bei- 
jing doesn't  make 
such  key  concessions, 
it  can't  be  a  full- 
fledged  member  of  the  wto. 

Zhu  and  Jiang  face  tough  opposi- 
tion at  home  to  such  concessions. 
Since  Beijing's  huge  bureaucracy  is 
intimately  connected  with  industry, 
"most  government  departments  don't 
want  China  to  join  the  wto,"  says  a 
Chinese  economist  in  Beijing.  Infor- 
mation Minister  Wu  Jichuan  threat- 
ened to  resign  over  Zhu's  April  offer 
to  allow  50%  foreign  ownership  in 
telecom  companies.  National  People's 
Congress  head  Li  Peng  is  among  the 
conservatives  resisting  reforms. 

It  may  be  tempting  for  the  Ad- 
ministration to  rubber-stamp  China's 
wto  nomination  as  a  gift  to  China's 
reformers  and  hope  that  resulting 
disputes  will  be  ironed  out  by  the 
wto  later.  But  that  clearly  won't 
work:  The  fledgling  wto  has  so  far 
proved  too  weak  to  adjudicate  rela- 
tively minor  disputes  between  the 
U.  S.  and  Europe — two  market-based 
economies  with  similar  cultures. 

A  deal  to  get  China  into  the  wto 
and  a  successful  new  round  of  global 
trade  talks  in  November  are  top 
goals  for  Clinton.  And  access  to  1.2 
billion  Chinese  consumers  could  be 
important  for  U.  S.  economic  growth 
in  the  next  century.  But  the  price  of 
a  bad  deal  is  too  high  to  pay. 

Magnusson  covers  trade  issues 
from  Washington. 
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Q&  A 


THE  FED'S 

LONE  STAR  LONER 


A  talk  with  rate-hike  dissenter  Robert  McTeer 


kk 


When  the  Federal  Reserve  Board 
raised  interest  rates  on  June  30, 
Dallas  Fed  President  and  Chief 
Executive  Robert  D.  McTeer  Jr.  cast 
the  lone  dissenting  vote.  And  it  ap- 
pears he  may  have  disagreed  with  the 
Fed's  Aug.  2U  hike,  too.  McTeer,  who 
joined  the  Federal  Reserve  in  1968  af- 
ter receiving  his  PhD  in 
economics  from  the  Uni- 
versity of  Georgia,  became 
president  of  the  Federal 
Reserve  Bank  of  Dallas 
in  1991,  having  previously 
worked  for  the  Fed  in 
Richmond  and  Baltimore. 
McTeer's  dissent  stems 
from  his  conviction  that 
improved  productivity 
will  allow  far  faster,  non- 
inflationary  growth.  On 
Sept.  1,  he  explained  to 
BUSINESS  WEEK  Fed 
watcher  Laura  Cohn  his 
views  on  the  New  Econo- 
my and  elaborated  on  his 
economic  outlook. 


Q:  Why  does  the  Dallas  Fed  hold  this 
view,  while  others  don't? 
A:  It's  happening  all  over  the  economy, 
but  a  bit  more  in  our  region.  We've 
got  a  telecom  corridor  in  north  Dallas. 
It's  a  two-mile  concentration  of  over 
600  high-tech  companies.  And  Austin  is 
a  hotbed  of  not  only  Dell  Computer 


is  too  large.  You  could  argue  w  feq 
lying  too  much  on  foreign  capitaB 
those  are  not  things  that  are  liM 
slow  the  economy  very  much. 

Q:  Why  not? 

A:  While  our  personal  savings  raM 
gone  down,  that's  been  partially  B 
by  the  government  savings  rate! 
ing  to  a  small  positive.  So  nationq 
ings  hasn't  gone  down  nearly 
as  personal  savings. 


Q:  Why  did  you  dissent 
on  June  30? 

A:  It  really  didn't  take  a 
lot  of  personal  courage  be- 
cause Alan  Greenspan 
rarely  beheads  anybody. 
My  position  on  some  of 
the  New  Economy  issues 
probably  was  the  strong- 
est in  the  group.  So  I'd  be 
the  logical  one  to  go  over 
that  line. 


It  really 
didn't 
take  a  lot  of 
personal  courage 
because  Alan 
Greenspan  rarely 
beheads  anybody 
My  position  on 
some  of  the  New 
Economy  issues 
probably  was  the 
strongest  in  the 
group.  So  I'd  be 
the  logical  one  to 
go  over 
that  line. 


ff 


Q:  Why  are  you  upbeat  on 
productivity? 

A:  Behind  my  optimism  is  the  last 
3/4  years.  We've  had  fairly  rapid 
growth  that  has  been  supported  both 
by  faster-than-normal  [growth  in 
the  number  of]  hours  worked  and 
by  faster-than-normal  productivity 
[growth]. 

We  had  a  disappointment  in  the  sec- 
ond quarter,  but  I'm  hopeful  that  that 
was  an  aberration  and  not  an  indicator 
of  a  trend.  I  believe  we're  going 
through  a  very  important  technology 
revolution. 


manufacturing  but  of  software  in- 
novation. I  believe  the  environ- 
ment in  Texas  is  more  entrepre- 
neurial. And  certainly,  growth  in 
Texas  has  exceeded  the  national 
average  every  year  since  I've  lived 
here.  It's  a  vibrant,  hot  economy. 


Q:  How  long  can  the  U.S.  grow  at  a 

3%-plus  rate  without  sparking  higher 

prices? 

A:  I  don't  see  anything  that's  going  to 

cause  a  downturn.  You  could  argue  that 

our  personal  savings  rate  is  too  low. 

You  could  argue  that  our  trade  deficit 


abroad 
that  we're  h  nihed  it 
ing  to  finance  that  wit   tailor 
capital  inflow.  It's  just    ates th 
likely  that  the  causation  U5  to  (] 
working  the  other  way  a  (cupj 
it's  the  capital  inflow  that's  ca  fa 
ing  us  to  have  the  trade  deficit. 

Until  recently,  our  dollar  has  be 
very  strong.  The  recent  weakness  in  t 
dollar  is  a  bit  troublesome,  but  peoj  fobac 
exaggerate  that  because  it's  concentn 
ed  primarily  in  the  yen.  I  don't  thin  % 
looking  at  all  our  trading  relationship  «|r 
the  dollar  has  weakened  that  much. 
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u  is  your  thinking  about  the 
mum, a/  colored  by  what's  hap- 
in  Mexico? 

\icii  is  lour  limes  as  important 

Texas  economy  as  it  is  to  the 

fiy  of  the  U.S.  Mexico  has  been 

fairly  well  lately.  The  Mexicans' 

and  output  are  growing.  During 

sriod  of  very  low  oil  prices,  they 

hurting.  So  much  of  their  gov- 

nt  revenue  depends  on  exports 

This  rebound  in  oil  prices  has 

i  them  a  lot.  So  I  think  Mexico  is 

oly  a  slight  source  of  strength 

now. 


Q:  Months  ago,  you  said  deflation 
abroad  "'ill  damp  U.S.  prices.  What 
about  now? 

A:  II  does  appear  thai  the  Asian  conn 
tries  have  bottomed  out.  And  thai 
does  shil't  things  just  a  little  bit.  We're 
no  longer  importing  those  deflation- 
ary forces.  But  Oil  the  other  hand, 
we're  not  importing  inflationary  forces 
either. 

Q:  What  else  is  reassuring  to  you? 
A:  We  are  very  close  to  price  stability. 
In  the  1970s,  if  a  company  wanted  to 
pass    along   higher   costs    as    higher 


prices,  t  hey  jui  t  did  it  becau 
knew  all  their  competitors  would  too 
Bui  in  this  stable  price  environment, 

they  can't  do  that.  So  they  have  I"  try 

harder   to  CUl    COStf    and    become   more 

efficient. 

Q:  What's  your  view  on  the  role  oj  the 
slock  market  in  monetary  policy? 

A:  1  do  not  think  it's  appropriate  for 
the  Fed  to  set  out  to  influence  stock 
prices.  Whether  we  think  it's  irra- 
tionally high  or  not,  we  really  have  to 
trust  the  collective  judgment  of  stock 
buyers  and  sellers. 


■M 


NEW  MATH  FOR  THE  NEW  ECONOMY 


or  the  past  few  years,  govern- 
ment statisticians  have  felt  like 
greyhounds  chasing  a  mechanical 
Dbit.  No  matter  how  often  they  re- 
e  and  update  data,  they  can  never 
fcch  up  with  the  economy's  pace  of 
ange.  The  effects  of  the  Informa- 
<n  Revolution  in  particular  have 
oved  hard  to  pin  down.         —■■■■ 
But  now  the  Bureau  of 
?onomic  Analysis  is  about 
make  another  stab  at  cap- 
g  the  New  Economy  in 
ivernment  data.  Starting  in 
e  October,  the  Commerce 
pt.  will  finally  acknowl- 
ge  that  business  spending 
1  software  is  an  invest- 
ent,  just  like  spending  on 
mputers  and  communica- 
ons  gear.  That  means,  for 
le  first  time,  business  soft- 
are  will  be  counted  as  part 
f  gross  domestic  product. 
We  will  now  recognize  that 
}ftware  has  a  long  purchase 
fe,"  says  Brent  R.  Moulton, 
top  economist  at  the  BEA. 
This  single  change  will 
ave  an  enormous  impact  on 
Towth,  investment,  produc- 
ivity,  and  inflation.  The  BEA 
rill  not  release  its  estimates 
tntil  Oct.  28,  but  it  has  de- 
cribed  its  methodology. 
Jased  on  that,  business  week  esti- 
nates  that  software  will  likely  add 
).15  to  0.3  percentage  points  to  annu 
ll  GDP  growth  over  the  last  three 
'/ears — a  significant  increase. 
growth  JUMP.  Because  the  bea  will 
bt  recalculate  GDP  for  earlier  years  as 
well,  growth  rates  will  be  raised  as 
far  back  as  1959.  But  the  changes 
will  likely  be  bigger  in  recent  years. 
"Because  software  use  has  accelerat- 
ed recently,  you  have  to  assume  the 


'90s  will  have  higher  growth  rates 
relative  to  the  '80s,"  says  Michael  R. 
Englund,  chief  economist  at  Standard 
&  Poor's  mms.  "It's  a  repeat  of  the 
New  Economy  claims." 

And  since  growth  will  be  higher 
than  previously  estimated,  productiv- 
ity will  likely  be  revised  up  as  well, 


HOW  THE  NUMBERS 
WILL  CHANGE 

SOFTWARE  For  years,  the  Bureau  of 
Economic  Analysis  has  undercounted 
the  value  of  software  by  treating  it  as 
a  raw  material  to  be  used  in  the  pro- 


duction of  other  goods  and  services. 
Now,  it  will  treat  software  as  a  business  investment, 
which  will  add  to  the  GDP.  ber,  besides  introducing  soft 


ment  in  information  technology  by  a 
full  third.  "This  goes  a  long  way  to- 
ward explaining  the  exemplary  per- 
formance of  the  U.  S.  economy  in  re- 
cent years,"  says  Reaser. 

Moreover,  the  BEA  will  calculate  a 
price  index  for  both  prepackaged  and 
custom  software.  The  exact  figures 
^■■■■i    won't  be  known  until  the 
October  release  date,  but 
the  bea's  discussion  makes 
it  clear  that  the  new  data 
will  show  software  prices 
falling,  perhaps  by  5%  or 
more  annually.  That  will  pull 
down  the  inflation  rate  by 
some  amount. 

The  bea  will  make  other 
changes  to  the  data  in  Octo- 


PRODUCTIVITY  Economists  have 
long  suspected  that  the  way  the  gov- 
ernment measures  productivity  in  the 
service  sector  does  not  truly  reflect 
improvements  there.  Now,  the  BEA 
will  try  to  account  for  labor-saving  innovations  such 
as  ATMs  and  electronic  transfers  in  banking. 

SAVINGS  In  a  move  that  could  result 
in  a  higher  estimate  of  the  U.S.  per- 
sonal-savings rate — now  in  negative 
territory — the  BEA  will  start  to  treat 
government  pensions  like  private  ones 
and  count  them  in  household  savings. 

notes  Lynn  Reaser,  chief  economist 
at  Bank  of  America  Private  Bank  in 
Jacksonville,  Fla.  In  addition,  capital 
spending  will  go  up  from  its  already 
high  levels.  In  the  second  quarter  of 
1999,  for  example,  capital  spending 
per  employee  in  the  private  sector 
was  running  at  an  annual  rate  of 
nearly  $8,000,  about  half  of  which 
was  spent  on  information  technology, 
Reaser  says.  The  new  revisions  could 
boost  measured  private-sector  invest- 


ware,into  GDP.  A  better  han- 
dling of  government 
employee  retirement  plans 
will  have  the  effect  of  in- 
creasing personal  savings. 
And  improvements  in  track- 
ing the  financial  sector  could 
affect  growth  as  well. 

Moreover,  the  bea  will 
likely  adjust  the  data  to 
eliminate  part  of  the  statis- 
tical discrepancy  between 
gdp  and  gross  domestic  in- 
come. In  theory,  these  mea- 
sures should  be  equal.  But 
over  the  last  three  years,  the  dis- 
crepancy has  built  up  to  1.4%  of  gdp, 
close  to  the  largest  on  record.  If  the 
October  revision  eliminates  half  that, 
the  growth  rate  for  the  last  three 
years  will  bump  up  0.2  percentage 
points  more.  This  still  may  not  de- 
scribe the  full  effect  of  the  Internet 
boom,  but  it's  a  lot  closer  than  the 
figures  we  had  before. 

By  Michael,  J.  Mnudel  in  New  York 
and  Laura  Cohn  in  Washington 
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WASHINGTON 


A  RUSH  TO 

THE  HEAD  OF  THE  GLASS 

Presidential  rivals  strain  for  an  edge  on  education 


It's  that  time  of  year  again,  when  53 
million  kids  return  to  school  and 
Presidential  candidates  trip  over 
each  other  to  seize  the  public's  imagi- 
nation on  education  issues. 

Out  to  prove  that  he's 
even  more  committed  to 
kids  than  his  boss,  Vice- 
President  Al  Gore  is 
backing  an  expansion  of  experimental 
"charter"  schools,  universal  pre-kinder- 
garten,  and  more  federal  money  for 
school  construction,  teachers,  and  tech- 
nology. Texas  Governor  George  W.  Bush 
likes 


ELECTION  2000 


THE      ISSUES 


education 
vouchers,  wants  to  man- 
date state  standards,  and  would  give 
the  federal  Education  Dept.  jurisdiction 
over  the  Head  Start  program.  Democrat 
Bill  Bradley  is  calling  for  better  teacher 
training  and  national  standards.  Re- 
publican candidate  Steve  Forbes  would 
send  federal  education  dollars  back 
to  the  states  in  the  form  of  block 
grants  and  let  local  officials  decide 
how  to  spend  them.  "Everybody  run- 
ning for  office,  from  President  to  dog- 
catcher,  has  a  position  on  education," 
scoffs  one  business  lobbyist. 

One  reason  for  the  multiple  agendas 
is  the  confusion  over  what  the  voters 

SCHOOL  DAYS:  (Clockwise  from  top 
right)  Bill  Bradley,  George  W.  Bush, 
Steve  Forbes,  and  Al  Gore 
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want.  It's  clear  that  improving 
public  schools  is  a  top  priority 
both  for  parents  and  for  busi- 
ness leaders.  But  when  it  comes 
to  doing  that,  politicians  need  an 
advanced-placement 
course  in  opinion  polling 
to  craft  a  safe  platform. 
Parents,  for  example,  ap- 
pear to  be  genuinely  conflicted.  They 
support  the  egalitarian  concept  of  pub- 
lic education  and  are  leery  of  funneling 
tax  money  to  religious 
schools.  Yet  they  are  deeply 
concerned  about  whether  the 
public  system  and  its  suffo- 
cating bureaucracy  can  be 
reformed. 

With  President  Clinton 
and  the  Republican  Con- 
gress engaged  in  continual 
bickering  over  school  poli- 
cy, parents  and  business 
groups  are  running  out  of 
patience.  "Anything  that 
can     stimulate     needed 
change  should  be  consid- 
ered," says  State  Farm 
Mutual  Automobile  In- 
surance Co.  ceo  Ed- 
ward   B.    Rust    Jr., 
who  chairs  the  Busi- 
ness Roundtable's  education 
task  force.  "I  don't  think  anybody 
out  there  is  doing  a  good  enough  job  ed- 
ucating kids  for  the  world  they  are  go- 
ing to  see." 

The  problem  will  only  grow  larger  in 
coming  years.  The  number  of  school  kids 
in  the  U.S.  is  at  an  all-time  high,  eclips- 
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ing  the  mark  set  at 
the  peak  of  the  baby  boom.  Sulj 
schools  are  bursting  at  the  sea 
inner-city  schools  are  decayin 
school  districts  are  facing  a 
teacher  shortage.  No  wonder 
Americans  surveyed  this  summer 
centrist  Democratic  Lead 
Council  said] 
is  "a  crisi 
public  educ 
Most  of 
parents  say 
want  the  ri 
choose  their 
school.  Ch 
schools — p 
schools  run  b 
porations,  pri 
foundations,  c 
ucators  and  ex 
ed  from  many 
reaucratic  rules- 
endorsed  by  63 
adults.  But  the 
also  support 
voucher  prog 
that  use  tax  dolla: 
to  private  or  reli 
54%  of  adults — ii 
ing  a  majority  of  Democrats 
vouchers  "promote  equal  opportun 
Vouchers  are  particularly  pop 
among  working-class  Catholics  and 
norities.  Smelling  a  winner,  Rep 
cans  have  seized  on  vouchers 
their  preferred  fix. 

But  the  gop  could  push  too  h 
Americans  don't  want  voucher: 
they  gut  public  education.  Give: 
choice  between  improving  pul 
schools  and  providing  vouche 
just  28%  of  Americans  would  p 
vouchers,  says  a  Gallup  Poll 
leased  Aug.  25.  Vouchers  also  f: 
the  church-state  hurdle.  Lej 
scholars  expect  the  U.S.  Supre: 
Court  to  decide  the  matter 
the  next  two  years. 

There  is  also  no  conclusive 
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DO  YOU   REALIZE  THAT 
SOMEONE  IN  YOUR 
COMPANY  JUST  ORDERED 
A  5150  PENCIL? 


ersi 


This  happens  all  the  time,  thanks  to  old-fashioned 
purchasing  procedures.  PeopleSoft  eProcurement  software 
automates  your  entire  purchasing  process  so  your 
employees  can  order  their  own  office  supplies  from  their 
desktops.  Because  PeopleSoft  eProcurement  is  integrated 
with  your  ERP  system,  all  purchases  are  automatically 
recorded  in  your  financial  and  distribution  systems,  which 
helps  control  purchasing  costs.  Plus,  it  saves  everybody 
time  by  steering  employees  toward  approved  items  and 
suppliers  via  the'Commerce  One  MarketSite.net1"  business- 
to-business  portal.  Put  an  end  to  the  old  way  of  purchasing 
-  visit  our  website  or  call  for  more  information. 


Introducing  PeopleSoft  eProcurement 

Internet  purchasing  applications  for  the  desktop 


Buy  Online  •  Utilizes  Commerce  One  MarketSite.net'" 
Cuts  Purchasing  Costs  •  Integrates  with  ERP  System 


Applications  for  eBusiness' 


www.peoplesoft.com 


888.773.8277 
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idence  that  voucher  schools  would  be  a 
major  improvement.  Pilot  projects  in- 
volving vouchers  in  Cleveland,  Milwau- 
kee, and  Florida  have  yielded  mixed  re- 
sults— although  Kenneth  Metcalf,  an 
Indiana  University  education  professor 
studying  the  Cleveland  experience,  re- 
ports "small  but  significant  improve- 
ment" in  the  language  arts  skills  of 
voucher  students.  Business  leaders  arc 
divided  over  the  issue,  but  some  are 
willing  to  experiment.  "There  are  risks 
to  public  funding  of  private  education," 
says  William  T.  Solomon,  CEO  of  Austin 
Industries  Inc.,  a  Dallas-based  con- 
struction company.  "But  I  think  those 
risks  are  worth  incurring,  at  least  on  a 
trial  basis,  because  what  we  have  is  not 
working." 

DANGEROUS  TASK.  For  Republican  can- 
didates, fine-tuning  an  education-reform 
pitch  is  a  balancing  act.  They  must  as- 
suage the  powerful  conservatives 
who  would  be  happy  with  no  fed- 
eral involvement  in  schools.  But 
they  also  must  find  votes  among 
non-ideological  parents  who  just 
want  their  children  to  get  enough 
skills  to  go  to  college  or  get  a  good 
job.  In  a  Sept.  2  speech,  Bush  tried 
to  please  both  sides:  For  the  right, 
he  promised  to  punish  schools  that 
don't  measure  up  and  give  their  low-in- 
come students  vouchers  for  tutoring  or 
private-school   tuition.   At  the  same 
time,  he  proposed  expanding  the  Edu- 
cation Dept.'s  role  by  giving  it  juris- 
diction over  Head  Start,  a  program 
that  conservatives  loathe. 

For  this  compromise,  Bush  has  drawn 
heavy  fire  from  the  Republican  Party's 
right  wing.  Former  Reagan  domestic- 
policy  adviser  Gary  Bauer,  a  rival  for 
the  White  House,  dismissed  the  Texas 
governor's  plan  as  "Gore  Light."  Vot- 
ers don't  mind,  however:  A  mid-July 
Fox  News/Opinion  Dynamics  Poll  found 
Bush  and  Gore  dead  even  on  the  issue. 
Bush  tied  Gore  among  those  earning 
under  $25,000  a  year.  And  his  policies 
were  preferred  by  voters  in  the  Mid- 
west, a  key  battleground. 

Meanwhile,  polls  still  show  Demo- 
crats firmly  ahead  on  education  issues. 
Their  supporters  include  teachers' 
unions,  which  are  suspicious  of  the  var- 
ious GOP  proposals.  American  Federa- 
tion of  Teachers  President  Sandra  Feld- 
man  says  she's  glad  the  Republicans 
now  identify  education  reform  as  a  key 
issue.  "Right  now,  there  is  a  substantive 
discussion  going  on,"  she  says,  "and  I 
consider  that  a  victory."  Finally,  busi- 
ness and  labor  can  agree  on  something. 

By  Ricliard  S.  Dunham  in  Washing- 
ton, with  bureau  reports 


COMMENTARY 


By  Howard  Gleckman 

A  FIRST  STEP  TO  NET  TAXES 


With  only  eight  months  before  it 
must  present  its  recommenda- 
tions to  Congress,  the  national 
commission  on  Internet  taxation 
seems  to  be  sputtering  like  a  Web 
site  with  a  bad  server.  The  commis- 
sion can't  bridge  the  gap  between 
conservatives  who  want  to  keep  the 
Net  tax-free,  state  and  local  govern- 
ments that  covet  its  revenue  poten- 
tial, and  E-businesses  that  are  will- 
ing to  collect  taxes — as  long  as  it's 
made  easy  for  them. 


The  panel's  next  session  is  set  for 
Sept.  14-15  in  New  York.  Even  its 
chairman,  Virginia  Governor  James 
S.  Gilmore  III,  isn't  sure  the  group 
will  ever  agree  on  whether  Net 
transactions  should  be  taxed  at  all. 
"I  can't  assure  you  of  consensus,"  he 
told  business  week.  "It  may  be  that 
making  the  case  for  each  side  and 
presenting  it  to  Congress  is  success." 

Translation:  Gridlock  ahead.  But 
the  attempt  to  wrestle  the  tax  issue 
to  the  ground  is  yielding  one  devel- 
opment. Most  commission  members 
agree  it's  important  to  simplify  state 
and  local  sales  taxes.  Cleaning  up 
those  laws  could  make  it  possible  for 
states  to  require  out-of-state  sellers 
to  collect  the  levies.  It  would  make 
life  easier  for  remote  sellers,  includ- 
ing both  mail  order  companies  and 
online  businesses.  And  it  might  even 
pave  the  way  for  a  deal  on  the  over- 
all question  of  taxing  the  Net. 

Today,  states  can't  require  remote 
sellers  to  collect  tax  because,  in  1992, 


the  Supreme  Court  ruled  those 
ities  were  too  onerous.  Why,  the! 
court  said,  should  a  business  in 
Delaware  have  to  keep  track  of 
cane  tax  mles  in,  say,  North  DalJ 
MARSKMALLOWS.  The  court  aske 
Congress  to  fix  the  problem.  Thai 
never  happened.  Instead,  the  rul^ 
have  gotten  even  more  complex, 
instance,  in  New  York,  big  mars! 
mallows  are  taxable,  but  little  onJ 
are  not.  Why?  Big  ones  are  consij 
ered  candy,  but  little  ones  are  foe 
A  new  study  by  Ernst  &  Younl 
sponsored  by  a  business  group  cal 
the  eCommerce  Coalition,  highliglf 
the  problem:  It  reports  that 
lecting  sales  taxes  in] 
multiple  states  cost! 
large  remote  seller^ 
companies  such  as 
Amazon.com  Inc.- 
8%  to  14%  of  the 
amount  of  tax 
they  collect. 
Small  retail^ 
may  pay  n 
ly  as  much 
administrat! 
costs  as  the 
do  in  taxes 
Governors 
have  already  agreed,  in  principle, 
that  each  state  should  impose  a  sin| 
gle  tax  rate  for  E-commerce,  rathe 
than  permitting  cities  and  counties 
set  their  own  rates.  By  late  Septe 
ber,  the  National  Governors'  Assn. 
hopes  to  draft  a  model  state  law  in 
tended  to  trim  much  of  the  comple: 
ty  from  the  current  patchwork  sys 
tern,  including  common  reporting 
standards.  Technology  may  also  ma 
the  task  easier.  New  software  en- 
ables sellers  to  determine  instantly 
where  a  buyer  lives,  whether  a  pro 
uct  is  taxable,  and  what  the  rate  is. 
But  there  is  a  trade-off.  If  gover- 
nors and  mayors  do  simplify  their 
laws,  a  major  objection  that  E-selle: 
have  to  the  levies  will  evaporate. 
They  have  said  that  all  they  want  is 
fair  and  equal  treatment  under  state 
tax  laws.  Simplification  would  go  a 
long  way  towards  giving  it  to  them 


Gleckman  covers  tax  policy  from 
Washington. 
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MILLIONS  OF  PEOPLE  TRUST  THEIR 

ENTERTAINMENT  TO   MGM  GRAND 


U 


It 


1GM  GRAND  TRUSTS  ITS  NETWORK  TO 

CABLETRON 


aletron  Systems,  your  ^-business  communications  specialist,"  provides  networking  solutions  to  the 
rld's  best-known  companies.  For  more  information  on  how  Cabletron's  solutions  help  MGM  Grand  and 
ler  leading  businesses,  visit  us  at  www.cabletron.com/mgm.  Or  call  us  toll  free  at  I -877-606-5976.  We  II 
id  you  a  free  study,  "Network  Management  &  LAN  Downtime  Costs:  An  Overview." 
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COMPUTERS 

THE  BIG  SQUEEZE 
IN  THE  PC  MARKET 

Only  the  giants  and  the 
mom-and-pops  may  survive 

When  the  market  for  sub-$1.000 
personal  computers  took  off  a 
couple  of  years  back,  scores  of 
small  companies  saw  their  chance:  With 
the  top  brands  focused  on  more  prof- 
itable machines,  they  had  an  open  field. 
Now,  it's  closing  in.  Other  than  phe- 
nom  eMachines  Inc.,  the  top  names  in 
cheap  pes  are  the  top  names  in  PCs: 
Compaq,  Hewlett-Packard,  IBM.  "As  the 
top  brands  press  down,  the  guys  at 
the  bottom  get  squeezed  to  death," 
says  Chuck  Cebuhar,  general  manager 
of  Sears,  Roebuck  &  Co.'s  home  elec- 
tronics unit. 

Already,  Packard  Bell  is  scaling  back 
and  free-PC  upstart  Microworkz.com 
faces  an  uncertain  future.  The  market 
share  for  PC  makers  outside  the  top 
five  has  slid  from  47%  of  the  U.  S.  mar- 
ket in  1997  to  a  projected  26%  in  2000, 
according  to  Ziff-Davis  InfoBeads. 
PRICES  PLUNGE.  This  year,  suppliers 
such  as  Compaq  and  HP  have  been  at- 
tacking the  bottom  end  of  the  market 
full  force.  They're  selling  pes  for  as  lit- 
tle as  $499 — and  that's  not  including 
the  $400  rebates  given  to  customers 
to  agree  to  sign  up  with  selected  In- 
ternet service  providers.  The  average 
price  of  a  home  PC  has  plummeted  48%, 
to  $843,  since  mid- 1997,  says  ZD  In- 
foBeads. So  sub-$l,000  PCs  now  repre- 
sent 75%  of  the  market.  Now,  retailers 
report,  shoppers  are  using  those  re- 
bates to  buy  top  brand  pes,  not  to  take 
home  no-names  for  no  money  down. 

The  big  guys  can  afford  to  play  and 
win  at  the  low  end  because  of  falling 


I 


Big  Names  vs.  No-names 


SHOPPERS:  Pickinl 
top  brands 


More  and  more,  big  national  brands  such  as  IBM, 

Dell,  Hewlett-Packard,  and  Compaq  rule.  "Others"  are 

getting  squeezed. 


1996 

1997          1998        1999 

TOP  3  DIRECT  PC  MAKERS 

18.6% 

21.8%   27.5%    34.5% 

TOP  3  INDIRECT  PC  MAKERS 

26.9 

30.4      33.0       35.0 

OTHERS* 

54.6 

47.8      39.5       30.5 

•Includes  Apple  and  eMachines 

DATA:  ZD  INF0BEAD  INSIDER 

component  prices — particularly  Intel 
Corp.'s  aggressive  cuts  on  its  Pentium 
microprocessors.  PC  makers  also  have 
cut  costs,  outsourcing  almost  all  PC 
production  and  paring  inventory  costs 
with  just-in-time  deliveries  to  dealers. 
There  are  still  a  few  niches  where 
the  little  guys  can  eke  out  a  living. 
Local  computer  stores  that  crank  out 
no-name  "white  boxes"  will  maintain 
roughly  33%  of  the  overall  market,  say 
analysts.  These  mom-and-pop  outlets 
do   a   better  job   than   the   national 


brands  when  it  cor 
offering  handholdi| 
small  businesses. 

But  the  lack  ol 
middle  ground  mal 
next  to  impossibll 
entrepreneurs  tryi| 
create  the  next  gre 
company.  Analysts! 
at  the  plans  of  Pacj 
Bell       founder 
Alagem   to   resusc 
near-dead  AST  Research  Inc.  And 
spite  the  fastest  launch  in  U.  S.  c\ 
rate  history,  eMachines  still  has 
go.  In  a  recently  released  public 
eMachines  disclosed  that  it  had| 
$3.9  million  in  the  first  half  of  the 
"You  have  to  be  very,  very  larg 
very,  very  small,"  says  Matt  Sarjj 
an  analyst  with  zd  InfoBeads.  Sta 
out  territory  someplace  else  do4 
seem  to  be  an  option. 

By  Peter  Burroi 
San  Mateo, 


THE  SOUL  OF  AN 
OLD  MACHINE 

The  last  Amiga  rolled  off  the  as- 
sembly line  in  1994.  But  the  pio- 
neering multimedia  PC  still  com- 
mands the  loyalty  of  several  hundred 
thousand  devotees  around  the  world. 
Gateway  Inc.,  which  now  owns  Ami- 
ga, last  year  promised  to  resurrect 
the  old  Commodore  computer  by 


Christmas.  "The  new  Amiga  will  take 
the  breath  away  from  all  computer 
users  on  the  face  of  the  earth,"  boasts 
die-hard  Danish  fan  Michael  Ljung- 
stedt  Andreasen. 

Alas,  it  is  not  to  be.  Instead  of 
building  new  Amigas,  Gateway  plans 
to  develop  Amiga-like  software  that 
will  link  Internet  appliances  over 
home  networks.  "Amiga  will  be  the 
Internet-appliance  infrastructure  com- 
pany," says  a  company  insider. 

For  Gateway,  which  declined  to 


comment,  the  shift  is  part  of  its  strat 
egy  to  move  into  Internet  services. 
By  early  next  year,  Amiga  hopes  to 
have  test  versions  of  the  new  soft- 
ware, which  will  be  written  in  Sun 
Microsystems  Inc.'s  Java  language. 
The  interface  will  allow  users  to  con- 
trol household  devices  and  download 
content  off  the  Web  with  simple  com- 
mands, the  source  says.  Sounds  great: 
unless  you're  one  of  the  disappointed 
Amiga  faithful. 

By  Steven  V.  Brull  in  Los  Angeles 
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=L  Ernst  Young 


From  thought  to  finish: 


?9  Ernst  &  Young  up 
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DETROIT 


IT  LOOKS  LIKE  A  BIG 
PAYDAY  FOR  AUTO  WORKERS 

GM  and  DaimlerChrysler  already  are  making  fat  opening  offers 


Ford  Motor  Co.,  recently  hailed  by 
North  American  auto  workers  as 
the  most  labor  friendly  of  the  Big 
Three,  looks  to  be  in  the  doghouse  as 
the  unions  negotiate  industrywide  con- 
tracts. On  Sept.  8,  the  Canadian  Auto 
Workers  selected  Ford  to  negotiate  its 
next  pattern-setting  contract.  If  there's 
no  agreement  by  Sept.  21,  Ford  will 
face  a  strike  at  its  nine  Canadian 
plants. 

South  of  the  border,  meanwhile,  the 
United  Auto  Workers — miffed  at  Ford's 
intention  to  spin  off  Visteon  Automo- 
tive Systems,  its  parts-making  unit — 
has  decided  to  shut  the  company  out  in 
the  last  days  before  the  U.S.  pact  ex- 
pires Sept.  14.  That  means  Ford  won't 
be  the  negotiating  target  and,  there- 
fore, won't  have  a  say  in  setting  terms 
for  the  new  contract.  The  upshot:  Ford 
is  in  a  squeeze  play. 
LIFETIME  JOB?  On  the  other  hand,  the 
auto  workers  seem  to  have  gotten 
downright  cozy  with  the  other  two- 
thirds  of  the  Big  Three — as  they  con- 
template inking  the  richest  contract  in 
years.  At  a  Labor  Day  parade  in  De- 
troit, uaw  President  Stephen  P.  Yokich 
said  he  was  encouraged  by  the  initial  of- 
fers General  Motors  Corp.  and  Daim- 


lerChrysler had  put  on  the  table.  "I've 
been  here  a  long  time.  It's  the  best  first 
offers  we've  ever  gotten  from  Chrysler 
and  gm,"  he  said. 

Sources  familiar  with  gm's  three-year 
offer  say  the  No.  1  auto  maker  proposed 
a  2%  wage  increase  and  $500  lump-sum 
the  first  year,  followed  by  a  3%  raise  the 
second  year,  and  a  $1,500  lump  payment 
the  third  year.  GM  also  proposed  job-se- 


ISSUES? 


One  potential 
problem:  Whether  the  car 
companies  will  agree  to  help 
unionize  parts  suppliers 


curity  enhancements  that  some  labor 
experts  say  amount  to  a  lifetime  job 
guarantee  for  workers  with  at  least  10 
years'  seniority. 

DaimlerChrysler  has  proposed  com- 
parable terms,  according  to.  others  fa- 
miliar with  the  German-U.S.  auto  mak- 
er's initial  offer.  While  the  offers  seem 
paltry  compared  to  recent  contract  set- 
tlements at  other  major  industrial  firms 
such  as  Boeing  Co.,  they  are  a  "a  good 


LABOR  CELEBRATION:  UAW  Imm 

Yokich  presses  the  flesh  in  Delift 

starting  point"  for  negotiation 
ments  one  senior  haw  official, 
expect  the  union  to  win  annual 
of  3%  for  at  least  three  years. 

With  Detroit  auto  makers  eiHj 
record  sales  and  profits  and  sitfl 
marly  $50  billion  in  cash  betweem 
analysts  believe  it'll  be  impossj 
resist  the  unions'  higher  wage  dq 
this  year.  Indeed,  at  a  Sept 
conference,  Canadian  Auto 
President  Basil  "Buzz"  Hargrov 
it  clear  that  his  50,000  members 
Big  Three  expect  a  "substantial' 
increase,  especially  in  light  of  thi 
payouts  made  to  senior  executi 
recent  years.  "The  issue  isn't  the: 
ity  to  pay.  It's  our  ability  to  fori 
companies  to  share  the  wealth, 
Hargrove. 

SUSPICION.  While  GM's  offer  of 
time  job  guarantee  sounds  en 
there  is  a  price.  The  auto  maker 
to  trade  job  security  for  flexibil| 
introducing  new  production  me 
that  would  shift  parts-making  j 
lower-paying  suppliers.  The  unio 
unlikely  to  go  for  that  unless  the 
get  assurances  that  the  Big  Thre 
help  their  efforts  to  organize  non 
supplier  plants.  And  union  leade 
suspicious  about  promises  of  job 
antees.  "In  a  market  economy, 
is  no  such  thing  as  lifetime  em 
ment,"  says  the  caw's  Hargrove, 
says  he  has  not  received  such  an 
"What  we're  trying  to  guarant 
work  and  wages." 

With  the  industry  on  a  roll,  ne 
side  expects  a  strike.  Yet  some 
sticking  points  remain.  Each  com 
has  its  own  touchy  issues  on  the  t 
At  DaimlerChrysle 
instance,  the  uaw 
assurances  that  man 
ment    won't    inter 
with  its  efforts  to  o! 
nize      two      non-u 
plants  in  Alabama 
North  Carolina. 

At  General  Motors, 
two  sides  must  work 
the  complicated  effects  of  gm's  spino: 
its  Delphi  parts-making  unit.  An 
Ford,  once-cozy  relations  significantly 
teriorated  over  the  summer,  when 
started  talking  about  the  Visteon  spi 
So  while  boosting  workers'  paychel 
significantly  is  unlikely  to  be  a  probl 
the  uaw  and  caw  might  still  have  & 
difficulty  in  getting  company  suppo: 
help  build  their  memberships. 

By  Joann  Mutter  in  Det 
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Move  over,  speed  of  light. 
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New  face,  new  brain,  new  era. 


We  love  building  the  fastest,  best-desigi  ted 
computers  in  the  world.  We  realize  they're 
not  for  everyone.  But  for 
creative  professionals, 
scientists,  educators, 
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artists,  musicians  and 


The  Power  Mac  G4  has  a 
revolutionary  open  door 
policy"  that  gives  you  easy 
Others  who  demand  access  to  every  part  inside. 


the  highest  possible  performance,  they're 
often  nothing  less  than  essential. 

With  its  Pentium-crushing  speed  and 
convention-crushing  design,  the  Power  Mac 
G4  picks  up  where  the  best-selling  G3  left 
off.  Its  enclosure  has  evolved  to  a  highly 
polished  silver  and  graphite,  yet  it  still  offers 
easy  access  to  every  internal  component 
through  its  unique  swing-open  side  door. 

Beneath  its  new  face,  however,  is  where 
the  Power  Mac  G4  really  shines.  At  its  core  is 
a  brand-new  brain— the  G4  processor- that 


redefines  high  performance  for  the  entire 
industry.  (That's  a  story  in  itself,  as  you'll 
see  in  the  following  pages.) 

And  we've  designed  the  rest  of  the  new 
Power  Mac  G4  to  keep  up  with  the  processor. 
Our  two  high-end  models  feature  a  100MHz 
system  bus  with  three  times  the  memory 
bandwidth  of  the  G3.  As  well  as  superfast 
UltraATA/66  hard  drives  and  accelerated 
AGP  2X  graphics. 


There's  a  whole  family  of  flat-panel  and  CRT  displays,  specifically 
designed  to  showcase  the  power  q)  the  PowerMac  G4. 

So,  if  you're  one  of  those  professionals 
who  routinely  push  their  computer  to  the 
limit,  we  invite  you  to  witness  the  beginning 
of  a  new  era  of  Power  Mac  power. 

Hold  on  tight. 


The  Power  Mac  G4  is  here. 


^v 
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( lomputers  get  marginally  faster  every  year. 
Megahertz,  a  popular  (but  simplistic)  measure 
of  performance,  usually  increases  around  35% 
annually  But  once  or  twice  in  a  decade,  we 
experience  a  breakthrough  that  leaps  far  beyond 
these  incremental  steps.  Today  we  present  such 
a  breakthrough:  the  new  Power  Mac "  G4. 

This  is  not  just  the  fastest  Mac"  in  history. 
It's  the  fastest  personal  computer  in  history. 

Rather  than  being  just  35%  faster,  the  new 
Power  Mac  G4  is  up  to  a  stunning  100%  to  200% 
faster  than  the  fastest  Pentium  Ill-based  PCs: 

With  performance  increasing  at  its  usual  pace, 
the  new  Power  Mac  G4  wouldn't  have  arrived  until 
2003.  Fortunately,  breakthroughs  do  happen. 


in  i  ri  and  Photoshop  tests. 


/v./ 


I 


\ 


'y 


The  first  supercomputer  on  a  chip. 


i 
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What  makes  a  supercomputer  "super" 
is  its  ability  to  execute  at  least  one  billion 
floating-point  operations  per  second.  It's 
a  staggering  measure  of  speed  known  as 
a"gigaflop." 

The  new  PowerPC  G4, 
architected  by  Apple, 
Motorola  and  IBM,  is  the 
first  microprocessor  that 
can  deliver  a  sustained 
performance  of  over  one  gigafl9|HM| 
it  has  a  theoretical  peak  performance  of 
four  gigaflops. 

The  secret  of  the  G4's  revolutionary 
performance  is  its  aptly  named  Velocity 
Engine.  It's  the  heart  of  a  supercomputer 
miniaturized  onto  a  sliver  of  silicon.  The 
Velocity  Engine  can  process  data  in  128-bit 


chunks,  instead  of  the  smaller  32-bit  or  64- 
bit  chunks  used  in  traditional  processors.  In 
addition,  it  can  perform  four  (in  some  cases 
eight)  32-bit  floating-point  calculations  in 
a  single  cycle  -two  to  four 
times  faster  than  traditional 
processors. 

So  how  does  the  G4 
with  its  Velocity  Engine 
stack  up  against  Intel's 
brand-new  Pentium  III  processor? 

To  find  out,  we  went  right  to  the  source: 
We  used  a  set  of  Intel's  own  performance 
tests  published  on  their  website. 

Using  six  of  Intel's  tests,  the  500MHz 
G4  was,  on  average,  almost  three  times  as 
fast  as  the  600MHz  Pentium  III  (2.94  times, 
to  be  exact). 


These  benchmark  advantages  translate 
directly  into  real-world  advantages. 

For  example,  typical  Photoshop  tasks 
run  twice  as  fast  on  the  Power  Mac  G4  as 
they  do  on  the  fastest  Pentium  Ill-based 
PCs,  with  specific  Photoshop  filters  running 
up  to  four  times  faster.  Compressing 
QuickTime  files  is  also  twice  as  fast. 

In  fact,  "twice  as  fast"  is  a  refrain  you're 
going  to  be  hearing  often,  as  more  and 
more  software  developers  tap  the  power  of 
the  G4  with  its  Velocity  Engine  to  accelerate 

Intel  Signal  Processing  Library  Performance  Specification 


the  performance  of  their  applications — just 

as  Adobe  has  already  done  with  Photoshop. 

Pentium       Velocity  Engine 

Because  gigaflops 
really  do  matter 
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G4's  Velocity  Engine  can  process       when  VOltf  WOl'k 
information  in  128-bit  chunks, 
compared  with  the  32-  or  64-bit        revolves  arOUlld 
chunks  in  traditional  processors. 

graphics,  animation,  3D  games,  video 
effects,  3D  rendering  and  a  host  of  other 
computation-hungry  software. 

Chances  are,  you've  never  even  heard  of 
a  gigaflop  before.  But  very  soon  you  won't  be 
able  to  live  without  at  least  one  on  your  desk. 


Test 

Pentium  III 
Clock  Cycles 

G4 
Clock  Cycles 

G4  Performance 

G4  Performance 
(Adjusted  for  MHz) 

1 024  dim.  Square  (bsqrl ) 

1.30 

0.50 

2.60  times  faster 

2.17  times  faster 

1024  dim.  Multiply  (bMpy2) 

1.33 

0.75 

1.77  times  faster 

1 .48  times  faster 

1024  dim.  Dot  Product  (DotProd) 

2.21 

0.50 

4.42  times  faster 

3.68  times  faster 

256  Pt.  Complex  FFT  (FFT) 

6.94 

4.00 

1.74  times  faster 

1 .45  times  faster 

32  tap  x  1024  dim.  FIR  Filter  (bFir) 

0.95 

0.33 

2.88  times  faster 

2.40  times  faster 

32  tap  x  1024  dim.  Convolution  (Conv) 

84.99 

11.00 

7.73  times  faster 

6.44  times  faster 

Average 

3.52  times  faster 

2.94  times  faster 

The  500MHz  G4processorl  with  its  Velocity  Engine,  isanaverageqf '2.94  times  as  fast 'as  the  fastest  Pentium  111 (hOUMII:). 


top  fillers. 


What  you  really  need  is  a  supercomputer. 

» 

Supercomputers  have  helped  achieve  breakthroughs 
in  almost  every  field  of  science.  But  almost  no  one 
outside  the  scientific  community  could  possibly  need 
one.  Or  so  it  was  thought. 

That  was  before  Photoshop  filters  started  resembling 
the  most  sophisticated  image  processing  done  by 
NASA.  And  before  Internet  security  started  demanding 
CIA-strength  cryptography.  And  before  compressing 
QuickTime  or  MP3  files  started  expanding  your  workday. 

These  tasks,  and  many  more  like  them,  have  two 
things  in  common:  They  choke  traditional  processors. 
And  they  can  be  dramatically  sped  up  by  exactly  the 
kind  of  computational  horsepower  that  supercomputers 
were  created  to  provide. 

But  who  has  the  money,  or  even  the  space,  to  have 
their  very  own  supercomputer? 


If  you  don't  see  your  perfect  G4  here, 
feel  free  to  build  your  own. 


Price* 

$1599 

$1999 

$2799 

$3499 

Processor 

400MHz  G4 

450MHz  G4 

450MHz  G4 

500MHz  G4 

L2  Backside  Cache 

1MB 
200MHz 

1MB 
225MHz 

1MB 
225MHz 

1MB 
250MHz 

Memory  (SDRAM) 

iiv  i//; 

l.OGBmax 

64MB 

l.OGBmax 

128MB 
1.5GB  max 

128MB 
1.5GB  max 

Max.  Memory  Bandwidth 

400MB/sec 

400MB/sec 

800MB/sec 

800MB/sec 

Graphics 

RAGE  128/PC1 
16MB  graphics  memory 

RAGE128/PC1 
16MB  graphics  memory 

RAGE  128/ AGP  2X 
16MB  graphics  memory 

RAGE  128/ AGP  2X 
16MBgraphia  memor) 

Hard  Drive 

>  internal  bays,  I  used 

10GB 
Ultra  i/i  )3 

13GB 

Him  mi  ;; 

20GB 

1  lira  ATA/66 

27GB 

1  lira  ATA/66 

Removable  Storage 

CD-ROM 

DVD-ROM 
DVD-Video  playback 

WOMB  Zip  Drive 

DVD-ROM 
DVD-Video  playback 
WOMB  Zip  Drire 

DVP-RAM 
DVD-Video  playback 
WOMB  Zp  Drive 

Ethernet  10/ '100BASE-T 

Yes 

Yes 

Yes 

Yes 

FireWire  Ports  (400Mbps) 

2 

2 

3  1 1  internal) 

3  (1  internal) 

USB  Ports 

2  (12Mbps  total) 

2  (12Mbps  total) 

2  (24Mbps  total) 

2  (24Mbps  total) 

AirPort   Wireless  Networking 

11Mbps  IEEE  802. 11 

n/a 

n/a 

Optional 

Optional 

%KV.90Modem 

Built  in 

Built  in 

Optional 

Optional 

\pple  Cinema  Display 

n/a 

n/a 

optional 

Optional 

Find  the  new  Power  Mac  G4  at  your  local  authorized  Apple  reseller.  Or  build  your  own  perfect  system- 
from  over  15,000  configurations  -by  visiting  the  Apple  Store "  at  www.apple.com. 


Think  different. 


■  )pj)ie,tbe  Apple  logo,  FireWttr  \Uhtmd\>     ■  idenmrks  and  AirPort  typteCmema  Display  (be Apple  Stor\ 

rk  of  IBM  Corp  Actual  modem  speedstower.  Prodi 
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'Is  22  inch  screen  bits  a  viewable  area  equal  to  that  of  a  24  inch  flat  CRT  display, 
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A  revolutionary  computer 
deserves  a  revolutionary  display 

Introducing  the  ultimate  companion  to  the  Power 
Mac  G4:  the  Ariple  Cinema  Display.  With  its  22-inch 
screen  (measured  diagonally),  it's  the  largest  LCD 
display  ever  brought  to  market . 

Its  viewable  area  is  as  big  as  a  24-inch  flat  CRT 
display.  But  it's  twice  as  bright  and  sharp,  with  triple 
the  contrast  ratio  and  zero  flicker.  And  its  millions  of 
colors  remain  true  from  almost  any  viewing  angle. 

hike  a  movie  theater,  the  Apple  Cinema  Display  has 
a  letterbox  format  (1600x1024  pixels),  with  room 
enough  to  display  an  entire  1 1x17  image.  And  unlike 
most  other  displays,  it  receives  its  data  digitally  from 
the  computer,  preserving  the  highest-quality  image. 

The  Apple  Cinema  Display  is  state-of-the-art 
technology,  and  supplies  will  be  limited.  And  at  $3999* 
it's  not  for  every  pocketbook.  But  if  you're  fortunate 
enough  to  use  one,  your  office  view  will  never  be  the 
same  again. 


Li 


Suggested  retail  price 
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IE  SEC  WHACKS 
N  KAMPEN 

1  r      IPOS      HAVE       LANDED 
i  tual-fund     adviser     Van 
i  mpen  Investment  Adviso- 
in  hot  water.  On  Sept.  8, 
Securities  &  Exchange 
( mmission  hit  Van  Kamp- 
i  of  Oak  Brook,  111.,  and  its 
1  mer  chief  investment  offi- 
i  with  $125,000  in  penalties 
1   failing  to  disclose  that  a 
i  ding  new  fund  had  built 
j  track  record  largely  on 
I  ns  from  initial  public  of- 
ings.  As  an  "incubator" 
d — one  not  yet  on  sale  to 
public — the  Van  Kampen 
)wth  Fund  posted  a  62% 
urn  in  1996  on  less  than 
10,000  invested.  But  more 
.n  half  of  those  gains  re- 
ted  from  31  ipos — a  fact, 
•  sec  charges,  that  Van 


CLOSING    BELL 


N 


ATURAL  HIGHS 


ommodity  prices  are  roar- 
ig  back.  Thanks  in  part  to 
88%  rise  in  the  price  of 
•tide  oil,  the  Goldman 
achs  Commodity  Index  is 
p  39%  this  year.  It  closed 
ept.  8  at  185,  just  13% 
nder  its  October,  1997 
eak.  With  Asian  economies 
icking  up,  prices  of  metals 
jch  as  copper  and  alu- 
linum  are  back,  too.  Alas 
>r  gold  bugs,  precious 
letals  have  missed  the 
arty,  falling  10%.  On  the 
ther  hand,  nickel  is  up 
9%  since  June. 
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DATA.  BLOOMBERG  FINANCIAL  MARKETS 


Kampen  didn't  disclose  when 
the  fund  opened  to  investors 
in  February,  1997.  In  just 
over  a  month,  the  Growth 
Fund  skyrocketed  to  $110 
million  in  assets — too  big,  the 
sec  says,  to  sustain  its  stellar 
returns. 

YAHOO!  IS  SIGNING 
UP  NET  BILL-PAYERS 

TODAY  YOUR  HOME   PAGE, 

tomorrow  your  checkbook. 
On  Sept.  8,  Internet  portal 
company  Yahoo!  unveiled 
Yahoo!  Bill  Pay,  a  new  ser- 
vice that  allows  consumers 
to  pay  all  their  bills,  from 
phone  bills  to  mortgages,  via 
the  Internet.  Through  a  part- 
nership with  CheckFree,  for 
a  monthly  fee  Yahoo!  regis- 
tered users  will  be  able  to 
create  payee  lists  and  select 
dates  for  when  their  bills 
should  be  paid.  The  money 
will  then  deducted  from  a 
designated  bank  account. 
With  its  new  service,  Yahoo! 
will  go  up  against  many 
banks  and  online  financial 
sites,  as  well  as  Intuit  and 
Microsoft,  which  offer  simi- 
lar services. 


SOFTWARE  MAKERS 
GO  UNDERSEA 

GLOBAL  CROSSING  IS  GETTING 
more  global.  On  Sept.  8,  the 
California-based  company  an- 
nounced a  joint  venture  with 
Microsoft  and  Japanese  soft- 
ware maker  Softbank  to  build 
a  $1.3  billion  undersea  and 
terrestrial  fiber-optic  network 
in  Asia  that  will  connect 
Japan,  China,  Singapore, 
Hong  Kong,  Taiwan,  South 
Korea,  Malaysia,  and  the 
Philippines.  Microsoft  and 
Softbank  will  both  invest 
$175  million  and  pledged  to 
buy  $200  million  in  network 
capacity  over  three  years. 
Global  Crossing  will  con- 
tribute a  58%  share  of  its 
trans-Pacific  network  to  the 
new  venture,  Asia  Global 
Crossing. 


HEADLINER:  PHILIP  MARINEAU 


TAKING  THE  LEVI'S  CHALLENGE 


PHILIP  MARINEAU  IS  TRAD- 

ing  Pepsi  Blue  for  the  Levi 
501  Blues.  On  Sept.  7,  Pep- 
si announced  that 
Marineau,  52,  head 
of  its  Pepsi-Cola 
North  America 
unit,  was  leav- 
ing to  be  ceo  of 
beleaguered 
jeans  maker 
Levi  Strauss. 

The  departure  is 
a  blow  to  the  peren- 
nial No.  2  cola.  Marineau 
says  he  left  because  he 
wanted  to  run  his  own 
show — something  that  was 
unlikely  to  happen  anytime 
soon  at  PepsiCo  under  CEO 
Roger  Enrico,  54.  On  Mari- 
neau's  watch,  Pepsi  halted 
the  market  share  advance 
of  archrival  Coca-Cola,  part- 
ly through  broadening  the 


target  market  for  Pepsi — 
now  in  blue  cans — beyond 
its  Gen  X  audience  to  a 
wider  public.  "Coke's  no 
longer  winning," 
says  Marineau. 
Levi's,  on  the 
other  hand, 
needs  to  rebuild 
its  following 
among  teens 
and  young  adults. 
Marineau  admits 
he  has  a  lot  to  learn 
about  the  apparel  business, 
but  he  intends  to  get  up  to 
speed  by  talking  to  retail- 
ers. Marineau  is  known  for 
his  stress  on  nuts-and-bolts 
marketing  techniques.  At 
Levi's,  which  saw  sales  skid 
13%  last  year  to  $6  billion, 
all  that  marketing  prowess 
is  sorely  needed. 

By  Larry  Light 


HILTON'S  BUY 
BRINGS  ONLY  YAWNS 

AFTER  THREE  YEARS  OF  TRY- 
ing,  Hilton's  ceo  Steve  Bol- 
lenbach  has  snagged  a  trophy. 
On  Sept.  7,  the  hotel  chain 
said  it  was  paying  $4  billion 
in  cash  and  stock  to  buy  Pro- 
mus  Hotel  Corp,  which  owns 
Doubletree,  Hampton  Inn, 
Red  Lion,  and  Embassy 
Suites.  Promus  gives  Hilton 
an  array  of  brands  in  differ- 
ent price  ranges,  allowing  it 
to  better  compete  with  Star- 
wood and  Marriott.  But  Pro- 
mus' Doubletree  brand  has 
been  experiencing  weak 
growth  and  there  was  no  ap- 
plause from  Wall  Street: 
Hilton's  stock  fell  7%  after 
the  announcement. 


A  BIG  BANK 
WRITES  A  BIG  CHECK 

SOVEREIGN  BANCORP  OF  PHIL- 
adelphia  will  pay  $1.4  billion 
to  become  New  England's 


third-largest  bank.  On  Sept. 
7,  Fleet  Financial  Group  and 
BankBoston  agreed  to  sell 
278  of  their  bank  branches 
to  Sovereign  in  the  largest 
divestiture  in  banking  histo- 
ry. The  deal  was  forced  by 
regulators  as  a  requirement 
for  Fleet  and  BankBoston's 
merger.  Sovereign  picks  up 
an  8%  share  of  deposits  in 
the  region's  largest  market, 
Massachusetts.  State  regula- 
tors are  expected  to  okay 
the  deal. 


ET  CETERA . . . 

■  Warren  Jenson,  Delta  Air 
Lines'  finance  chief,  will  be- 
come CFO  of  Amazon.com. 

■  German  police  nabbed  fugi- 
tive money  manager  Martin 
Frankel  in  Hamburg. 

■  A  Federal  judge  refused  to 
stop  a  Web  site  from  posting 
Ford  Motor  documents. 

■  Tivo,  an  interactive  TV 
startup,  obtained  backing 
from  Sony. 
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Is  your  business 
manoeuvrable  enough? 


These  days,  a  competitive  edge  is  not  something 
that  lasts  very  long.  To  keep  ahead  you  must  . 
constantly  innovate— and  often  you'll  need  to 
manoeuvre  fast,  to  maximize  your  gains. 

But  you'll  always  be  fighting  against  your 
business's  inertia— its  habits,  procedures  and 
systems.  Traditional  ERP  and  other  business 
systems,  for  instance,  may  not  let  you  change 
quickly  enough. 

IFS'  systems  can.  They're  built  from  compo- 
nents that  work  independently  of  one  another, 
and  can  quickly  and  easily  be  combined,  and 
modified,  as  your  needs  change. 

IFS  pioneered  this  approach.  It  makes  our 
thousands  of  customers  more  agile.  And  it  has 
made  IFS  the  world's  fastest-growing  supplier 
of  ERP  systems. 

So  if  you'd  like  to  steer  round  your  com- 
petitors, take  a  closer  look  at  IFS. 
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AMPAIGN-FINANCE  REFORM: 
HIS  TIME,  THE  FINISH  LINE? 


lor  years,  Washington  has  been  locked  in  a  familiar  cycle. 

I  Campaign  spending  soars.  Inevitably,  some  finagling  pol 
triggers  a  scandal.  Reformers  feel  the  public  will  finally 

jnand  changes  in  loophole-ridden  campaign-finance  rules.  Yet 
drive  fizzles,  doomed  by  apathy  and  incumbent  politi- 
es' fierce  desire  to  protect  the  status  quo. 
jtVill  1999  see  a  rerun?  So  far,  the  script  looks  familiar.  But 
stock  ending  may  be  in  doubt.  As  Congress  returns  from 
jess,  reform  prospects  are  improving.  Presidential  candi- 
jes  are  drawing  attention  to  abuses  in  "clean- 
Ithan  Clinton"  manifestos.  Record  fund-rais- 
keeps  the  spotlight  on  checkbook  politics. 
|d  some  executives,  weary  of  nonstop  shake- 
is,  are  joining  the  reform  drive.  "There's  a 
[ling  that  politicians  can  be  embarrassed" 
b  tightening  the  rules  this  year,  says  New 
bk  real  estate  developer  Daniel  Rose. 
f  LOOPHOLE?  Rose  and  scores  of  other  busi- 
[s  leaders  plan  to  blitz  Congress  with  letters 
phone  calls  when  it  revisits  reform  pro- 
Lais  this  fall.  First  up  is  a  House  measure, 
[sponsored  by  Representatives  Christopher 
(lys  (R-Conn.)  and  Martin  T.  Meehan  (D- 
ss.).  The  bill,  which  passed  last  year  on  a 
to  179  vote,  would  ban  "soft  money"  dona- 
These  unlimited  gifts,  ostensibly  meant  to 
bngthen  political  parties,  in  reality  are  used 
pack  individual  candidates.  The  proposal 

I I  sets  strict  limits  on  "issue  ads"  by  interest  groups — thin- 
/eiled  candidate  plugs  in  the  guise  of  voter  education. 

[rhe  bill  is  expected  to  pass  handily  despite  procedural 

I'dles  thrown  up  by  GOP  leaders.  Among  the  threats:  a 

ison  pill"  amendment  by  Majority  Whip  Tom  DeLay  (R- 

;.)  that  would  tet  parties  accept  soft-money  checks  for 

|ernet  campaigning,  such  as  Web  site  banner  ads.  The  re- 

a  potentially  huge  new  loophole. 
The  real  action  will  be  in  the  Senate.  Last  year,  a  fili- 


DeLAY:  Rearguard  action 


buster  killed  a  companion  bill  by  John  McCain  CR-Ariz.)  and 
Russell  D.  Feingold  (D-Wis.).  This  year,  timing  may  help. 
"Having  the  Senate  vote  on  the  heels  of  the  House  will  in- 
crease the  pressure,"  says  Donald  J.  Simon,  executive  vice- 
president  at  reform  group  Common  Cause. 

Getting  the  60  votes  needed  to  snuff  out  soft  money  will  be 
tough.  But  gop  leaders  are  feeling  the  heat.  Some  100  execs — 
among  them,  Sara  Lee  Corp.  ceo  John  H.  Bryan  and  Frank 
C.  Carlucci,  chairman  of  Carlyle  Group  investment  bank — 
backed  a  call  by  the  progressive  Committee 
for  Economic  Development  for  a  soft-money 
ban.  Senator  Mitch  McConnell  (R-Ky.),  who 
heads  the  Senate  gop  campaign  committee, 
lashed  out  with  angry  letters  to  ced  trustees, 
urging  them  to  resign. 

The  tactic  may  backfire.  Since  McConnell's 
late-July  blast,  the  CED  picked  up  30  more  ex- 
ecutive endorsements,  reports  its  president, 
Charles  E.  M.  Kolb.  "The  business  community," 
says  Feingold,  "may  put  us  over  the  top." 

Even  so,  Senate  prospects  are  iffy.  To  woo 
more  Republicans,  McCain  and  Feingold  may 
opt  for  a  simple  soft-money  ban  coupled  with  a 
higher  ceiling  on  individual  gifts  to  candidates — 
so-called  hard  money — now  set  at  $1,000.  They 
also  may  give  up  on  curbing  issue  ads.  But 
that's  a  nonstarter  for  Democrats,  who  trail 
the  gop  in  hard  money  and  fear  Republican- 
aligned  groups  will  flood  the  airwaves  with  issue  ads. 

Reformers  plan  to  deploy  phorie  banks,  mailings,  and  door- 
to-door  lobbying.  They'll  get  help  from  such  ardent  pro-reform 
execs  as  venture  capitalist  Jerome  Kohlberg  Jr.,  who  vows  to 
buttonhole  lawmakers.  If  the  odd  alliance  of  Naderites  and 
Country  Clubbers  jells,  Congress  may  be  unable  to  resist  the 
clamor  for  change.  It  won't  be  the  sweeping  overhaul  re- 
formers once  envisioned.  But  it  will  be  something. 

By  Amy  Borrus 
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CAPITAL  WRAPUP 


IE  GOLDMAN  CONNECTION? 

Is  Goldman,  Sachs  &  Co.  a  training 
iund  for  future  New  Jersey  sena- 
rs?  Could  be,  if  ex-Goldman  partner 
ewis  M.  Eisenberg  runs,  as  he's  con- 
dering  doing  now  that  Governor 
hristine  Todd  Whitman  has  opted  out 
the  2000  race.  If  Eisenberg,  a  cen- 
st  Republican,  follows  through,  his 
mocratic  opponent  may  be  Jon  S. 
arzine,  the  ex-Goldman  chairman  who 
d  the  firm's  initial  public  offering  last 
jar.  Corzine  has  all  but  formally 
inounced  his  bid  for  the  seat  of  retir- 


ing Democrat  Frank  R.  Lautenberg. 

"It's  very  flattering,"  says  Eisen- 
berg of  gop  entreaties.  "I  am  seriously 
thinking  about  it."  Eisenberg,  56,  had 
been  Whitman's  finance  chairman.  He 
headed  Goldman's  equity  division  in 
1990,  then  departed  to  help  start 
Granite  Capital,  a  Manhattan  money- 
management  firm  he  still  co-chairs. 
Eisenberg  is  also  chairman  of  the  Port 
Authority  of  New  York  &  New  Jersey. 

Like  Whitman,  he  is  a  fiscal  conser- 
vative and  social  moderate.  He  chairs 
the  Republican  Leadership  Council, 
which  raises  money  for  centrist  gop 


candidates.  He  advocates  smaller  gov- 
ernment and  tax  cuts,  such  as  elimi- 
nating the  estate  tax  and  reducing 
capital-gains  levies.  He  also  thinks  the 
U.  S.  should  beef  up  its  armed  forces. 
"A  strong  national  defense  is  impera- 
tive to  a  strong  economy  and  our  place 
in  the  world,"  he  says. 

If  Eisenberg  runs,  he  likely  will  face 
a  primary  fight.  Possible  foes  might  in- 
clude former  Representative  Richard 
A.  Zimmer.  Corzine,  too,  could  face  a 
grueling  primary  contest,  against  ex- 
Governor  Jim  Florio. 

By  Amy  Bomis 
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International 


INDONESIA 


TIMOR: 
HOW  HIGH 
A  PRICE? 

Economic  pressure  could 
threaten  Indonesia's 
recovery-and  its  fledgling 
attempt  at  democracy 

At  first,  the  long,  bloody  saga  of 
East  Timor  seemed  to  be  on  the 
verge  of  ending  well.  But  now, 
rampaging  militia,  armed  by  the 
Indonesian  military,  refuse  to  accept  the 
outcome  of  an  overwhelming  vote  for 
independence.  Hundreds  are  dead,  hun- 
dreds of  thousands  more  are  fleeing. 
And  the  anguished  international  com- 
munity is  wondering  how  a  peaceful 
polling  day  deteriorated  so  terrifyingly, 
so  fast.  But  even  more,  they're  won- 
dering what  to  do  about  it. 

The  range  of  punitive  measures  being 
considered  by  governments  from  Wash- 
ington to  Canberra  could  turn  Indone- 
sia's    fledgling    democracy    into     an 


• 


» 
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international  pariah  and  seriously  dam- 
age economic  recovery.  Calls  for  a  U.  N. 
intervention  force  come  at  a  time  when 
foreign  lending  agencies  also  are  out- 
raged over  an  eruption  of  financial  scan- 
dals. U.  S.  officials  say  relations  with 
Indonesia  are  on  a  collision  course.  A 
group  of  U.  S.  Senators  introduced  leg- 
islation Sept.  8  to  cut  off  military  assis- 
tance and  require  the  U.  S.  to  oppose 


further  World  Bank  and  Internatim; 
Monetary  Fund  aid.  Says  Human  Rij  h-ajj  •■ 
Watch  Asia  Director  Sidney  Jones  m^  % 
believe  sanctions  should  have  been 
posed  months  ago." 

But  it's  an  open  question  whether  L 
economic  hammer  would  even  hit 
Indonesian  military — the  main  actor 
hind  the  bloodshed  in  East  Timor, 
will  levy  a  price  on  the  governme 
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TRAPPED  IN  DILI,  A  REPORTER  GETS  A  TASTE  OF  TERROR 


ambling  i 

es  who  escaped.  Buildings  and  I  torium.Y) 
were  burned  and  looted 

Before  I  was  safely  evacuatec 
Dili,  I  had  a  taste  of  the  horrors  j 
come.  On  Sept.  1,  another  journi  i^i 
and  I  ventured  toward  the  U.  N 
pound.  In  streets  electric  with  t< 
we  saw  independence  supporteri]\ 
ing  the  militia  with  rocks.  Withi;  venthin 
utes,  a  large  group  of  militiamer  iteropora 
chasing  us  toward  the  compound  SVerT(|l 
throwing  rocks  and  brandishing    an(L 
Just  before  ducking  inside  the  Uu!!(  ,, 
gate,  I  stood  in  their  path  long  €  ,y 
to  see  faces  contorted  with  rage  :e, 
bodies  bent  on  destruction.  In  th[f0] 
that  followed,  they  surrounded  tl  y  ^ 
U.N.  compound  and  shot  up  its  '1^ 
as  we  crouched  inside.  Smoke  be  it 


Lisa  Rose  Weaver,  a  freelance  jour- 
nalist based  in  Jakarta,  spent  two 
weeks  in  East  Timor  before  being 
forced  out  by  the  violence.  Here  is  her 
account: 

The  militias  reminded  me  of  urban 
gangs.  We — the  journalists  and  U.  N. 
staff  there  to  monitor  the  East  Timor 
independence  vote — would  see  them 
sitting  on  the  low  wall  just  feet  from 
the  hotel  where  we  had  our  morning 
coffee.  Armed,  and  uniformed  in  black, 
long-sleeved  jerseys,  they  cast  us  cold, 
hostile  stares.  Many  had  long  hair  or 
tattoos.  Most  looked  angry  and  poor. 
Often  they  shouted  at  us  to  "go  home." 
We  had  heard  stories  of  those  who 
tried  to  negotiate  their  roadblocks  in 
the  countryside  and  got  a  machete  em- 


bedded in  their  windshield.  In  the  days 
leading  up  to  the  independence  vote, 
they  mostly  kept  their  distance.  We 
thought  that  if  we  kept  ours,  we  would 
be  safe.  But  the  feeling  of  security  was 
temporary. 

In  the  days  that  followed,  these  men 
chased  us  through  the  streets,  pinned 
us  inside  the  U.  N.  compound  with  gun- 
fire and  threats,  and  leveled  a  gun  at 
my  chest.  But  that  was  nothing  com- 
pared to  what  they  would  do  to  the 
Timorese.  In  their  campaign  of  destruc- 
tion in  East  Timor,  hundreds  were  re- 
ported killed.  Tens  of  thousands  were 
marched  to  the  sea,  terrorized  by  In- 
donesian soldiers  firing  volleys  from  au- 
tomatic weapons  over  their  heads,  and 
loaded  onto  ships,  according  to  witness- 
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ity  to  move  forward  on  economic  re- 
Rijlfery — and  not  necessarily  change  the 
onesian  army's  behavior,"  says  Co- 
ibia  University  Indonesia  expert  John 
;snan. 

-tampering  any  solution  is  the  politi- 
vacuum  engulfing  Indonesia.  Presi- 
it  B.J.  Habibie,  a  lame  duck  until  a 
v  government  takes  over  in  Novem- 
I    clearly    does    not    control    the 


A  TRUCKLOAD  OF  PROBLEMS 

The  international  community  is 
pondering  how  to  react  to  the  exile 
of  thousands  of  East  Timorese 

military.  There  is  debate  over  whether 
armed  forces  chief  General  Wiranto  en- 
tirely controls  his  soldiers  either.  The 
militia  members  running  amok  in  East 
Timor  mostly  are  jobless  youth  recruit- 
ed by  Wiranto's  former  rival,  Gen. 
Prabowo  Subianto,  who  fled  the  country 
following  the  downfall  of  former  Presi- 
dent Suharto.  Witnesses  say  they  saw 
Indonesian  soldiers  help  the  militia. 
Wiranto  imposed  martial  law  in  East 
Timor  on  Sept.  6  and  replaced  the  re- 
gion's military  commander.  But  the  sit- 
uation continued  to  deteriorate. 
SOLDIERS'  POLICY.  Ending  East  Tim- 
or's turmoil  is  vital  for  Wiranto's  politi- 
cal aspirations.  The  general  is  a  leading 
contender  for  Indonesia's  vice-presiden- 
cy. But  analysts  say  he  has  little  re- 
gard for  international  opinion.  His  fo- 
cus, rather,  is  on  keeping 
the  military  united — 
even  if  it  costs  Timorese 
lives.  If  he  restores  or- 
der, "he  becomes  more 
valuable  as  vice-presi- 
dent," says  Adam 
Schwarz,  an  Indonesia 
expert  at  Johns  Hopkins 
University.  "This  is  a 
guy  you  want  on  your 
side  if  you  want  to  keep 
the  peace."  Other  ana- 
lysts believe  Indonesia's 
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I  houses  they  had  set  on  fire, 
nfire  echoed  from  behind  the 
id,  a  stream  of  terrified  people 
•ambling  over  the  wall  and  into 
torium.  Old  women  carried  tod- 
d  bundles  of  belongings,  a  look 
ness  and  dread  on  their  faces, 
d  under  tables.  Most  tried  to 
iling  children.  Eventually,  some- 
ng  them  led  them  in  song,  a 

prayer  in  the  local  Tetum  lan- 
J.  N.  staff  tried  to  tell  them- 
verything  would  be  0.  K.  "This 

temporary  event  that  hopefully 
<  very  quickly,"  said  Patrick 

an  election  observer  from 
n  Ireland. 

y  Sept.  4,  the  day  the  vote  was 
ed,  what  should  have  been  a  cel- 

for  independence  was  instead 
nd  ambiguous.  Virtually  no  cars, 
an  those  evacuating  the  city, 

the  road.  Indonesian  police 


erected  barricades  to  block 
all  approaches  to  the  Mahko- 
ta  Hotel,  where  most  jour- 
nalists were  staying  and 
where  the  U.  N.  had  an- 
nounced the  vote  tally  just 
an  hour  before.  But  the  au- 
thorities failed  to  stop  one 
militiaman  from  sauntering 
through  the  barricades, 
pulling  out  a  submachine 
gun,  and  rushing  the  hotel's 
front  entrance.  Journalists 
fled  back  inside.  Armed  men 
returned  to  the  hotel  several 
times  that  day  and  the  next. 

Since  my  hotel  had  no 
food  and  few  telephone  lines,  I  ven- 
tured out  to  another  hotel,  the  Turismo 
Once  darkness  fell  and  I  had  no  safe 
transport,  I  decided  to  settle  in  for  the 
night*  The  gunfire  began  in  earnest  af- 
ter dark,  coming  closer  as  the  night 


military  chief  abetted  the  violence  to 

send  a  warning  to  other  Indonesian  mi 
noritiee  desiring  autonomy.  "I'd  be  very 
skeptical  of  the  theory  that  Wiranto  is 
not  in  control  of  the  militias,"  says  Aus- 
tralian political  scientist  Harold  Grouch. 
When  Habibie  called  for  the  referen- 
dum in  the  spring,  he  was  running  for 
election  and  seeking  global  support.  But 
hundreds  of  Indonesian  soldiers  have 
died  in  East  Timor  since  the  1975  an- 
nexation, so  the  military  was  reluctant 
to  give  it  up  easily.  Many  soldiers  be- 
lieved pro-Jakarta  forces  would  win  the 
vote  because  commanders  for  years  told 
them  few  East  Timorese  wanted  inde- 
pendence. In  retaliation,  they  now  are 
even  destroying  infrastructure,  including 
telephone  service.  "This  is  a  scorched 
earth  policy,"  says  one  diplomat. 

For  the  residents  of  East  Timor,  it's  a 
disaster.  The  U.  N.  estimated  that  as  of 
Sept.  8,  a  quarter  of  the  population  had 
fled.  Agilio,  28,  whose  village  came  un- 
der fire,  was  one  of  them.  "The  only 
thing  we  can  do  is  get  out  of  this  situa- 
tion now,"  he  says.  "So 
long  as  Indonesia  stays, 
there  will  be  no  peace, 
absolutely  no  peace." 
And  no  easy  options,  ei- 
ther, for  Washington  and 
its  allies. 

By  Michael  Shari 
in  Singapore  and  Sheri 
Prasso  in  New  York, 
with  Lisa  Rose  Weaver 
in  Dili,  East  Timor, 
and  Amy  Borrus  in 
Washington 


wore  on.  One  journal- 
ist came  rushing 
through  the  garden 
saying:  "We've  got  to 
get  out  of  this  place." 

The  following 
morning,  we  did.  The 
militia  made  sure  of 
it,  roaming  hallways 
to  tell  us  to  leave. 
Some  200  U.  N. 
workers  and  2,500 
people  they  sheltered 
remained  behind  in 
the  U.  N.  compound. 
For  us,  the  police 
provided  trucks  to 
the  airport,  where  we  boarded  a  char- 
tered plane.  As  it  lifted  out  of  Dili,  I 
could  see  masses  of  refugees  crowding 
the  docks  like  colorful  ants.  Smoke  spi- 
raled  from  the  horizon.  Just  hours  later, 
there  would  be  much,  much  more. 


LOSING  CONTROL? 

The  army  in  Timor  may 
not  obey  Gen.  Wiranto 
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JAPAN 


TIME  FOR  THIS  BEHEMOTH 
TO  EVOLVE? 

The  Tokyo  Stock  Exchange  must  fight  new,  tech-sawy  bourses 


Koichi  Suzuki  is  the  kind  of  entre- 
preneur who  makes  Tokyo  Stock 
Exchange  officials  lose  sleep.  He 
spent  seven  years  building  a  high-flying 
Web  service  provider,  Internet  Initia- 
tive Japan  Inc.  (iu).  But  when  he  need- 
ed cash  for  high-speed  communication 
lines  to  take  on  mighty  Nippon  Tele- 
graph &  Telephone  Corp.,  he  decided 
to  list  his  company  in  August  on  Nas- 
daq— which  he  regards  as  the  big  time. 
"I  respect  information-technology  com- 
panies like  Cisco  Systems  and  Ciena," 
says  Suzuki.  "I'd  like  to  be  in  the  same 
market  with  such  companies." 

It's  another  example  of  how  the  ta- 
bles are  turning  on  the  financial  man- 
darins who  have  long  micromanaged 
Japan  Inc.  For  years, 
Japanese  companies  that 
wanted  to  go  public  fol- 
lowed the  same,  careful- 
ly choreographed  rite  of 
passage.  Almost  every 
venture  had  to  prove  its 
worth  in  the  bush 
leagues,  first  on  one  of 
the  country's  eight  local 
bourses,  the  over-the- 
counter  market,  or  on 
the  tse's  second  section, 
a  trading  board  for  sec- 
ond-tier corporations.  If 


the  company  met  rigid  criteria  for  per- 
formance, it  eventually  joined  the  blue 
chips  on  the  tse's  first  section.  Ventures 
were  willing  to  wait  as  long  as  20  years 
to  make  it  to  the  first  section. 

Very  orderly,  very  Japanese — and 
very  stifling.  The  system  probably 
starved  many  worthy  companies  of 
needed  capital.  But  now  the  pressures 
of  recession  and  deregulation  are  taking 
their  toll  on  this  arcane  convoy  of  stock 
exchanges.  Local  bourses  in  Hiroshi- 
ma and  Niigata  say  they  will  close  next 
year.  Worse,  American  exchanges  are 
encroaching  on  tse  territory.  The  New 
York  Stock  Exchange  is  recruiting  such 
Japanese  blue  chips  as  Toyota  Motor 
Corp.,  now  listed  only  on  the  tse.  And 


WHILE  TOKYO'S 
BOURSE  SINKS... 


...NEW  YORK'S 
BIG  BOARD  SOARS 
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DATA:  TOKYO  STOCK  EXCHANGE,  NEW  YORK  STOCK  EXCHANGE 


TSE  TRADERS:  The  exchange  plai  \ 
launch  a  section  for  startups 

SoftBank  Corp.  President  Masaj 
Son  is  teaming  up  with  Washing 
Nasdaq  to  lure  hot  startups 
new  board,  dubbed  Nasdaq-Japar 
2001. 

The  institution  that  has  the  moj 
lose  from  these  tectonic  shifts  isl 
tse.  At  first  look,  that  might  be  ha^ 
believe:  After  all,  the  Nikkei  inde 
TSE-traded  blue  chips  has  been  on 
this  year.  But  trading  volume  on| 
tse  is  far  lower  than  a  decade 
Many  of  the  listed  companies,  mire 
losses  and  stuck  in  dead-end  industl 
are  barely  trading  at  all.  The  TSE 
a  $1.5  million  loss  on  $345  millioj 
revenues  in  the  fiscal  year  ende^ 
March — its  first  deficit  in  five 
Japan's  best  high-tech  startups  deck 
skip  the  bourse,  "the  importance  < 
tse  will  deteriorate,"  says  Akio 
abe,  research  general  manager  at 
Ichi  Kangyo  Research  Institute. 
RESPONSIVE.  So  the  TSE  is  startind 
act.  It's  planning  its  own  market] 
fast-growing  startups  this  Novem| 
It  will  waive  a  requirement  that  af 
cants  post  earnings  for  at  least  tr 
years,  which  once  prevented  start| 
from  quickly  listing.  It  also  will  ope 
section  to  accept  even  loss-making 
panies.  But  companies  must  file  qi 
terly  reports,  compared  with 
year  now.  TSE  officials  insist  the  boi 
will  now  be  more  responsive  to  cor 
nies  such  as  iu.  "Today,  these  types 
companies  are  going  to  the  U.  S. 
because  a  similar  market  is  not  avails 
to  them  here,"  says  Masamichi  Yosl 
a  tse  manager  who  screens  new  is; 
Yet  Nasdaq,  with  the  help  of  ! 
may  still  do  an  end  run  around 
Tokyo  exchange.  "Because  of  NasdJ 
Japan,  we  young  entrepreneurs  can  I 
public  in  three  to  five  years  and  attf 
the  American  dream,"  says  32-year- 
Junichi  Izumi,  who  resigned  in  Decel 
ber  as  an  executive  at  Hakuhodo  Inc.! 
prestigious  advertisil 
firm,  to  launch  an  intj 
active  marketing 
A      recent      Japane 
newspaper  poll 
that  40%  of  compar 
planning  to  go  pub] 
hope  to  list  on  Nasdz 
Japan.  The  tse  has 
compete    against 
kind  of  popularity.  Ai| 
competition  is  not  sor 
thing  it's  used  to. 
By  Emily  Thorntl 
in  Toki 
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International  Business 


GERMANY 


THIS  SMART  CAR 
ISN'T  SO  DUMB 

Suddenly,  Daimler's  tiny 
vehicle  has  lots  of  company 

It's  another  weekday  morning,  and 
you're  cruising  to  your  office  in  what 
looks  like  a  cross  between  a  go-cart 
and  a  Barcalounger.  You  slalom  between 
full-size  cars  stuck  in  traffic,  then  brake 
to  a  walking  pace  as  you  gracefully 
merge  with  pedestrians  on  the  sidewalk. 
People  gawk  and  snicker.  Let  them 
laugh.  You  know  better:  You're  driving 
the  latest  Mercedes. 
The  vehicle  is  DaimlerChrysler's  self- 
propelled  armchair,  and  it  already  exists. 
True,  at  the  moment,  the  Komfortsessel 
is  just  another  concept  vehicle  designed 
to  test  new  technology,  generate  pub- 
licity, and  make  the  company  appear 
environmentally  responsible.  Then  again, 
DaimlerChrysler  could  be  serious  about 
mass-producing  the  vehicle  some  day. 
Its  smart  car,  a  tiny  two-seater  pow- 
ered by  a  three-cylinder  engine,  started 
out  this  way.  And  with  sales  of  the 
much-maligned  car  finally  starting  to 
show  some  life,  Daimler  and  other  Eu- 
ropean auto  makers  are  taking  a  closer 
look  at  some  of  their  designers'  wildest 


ideas.  That  means  everything  from 
three-wheelers  to  vehicles  that  morph 
from  station  wagons  into  convertible 
sedans. 

Examples  will  begin  appearing  in  Eu- 
ropean showrooms  as  early  as  next  year. 
Several  are  based  on  the  same  general 
theory  as  the  smart:  Europe  needs  ve- 
hicles able  to  cope  with  city  centers 
first  laid  out  in  the  Middle  Ages.  Next 
year,  Ford  Motor  Co.'s  European  unit 
will  start  selling  a  two-seat  electric  car 
called  the  Think  in  selected  countries. 
BMW  is  set  to  introduce  a  carlike  mo- 
torcycle with  a  roof,  known  as  the  BMW 
CI,  priced  at  $5,400.  BMW  and  Mercedes 
have  both  experimented  with  three- 
wheeled  vehicles  that  lean  into  curves 
like  a  motorcycle,  with  the  passenger 
sitting  behind  the  driver  in  a  cockpit 
reminiscent  of  a  jet  fighter. 
BAD  REPUTATION.  Auto  makers  are  cer- 
tain to  offer  more  surprises  when  the 
International  Auto  Show  opens  in 
Frankfurt  later  this  month.  No  doubt 
they'll  be  using  DaimlerChrysler's  smart 
project  as  a  case  study.  Initially,  the  car 
seemed  like  a  multibillion-dollar  lesson  in 
the  perils  of  being  too  creative.  The 
launch  was  delayed  six  months  to  make 
sure  the  smart  wouldn't  tip  over  too 
easily. 

Even  after  costly  modifications,  the 
car,  produced  by  a  wholly  owned  sub- 
sidiary called  mcc  smart,  had  trouble 
shaking  a  reputation  for  instability.  Crit- 
ics also  said  the  car,  with  a  base  price  of 
about  $8,800  and  top  speed  of  84  miles 


ON  THE  MC 

Smart  sale.-i 
expected  to 
80,000  this 

per  hour,  wa 
slow     and 
small     for 
money. 

Smart's 
keters  count) 
by  cutting 
price  by  $27(j 
boosting  the 
vertising  bu<| 
The  com 
even  stati 
smarts  in 
plazas  and  o: 
free  test  drives  to  passersby.  The 
sures  seem  to  be  paying  off.  Sm 
pects  to  sell  80,000  of  the  quirky 
cars  this  year.  That's  below  the  ori 
target  of  130,000,  but  not  the  dis: 
some  analysts  predicted.  There  are  s 
that  DaimlerChrysler,  which  has  inve| 
an  estimated  $1.5  billion  in  the  prcv 
will  spend  more:  Diesel  and  conve: 
versions  are  next. 
SNUB-NOSED  HATCHBACK.  Other 
makers  have  already  shown  tha 
original  idea  can  pay  off  big.  A  cas 
point  is  Renault's  $13,700  Scenic,  a 
van  just  slightly  bigger  than  a  stan 
hatchback.  It  turned  out  to  appea 
drivers  ranging  from  young  single: 
retirees,  and  now  accounts  for  17' 
Renault's  sales.  » 

Innovation  is  also  being  driven 
customers  who  are  no  longer  satis 
with  a  mass-produced,  one-size-fits| 
car.  Mercedes  has  already  scored 
its  A-class,  a  snub-nosed  hatchback  t 
differs  markedly  from  its  traditio 
sedans.  DaimlerChrysler  sold  136,1 
the  $28,000  cars  last  year  and  expects 
sell  200,000  this  year. 

As  interest  in  customization  gro 
the  smart  may  prove  smarter  than 
first  seemed.  The  company  can  assem 
one  in  just  4Yz  hours,  and  its  plas 
body  panels  can  be  replaced  in  an  ho 
Analysts  once  said  the  smart  was  t 
far  ahead  of  its  time.  Maybe  its  timer 
about  to  come. 

By  Jack  Ewing  in  Frankfurt, 
Marsha  Johnston  in  Paris 
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Radical 
Rollouts 


FORD  THINK  Two- 
seat  electric  car  with 
plastic  body.  Built  in 
Norway,  for  introduc- 
tion in  some  Nordic 
countries  early  next 
year. 


BMW  CI  Motorcycle 
with  hardtop  and  carlike 
features  such  as  seat 
belt  and  windshield 
wiper.  To  be  priced 
around  $5,400,  it's  due 
out  in  early  2000. 


DAIMLERCHRYSLER 
SMART  Diesel  and 
convertible  versions, 
in  the  $10,700  range. 
Due  out  in  coming 
months  to  extend  cur- 
rent smart  line. 


MERCEDES  KOM- 
FORTSESSEL Elec- 
tric-powered armchairl 
on  wheels  for  one  per-f 
son.  Still  in  experi- 
mental stage  at  this 
point. 
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International  Business 


GERMANY 


A  BODY  BLOW 
TO  SCHRODER 

Will  losses  in  local  elections 
help  him  get  his  party  in  line? 

Peter  Miiller  led  his  victory  en- 
tourage like  a  conga  line  through 
the  cobbled  streets  of  Saarbriick- 
en's  bar  district.  "Peter!  Peter!"  they 
chanted.  Hoots.  High  fives.  Fists  in  the 
air  as  about  50  people  snaked  between 
outdoor  tables  crowded  with  diners  en- 
joying a  warm  late-summer  night.  The 
exuberance  was  understandable:  Miiller 
had  just  led  the  center-right  Christian 
Democratic  Union  party  to  statewide 
victory  in  the  German  state  of  Saar- 
land for  the  first  time  in  15  years. 

The  cdu's  return  to  power  in  Saar- 
land, a  region  of  dying  coal  mines  and 
shuttered  steel  mills  that  is  normally  a 
Socialist  fortress,  is  a  grim  omen  for 
German  Chancellor  Gerhard  Schroder. 
It  came  on  the  same  day  that  support 
for  his  center-left  Social  Democratic  Par- 
ty (spd)  plunged  in  elections  in  the  east- 
ern German  state  of  Brandenburg.  The 
elections  signaled  grave  voter  disap- 
pointment with  Schroder  and  his  lurch- 
ing attempts  to  remake  the  economy. 
Polls  show  more  bad  news  is  in  store  as 
Schroder  faces  a  battery  of  local  elec- 
tions in  coming  months.  The  Saarland 
loss  further  weakens 
the  party  in  the  Par- 
liament's upper  house, 
which  must  approve 
bills  that  affect  state 
finances. 

GOOD   OMEN.  But  the 
vote  wasn't  an  outcry 
against  economic  re- 
form.   It    may    have 
even  marked  a  kind  of 
progress  in  Germany's 
stumble    toward    an 
economy  that  can  com- 
pete more  effectively 
with    the    U.  S.    and 
Britain.       In       fact, 
Schroder  could  use  the  election  results 
to  discipline  his  own  unruly  coalition 
and  hammer  out  a  compromise  with  the 
opposition. 

With  economic  growth  picking  up, 
skittish  voters  might  be  more  willing 
to  accept  a  little  short-term  pain  in  re- 
turn for  long-term  economic  well-being. 
"The  next  two  months  are  dramatically 
important  for  [Schroder's]  political  fu- 


SCHRODER:  The  Saarland  rote  may  help  spur  a 
compromise  between  the  SPD  and  CDU 


ture  and  authority,"  says  Michel  Fried- 
man, a  leader  of  Germany's  Jewish  com- 
munity who  serves  as  an  adviser  to 
Miiller. 

When  it  comes  to  reforming  Ger- 
many's economy,  Schroder  and  the  CDU 
agree  on  wrhat  needs  to  be  done — bud- 
get cuts,  lower  taxes,  and  measures  to 


HANDICAPPING  GERMAN  REFORMS 


THE  CHANCES 


►  Center-right  victory  in  Saarland 
shows  voters  are  willing  to  accept 
reforms  if  properly  packaged. 

►  Opposition  gains  will  help 
persuade  dissidents  in  the 
center-left  SPD  to  tone  down 
rhetoric,  accept  compromise. 

►  All  factions  agree  reforms  are 
needed;  room  for  consensus  exists. 


THE  RISKS 


►  More  poor  election  results 
for  the  SPD  could  fatally  weaken 
Chancellor  Schroder's  authority. 

►  The  opposition  could  choose 
to  blockade  Schroder  proposals 
rather  than  seek  compromise. 

►  High  unemployment  means  that 
eastern  German  voters  are  in  an 
ugly  mood  and  thus  unpredictable. 


DATA:  BUSINESS  WEEK 

prevent  the  collapse  of  the  pension  sys- 
tem as  Germany's  population  ages.  But 
they  differ  on  who  should  benefit  and 
who  should  pay.  Besides  finding  middle 
ground  with  the  opposition,.  Schroder 
needs  to  win  the  support  of  the  spd's 
left  wing,  which  resists  any  change  that 
seems  to  benefit  the  wealthy  or  that 
trims  social  welfare.  Schroder  also  needs 
to  sell  his  plan  to  the  public. 


By  choosing  Miiller, 
land's  voters  signaled  that! 
are  open  to  change.  Thl 
year-old  judge,  who  wi| 
come  Saarland  state  prime 
ister,    belongs    to    the 
progressive  faction.  In  a 
where  an  antique  coal  cart 
orates  the  back  lawn  ol 
Parliament    building,    Ml 
says  he  will  let  coal 
fade  away  and  focus  instep 
modernizing  the  Saar  ecor 
Although      he's      vague  I 
specifics,  Miiller  had  maj 
clear  that  he  won't  lead 
land  back  to  a  bygone  afi 
big  subsidies  and  jobs  for| 
COMPROMISE.  Miiller's 
and      campaign      contrs 
sharply  with  those  of  his 
rival,  Reinhard  Klimmt,  th 
cumbent  Saar  prime  mini 
Klimmt  succeeded  and  wat 
protege  of  "Red"  Oskar 
fontaine — former  SPD  nati 
chairman,  hero  of  the  pai 
left  wing,  and  Finance  Miru 
in  Schroder's  government 
til  he  left  after  clashes 
the  more  moderate  Chance 
On  the  hustings,  Klimmt  vowed  to 
tinue  propping  up  the  coal  industry 
subsidies.  And  he  attacked  Schrod 
plan  to  cut  $16.3  billion  from  the 
tional    budget.    He    even    called 
restoration  of  the  wealth  tax.  In 
Sept.  5  elections,  Klimmt's  party  sco 
44.4%  of  the  vote.  Miiller's  cdu  edj 
him  out  with  45.59? 
Schroder  is  try 
to  turn  the  deback 
his     advantage, 
easier  now  for  him 
argue    that    the 
must  work  with  1 
CDU,  since  the  oppc  | 
tion  can  block  ma 
legislation  in  the 
per  house  of  Pari 
ment.  "All  the  part 
recognize  that  refo; 
is       needed,"       sa  \ 
Ulrich        Beckmar 
Deutsche  Bank's  c    . 
head  of  euro-zone  i    ™ni 
search.  "I'm  optimistic." 

Still,  the  next  few  weeks  are  fraugjay  L{ 


Th 


with  risk  as  Schroder  faces  state  or  lo< 


elections  in  states  including  Thuring 
North  Rhine- Westphalia,  and  Saxor  ™  MO 
He  has  to  convince  German  voters  th  trices  - 
his  reforms  are  consistent  with  the 
values.  If  not,  his  "New  Middle"  w 
be  a  lonely  place. 

By  Jack  Ewing  in  Saarbriicke  tV, 
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The  most  efficient  way  to  buy  or  sell 

a  warehouse  full  of  surplus. 

(And  the  warehouse.) 


Hundreds  of  Fortune  1000  companies  around 
le  world  are  selling  their  surplus  in  a  whole  new 
ay.  And  smart  buyers  are  taking  full  advantage. 

Our  on-line  auction  format  makes  it  easier,  faster 
nd  more  efficient  to  buy  and  sell  surplus  at  good 
rices  —  from  new  merchandise,  overstocks  and 


closeouts  to  used  office  furniture,  heavy  equipment 
and  industrial  machinery.  Just  click  onto  our  easy-to-use 
website  and  you're  in  business. 

Visit  www.TradeOut.com 

Or  call  Peter  Morin,  VP  Global  Sales,  at 
1-888-525-TRADE. 


rhe  world's  leading  on-line  surplus  exchange. 


International  Business 


For  many  Venezuelans,  the  "peace- 
ful revolution"  President  Hugo 
Chavez  Frias  promised  earlier  this 
year  is  proving  to  be  anything  but. 
Since  February,  when  Chavez  took  office 
and  launched  an  all-out  campaign  to  end 
corruption  and  promote  social  justice, 
unemployment  has  doubled  to  more 
than  20%  and  demand  for  consumer 
products,  from  cars  to  baby  formula, 
has  fallen  by  more  than  half.  Chavez 
has  made  some  sensible 
moves,  analysts  say.  But 
anxiety  as  to  where  he  in- 
tends to  take  the  country 
has  brought  investment — lo- 
cal and  foreign — to  a 
screeching  halt.  "The  econo- 
my's big  problem,"  says 
Boris  Molina,  research  econ- 
omist of  Santander  Invest- 
ment in  Caracas,  "is  the  po- 
litical uncertainty." 

The  turmoil  was  at  its 
worst  in  late  August,  when 
the  Constituent  Assembly,  elected  by 
popular  vote  in  July  to  rewrite  the  con- 
stitution, declared  itself  the  nation's  sov- 
ereign power.  It  seized  judicial  and  leg- 
islative power,  terming  the  courts  and 
congress  corrupt  beyond  salvation.  The 
assembly,  whose  members  are  95%  pro- 
Chavez,  is  now  auditing  all  public  agen- 
cies to  weed  out  graft  and  mismanage- 
ment. Some  critics  say  Chavez — a 
former  paratrooper  who  attempted  a 
coup  seven  years  ago — is  using  the  as- 
sembly to  assume  something  close  to 
dictatorial  powers. 


The  economic  fallout  of  this  political 
mess  could  be  far  worse.  Chavez  has 
been  saved  in  part  by  a  dramatic  re- 
bound in  the  price  of  oil,  Venezuela's 
biggest  revenue  earner.  Venezuelan 
heavy  crude  now  goes  for  $18.65  a  bar- 
rel, compared  with  a  low  of  $7.76  in 
February.  Chavez  may  be  able  to  cut  a 
projected  fiscal  deficit  of  $9  billion  by  as 
much  as  a  third.  But  the  oil  price,  which 
has  bounced  during  the  spring  and  sum- 


STRONGMAN 

Businesspeople 
worry  that  Chavez 
will  push  through 
a  populist  program 
that  will  vastly 
boost  state 
invervention  in 
the  economy 


mer,  did  nothing  for  overall  growth.  In 
the  first  six  months  of  the  year,  the 
Venezuelan  economy  still  shrank  by  al- 
most 10%  from  the  year-earlier  period. 
Nonetheless,  Chavez  enjoys  a  78% 
approval  rating,  since  most  Venezuelans 
agree  with  him  that  the  country  has 
been  mismanaged  for  decades.  That 
gives  him  time  to  pursue  his  political 
agenda.  And  that's  just  what  worries 
the  Venezuelan  elite,  which  views 
Chavez  as  a  populist  intent  on  increas- 
ing state  control  over  the  economy. 
"We're  headed  toward  a  more  rigid 


model,"  says  Ml 

"We've  lost  thl 

portunity  to  cl 

to  a  truly  open.l 

ket-oriented  sysj 

Chavez  right  | 
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Mitsubishi,  Fordl 
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with  windfall  oil 

its  and  savings 

I  wasteful     progrd 

I   He    has    also    mj 

I   needed  regulator}! 

^^^^^^^•B   forms  cut 

istries  from  16  to  13.  In  July,  he  pus 

through  a  tax  treaty  with  the  U.  S. 

will  soon  approve  a  bilateral  investm| 

protection  treaty. 

THIRD  WORLD.  These  initiatives  are| 

too  alarming  to  business  executives. 

other  moves  are  more  worrying. 

recent  forced  resignation  of  Robe 

Mandini,    president    of   Petroleos 

Venezuela  and  a  career  oil  exec, 

raised  eyebrows.  He  was  'replaced  | 

Hector  Ciavaldini,  a  lo\ 

ranking    executive    and| 

Chavez  loyalist.  Econor 

now  worry  that  the  worj 

second-largest  state  oil  cc 

pany  will  be  gutted  to 

social  programs.  "We've 

a    first-world    company 

an  impoverished  countr 

Ciavaldini  says.  "This  is 

ideology  we  have  to  correc 

The  new  constitution! 

another  concern.  Chavez 

expected  to  increase  the 

year-old  charter's  emphasis  on  a  labcT 

oriented,  interventionist  state.  Forei  jS» 

investors  are  particularly  alarmed  by . 

proposal  to  require  that  contractual  d: 

putes  be  resolved  by  Venezuelan  arl 

tration,  not  by  foreign  courts.  Alfrei  femnanc 

Pena,  who  heads  the  assembly's  ec 

.'  .    .  .  J        Ucanscc 

nomic  commission,  says  investors  ne< 

not  worry:  "There  will  be  clear  rul  If 

of  the  game,  and  guarantees  to  free  e 

terprise."  Maybe.  But  as  Venezuela  ' 

caudillo  hits  his  stride,  investors  fe; 

the  rules  will  change  dramatically. 

By  Christina  Hoag  in  Caract 


' 
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Will  that  next  server 
make  your  network  better? 

Or  just  bigger? 


tntlunv 
xeon. ' 


The  Intel® Pentium® III  Xeon" processor. 

Don't  just  add  a  server — add  the  most  manageable,  scalable  and  powerful  Intel  processor-based 
server.  When  you're  preparing  your  network  for  the  challenge  of  e-business,  there  are  no  quick  fixes.  You  need  a 
long-term  solution.  One  that  provides  more  power  without  creating  more  complexity— the  Intel®  Pentium®  III  Xeon™ 
jcessor-based  server.  Performance  and  scalability  combine  to  help  simplify  your  e-business  solution  as  you  grow  it.  Built-in 
'formance  headroom  means  that  when  demand  inevitably  goes  up,  your  system  won't  go  down.  Need  extra  capacity?  Simple. 
j  can  scale  from  2-way  to  4-way  to  8-way  as  your  e-business  needs  dictate.  And  as  you're  adding  capacity,  you're  adding  simplicity. 
inks  to  the  processor's  enhanced  manageability.  New  challenges  call  for  new  solutions.  And  bigger  isn't  always  better.  Get  your 
twork  locked,  loaded  and  optimized  for  e-business— with  the  Intel  Pentium  III  Xeon  processor- based  server.    :v  -fr  intel.com/IT  y 
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International  Business 


MEXICO 


CAN  THIS  MAN  CRACK  OPEN 
THE  MEXICAN  MARKETS? 

Mexico's  top  trustbuster  vows  to  make  competition  a  reality 


As  Mexico's  top  antitrust  cop,  Fer- 
nando Sanchez  Ugarte  has  impec- 
cable credentials.  He  holds  a  doc- 
torate in  economics  from  the  University 
of  Chicago,  the  noted  bastion  of  free- 
market  thinking.  At  the  Trade  &  In- 
dustrial Promotion  Ministry,  he  earned 
his  technocratic  spurs  working  on  tax 
and  industrial  promotion  policies.  And  as 
president  of  the  Federal  Com- 
petition Commission  (cfc)  for 
the  past  five  years,  the  49-year- 
old  Sanchez  Ugarte  is  going  up 
against  some  of  the  most  power- 
ful  corporations    operating   in 
Mexico,  including  Telefonos  de 
Mexico  and  Coca-Cola  Co.  Can  a 
truly  open  economy  be  far  off? 
"People  see  the  cfc  as  a  nui- 
sance," Sanchez  Ugarte  asserts. 
"But  we  have  the  last  word." 

If  only  things  were  so  simple. 
Sanchez  Ugarte  has  had  his  vic- 
tories, certainly.  But  his  years 
at  the  cfc  are  a  case  study  in 
the  problems  of  fostering  com- 
petition in  an  economy  long  dom- 
inated by  state  and  private  mo- 
nopolies. His  biggest  cases, 
including  investigations  of  the 
state  airline  company,  are  tied 
up  in  courts.  Telmex  and  other 
giants  have  so  many  political  and 
bureaucratic  allies  that  Sanchez 
Ugarte  can't  get  at  them — not 
easily,  anyway.  Penalties  for 
price  gouging  and  other  monop- 
olistic practices  are  limited  to  in- 
consequential    fines.     Sanchez 


chy  and  turf,"  Sanchez  Ugarte  says  in 
the  cfc's  modest  headquarters.  "We're 
meddling  in  the  traditional  structure." 

That's  not  easy.  While  analysts  rank 
the  cfc  among  Mexico  City's  most  pro- 
fessional institutions,  they  question  how 
much  power  Sanchez  Ugarte  actually 
has.  "He's  very  aggressive,"  says  Luis 
Rubio,  director  of  the  Research  Center 


TECHNOCRAT  WITH  A  MISSION 

BORN  December,  1949,  Mexico  City 

EDUCATION  BA,  Autonomous  Technological  Institute 


Ugarte's  goal  is  to  instill  the 

competitive  principle  in  Mexican      ^.M^0: .PhD:..EconorT,ICSA.Unive,;slty .of .^l03?0.. 

economic  life,  much  as  techno-     jobs  Tax  expert,  IMF,  1983-86;  director  general  for 

crats  have  won  acceptance  of     tax  policy,  Finance  Ministry,  1986-88;  Under  Secre- 

free  trade  and  fiscal  stability.      tarV|  Trade  Ministry,  1988-94 

"But  there's  inertia  from  the 

past,"  he  cautions. 

"WE'RE      MEDDLING."      Sanchez 

Ugarte  is  resolved  to  fight  that 

inertia.  Appointed  to  a  10-year 

term  by  President  Ernesto  Ze 


CURRENT  POST  President,  Federal  Competition 
Commission 


for  Development,  a  think  tank 
capital.  "But  he  faces  political 
tions,  and  he's  not  willing  or  at 
transcend  them." 

The  cfc's  most  public  struggle  id 
Telmex,  Mexico's  largest  private  coir 
Competitors,  led  by  joint  ventured 
include  mci  WorldCom  Inc.  and  ATM 
cuse  Telmex  of  subsidizing  long-disp 
prices  with  high  local  rates.  Thej 
say  that  Telmex  overcharges  to  letl 
petitors  connect  with  its  local  net-] 
Last  year,  the  cfc  told  the  Ft 
Telecommunications  Commission  tc 
in  Telmex.  But  regulators  so  far 
failed  to  act.  They  now  promise  I 
rules  by  yearend,  but  they  have  bil 
such    promises    before.    Says    TeJ 
spokesman  Arturo  Elias  Ayub: 

cept  competition.  But  we're 
willing  to  give  away  market  si 

Sanchez  Ugarte  also  has 
sights  on  Cintra,  a  state-contr| 
holding  company  that  runs 
airlines,  including  flag  can] 
Aeromexico  and  Mexicana. 
tra's  airlines  fly  82%  of  the  fli| 
in  and  out  of  Mexico's  toj 
routes.  The  cfc  says  tickets  I 
too  expensivj 
SANCHEZ  26       of       tl 

UGARTE:  routes.   Sanc| 

"There's  still  Ugarte  alsc 
resistance"  looking  intc 
raft  of  busir 
practices,  including  discrimina 
travel  agency  commissions, 
he's  moving  cautiously.  With 
government  planning  to  unloa 
55%  stake,  Sanchez  Ugarte  w, 
it  to  take  Cintra  apart  in 
course  of  privatizing  it. 

While  both  the  Telmex  and 
tra  cases  have  gone  to  co 
Sanchez  Ugarte  has  had  s 
clear-cut  triumphs.  In  May, 
blocked  Coca-Cola's  acquisitio 
Cadbury  Schweppes  brand 
Mexico,  arguing  that  the  d 
would  lift  Coke's  market  share 
more  than  70%.  Although  si 
successes  are  small  compared  w 
the  Telmex  and  Cintra  cases,  tl 
are  helping  make  competition 
fact  of  life  in  Mexico. 

But  Sanchez  Ugarte  needs  mc 
than  modest  victories.  He  war 
stiffer  penalties  and  more  enfor< 
ment  power.  "There's  still  res 
tance  when  it  comes  to  undt 


GOALS  To  uproot  a  monopoly  tradition  that  reaches 
back  to  Mexico's  colonial  era  and  encourage  a  new 

dmr^l^rSa^cheTugarte^is      C.0?Pet*ive.^  ,. standing  competition,"  he  saj 

protected  from  the  political  heat     MAJOR  TARGETS  Telmex,  the  telecom  giant,  for  al-  With  half  his  term  to  go,  Sanch 

generated  by  his  controversial  de-      legedly  subsidizing  rates;  Cintra,  the  airline  company,  Ugarte  hopes  to  have  the  patien 

cisions— including    attacks    by      for  hiking  tariffs  on  noncompetitive  routes  to  wear  that  resistance  down 

columnists  in  the  financial  press.      By  Elisabeth  Malk 

"The  system  is  based  on  hierar-  in  Mexico  Ci 
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l"Give  us  your  opinion  and  we'll  give  you  two  free  tickets  to  the  world. 

Simply  become  a  new  member  of  our  Executive  Club,  take  a  round-trip  transatlantic  flight  in  Club  World"' 
business  class  by  December  15  and  tell  us  what  you  thought.  In  return,  we'll  give  you  two  free  tickets  to 
anywhere  in  the  world,  including  the  U.S.  Guaranteed.  To  find  out  more,  please  call  us  or  visit  our  website. 


1-800-388-8017 

britishairways.com/tryclub 


BRITISH  AIRWAYS 

The  world's  favourite  airline 


PROMOTION  DETAILS  Toqualif)  ill  intii   round  trip   h  iwo  one  N&,  trai  sal i   sectors  on  British  Airways  Club  World  Firs!  or  Concorde  (D.J.C.FR  classes)  between  August  30,  1999  ana  December  15,  1999.  when 

lub  USA    ind  pre  registration  are  required    You  may  enroll  in  Executive  Club  free  of  charge  at  lime  ol  pre-registration.  Feedback  musl  be  submitted  no  later  than  December  31,   1999  bj 

:    i  !,■>  nipt  of  your  leedback,  your  two  tree  economy  tich'  Ho  your  Executive  Club  account  within      i  the  US  Bermuda,  or  Bahamas  arx) 

I  IS,  Bermudanor  Bahamian  dollars  Offer  cannot  be  combined  wiih  any  other  mileage  Don  us  or  promotional  offers  One-time  o  ns  and  conditions  of  the  Executive  Club  USA  apply  free  ticket  DETAILS  Free  award 

avaltal I  '  v  2000  and  December  15,  2000  when  all  travel  musl  be  ■  Jtapl  '    idle  terms  and  conditions  and  black-out  dates  ol  the  Executive  CI  I  led  m  the  member  ship  handbook  apply  Award  travel  is  available  for 

economy  claa  ihve  Club  USA  Award  Travel  may  be  used  (or  any  econon  1 ,  :ne  current  Membership  Handbook,  except  Create  Your  Own  oneworld*"  award  and  Joint  Travel  Awards.  Passengers 

tela  la  1"  taiUM  and  lirporl  teea  n  1  onjuni  tton  with  tha  fi  ■  anno)  be  combine  *ttl    inyolhet  ipQrede  offer,  promotion  or  award  travel.  Full  terms  and  conditions  ol  me  Executive  Ciuo  USAappry  ©1999  British  Airways  pic 
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International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


A  WIDER  MIDEAST  PEACE 
MAY  NO  LONGER  BE  A  DREAM 


The  signing  of  the  Israeli-Palestinian  accord  on  Sept.  5 
grabbed  the  world's  headlines.  But  two  little-noticed 
events  could  prove  as  important  for  laying  the  basis  of  a 
wider  peace  settlement.  Syria  recently  warned  radical  Pales- 
tinian groups  sheltering  in  Damascus  that  their  warrior  days 
were  over.  Jordan's  King  Abdullah  followed  suit  by  cracking 
down  on  Hamas,  the  militant  Palestinian  organization. 

Indeed,  the  Clinton  Administration  and  some  Israelis  believe 
a  process  has  now  started  that  could  lead  to  a  final  settlement 
between  Israel  and  the  Palestinians  and  possibly  Syria  too. 
Certainly,  there's  movement  in  negotia- 
tions that  have  been  stalled  for  years. 
ELUSIVE  GOALS.  The  election  of  Ehud 
Barak  as  Prime  Minister  of  Israel  is  a  key 
to  that.  His  constructive  approach  toward 
the  Arab  countries  is  in  sharp  contrast  to 
that  of  his  predecessor,  Benjamin  Ne- 
tanyahu, who  antagonized  all  of  them.  An- 
alysts also  think  that  Palestinian  Authori- 
ty President  Yasser  Arafat,  70,  and  Syria's 
President  Hafez  al- Assad,  who  is  at  least 
68,  are  feeling  pressure  to  wrap  up  deals 
with  Israel  before  they  retire  or  die. 

Yet  a  rocky  road  lies  ahead.  As  Syrian 
critics  were  quick  to  point  out,  Barak  and 
Arafat  merely  agreed  to  let  a  partial  Is-  ~ 
raeli  withdrawal  from  the  West  Bank — worked  out  a  year 
ago — go  ahead.  And  the  Israelis  and  Palestinians,  prodded  by 
the  U.  S.,  have  set  ambitious  targets.  They  agreed  to  begin 
talks  immediately,  aimed  at  a  final  agreement  by  September, 
2000 — to  give  Bill  Clinton  one  last  triumph. 

The  goal  may  prove  elusive  because  the  most  divisive  is- 
sues have  been  put  off  until  then.  The  Israelis  and  Palestini- 
ans have  to  agree,  for  instance,  on  borders  between  Israel  and 
a  still  undeclared  Palestinian  state.  Also,  they  have  to  resolve 
Palestinians'  longing  to  have  Jerusalem  as  their  capital  and  Is- 
raelis' insistence  that  they  won't  share  rule  of  the  Holy  City. 


ARAFAT  AND  BARAK:  Ambitious  targets 


Other  charged  issues  concern  the  eventual  return  of  Pij 
tinian  refugees  to  Israel  and  the  fate  of  Jewish  settlement 
the  West  Bank. 

In  the  past,  it  has  been  easy  for  Palestinian  opponent 
peace  to  halt  talks  with  car  bombs.  While  the  Israelis  exj 
Arafat  to  control  such  malcontents,  it  may  prove  imposs 
for  him  to  rein  in  all  who  feel  that  the  squalid  Palestii 
state  emerging  in  the  West  Bank  and  Gaza  is  a  betrayal! 
That  doesn't  mean  an  Israeli-Palestinian  settlement  is  I 
possible.  Outlines  of  possible  compromises  already  exist! 
1996,  an  unofficial  working  party  of| 
raelis  and  Palestinians  suggested  that 
Palestinian  capital  be  at  Abu  Dis,  a  s 
urb  of  Jerusalem.  Also,  Israel  has  ef 
tively  acknowledged  that  the  200, 
Palestinian  residents  of  Jerusalem  ha\ 
special  status. 

With  fewer  tangled  human  issues 

volved,  it  might  be  easier  for  the  Isra 

to  reach  a  deal  with  the  Syrians.  What 

vides  them  are  mostly  questions  of  tim 

and  security  arrangements  to  permit 

Israeli     withdrawal     from     the     Go 

Heights.  Any  hope  of  success  would 

pend  on  the  U.  S.  brokering  a  deal  t 

"  would  include  billions  of  dollars  in 

Dan  Halperin,  a  former  Israeli  economic  representative 

Washington,  says  an  Israeli-Syrian  accord  would1  cost  $5 

lion  to  $10  billion — mostly  for  Israeli  security  outlays. 

Because  the  Israelis  and  Palestinians  live  in  such  cl 
proximity,  building  trust  and  momentum  is  the  key  to  est; 
lishing  a  real  peace.  If  day-to-day  relations  between  the  t 
peoples  on  the  ground  improve,  new  possibilities  may  open 
the  negotiators.  But  this  may  require  considerably  long 
than  Bill  Clinton  has  left  in  office. 

By  Stanley  Reed  in  Lond 
arid  Neal  Sandler  in  JerusaU 


GLOBAL  WRAPUP 


GREEN  LIGHT  FOR  PRODI 

►  New  European  Commission  Presi- 
dent Romano  Prodi  has  emerged 
strengthened  from  European  parlia- 
mentary confirmation  hearings.  Par- 
liament dropped  its  initial  demands 
that  Prodi  change  some  of  his  ap- 
pointments and  submit  to  a  second 
confirmation  round  in  December.  The 
former  Italian  Prime  Minister  and  his 
entire  team,  which  will  serve  a  five- 
year  term,  now  have  a  clear  mandate 
to  pursue  his  pet  projects.  They  in- 
clude increasing  Europe's  common 


foreign  and  trade  policy  initiatives, 
expanding  the  European  Union  east- 
ward by  taking  in  former  communist 
countries,  and  strengthening  Brus- 
sels' control  over  previously  national 
responsibilities  such  as  food  safety 
and  taxation.  Most  of  all,  he  is  now 
free  to  start  cleaning  up  Europe's  cos- 
seted bureaucracy. 

COSTLY  VITAMINS 

►  A  worldwide  vitamin  cartel  appears 
ready  to  settle  a  massive  private  class 
action.  Six  large  vitamin  makers, 
including  Switzerland's  F.  Hoffman-La 


Roche  Ltd.  and  Germany's  BASF,  are 
close  to  agreeing  to  pay  about  $1.1  bil 
lion  to  end  a  price-fixing  suit.  Numer- 
ous companies  that  use  vitamins  in 
their  products,  such  as  Coca-Cola  and 
Kraft  Foods,  accused  the  manufactur- 
ers of  conspiring  to  artificially  raise 
prices. 

Both  Roche  and  BASF  already  havt 
settled  criminal  price-fixing  charges 
with  the  U.  S.  Justice  Dept.  In  May, 
Roche  pleaded  guilty  and  paid  a 
record  $500  million  fine  for  leading 
the  conspiracy.  BASF  also  pleaded 
guilty  and  was  fined  $225  million. 
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■    A  TOSHIBA  SERIES  PROFILING  VISIONARY  LEADERS  OF  AN  INTERCONNECTED  WORLD 

TURBOCHARGING 
E-COMMERCE 

-    HOW    BEA   WEBLOGIC    DELIVERS    M  I  S  S  I  O  N  -  C  R  I  T  I  C  A  L 
!    INTERNET   TRANSACTIONS 


Steve  Graese  had  a  problem.  As  Software 
Development  Manager  for  Trip.com,  a 
start-up  Internet  travel  services  provider,  he 
knew  that  his  firm  was  entering  one  of  the  most 
competitive  business  sectors  on  the  Internet.  At 
the  same  time,  in  order  to  make  a  profit, 
Trip.com  had  to  support  aggressive  annual 
growth  rates  of  up  to  50% — without  having  to 
constantly  rebuild  its  Internet  architecture. 

The  answer,  Mr.  Graese  soon  found,  was  a  soft- 
ware suite  called  BEA  WebLogic  from  BEA  Sys- 
tems, Inc.,  of  San  Jose,  Calif.  Trip. corn's  BEA 
WebLogic  implementation,  launched  in  April 
1999,  immediately  solved  the  company's 
core  business  problem,  permitting 
a  rapidly  growing  base  of  cus- 
tomers to  obtain  flight  information 
from  multiple  carriers  "anytime, 
anywhere"  via  the  Internet — with  a 
responsiveness  that  satisfied  even 
the  most  demanding  business  users. 
"BEA  WebLogic  saved  us  countless 
development  dollars  and  labor 
hours,"  summarizes  Mr.  Graese, 
"allowing  us  to  provide  the  best  pos- 
sible product  to  our  users  in  the  short- 
est amount  of  time." 
THE  INTERNET'S  SECRET  WEAPON 
BEA  WebLogic  is  part  of  a  class  of  software 
known  as  e-commerce  transaction  servers,  a  set 
of  computing  instructions  that  enable  an  e-com- 
merce application's  various  parts  to  electroni- 
cally "talk"  with  one  another  across  multiple 
computing  platforms  and  devices,  such  as  note- 
book computers  and  networked  PCs.  The 
resulting  "distributed  computing"  architec- 
ture allows  business  users  to  take  the  equivalent 
of  a  mainframe  computing  system  with  them 
wherever  they  go. 

"E-commerce   transaction   servers   are   the 


most  important  class  of  software  to  emerge 
since  the  development  of  large-scale  databas- 
es," says  Alfred  S.  Chuang,  co-founder  and  Pres- 
ident of  Business  Operations  for  BEA.  "Although 
invisible  to  the  application  users,  transaction 
server  technology  is  the  key  determinant  of 
accuracy,  speed,  security,  and  reliability  of 
online  transactions" — making  transaction 
servers,  in  the  words  of  BEA  co-founder  and 
CEO  Bill  Coleman,  "the  secret  weapon  that 
stands  behind  some  of  the  largest  and  most  suc- 
cessful business  sites  on  the  Internet." 

The  result:  more  speed,  more  power, 
and  greater  reliability.  As  Internet  analyst 
Rehan    Syed   of  SG   Cowan   puts   it, 
adding  transaction  servers  to  an  Inter- 
net application  is  like  "buying  a  tur- 
bocharger  for  your  car." 
A  THREE-TIER  ARCHITECTURE 
But  how  does  it  all  work?  Consider 
the   mainframe   computers   of  the 
1950s  and  1960s.  These  were  fully 
integrated  systems,  with  hard-cod- 
ed circuitry  and  databases.  If  you 
wanted  to  add  more  capacity  or 
change   the   operating   system, 
you  generally  had  to  buy  another,  mul- 
ti-million-dollar mainframe  computer. 

In  the  1970s  and  1980s,  the  client-server  archi- 
tecture took  form,  in  which  the  data  and  core 
computing  instructions  (the  "server")  were 
separated  from  the  applications  and  user 
interface,  which  typically  resided  on  the  user  ter- 
minal ("the  client"). 

In  the  more  recent  three-tier  architecture,  the 
computing  system  is  divided  into  three  distinct 
layers:  the  bottom,  or  data,  layer,  where  data  are 
stored;  the  top,  or  presentation,  layer,  which  con- 
tains the  user  interface;  and  the  middle,  or  busi- 
ness logic,   layer,  which  houses  applications, 
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Cutting-edge  performance.  Lightning-fast 
Intel*  Pentium^  II  processors  400MHz,  with 
256KB  integrated  Level  2  cache,  give  Toshiba's 
newest  Tecra"  8000  notebook  world-class 
performance.  Plus  you  get  massive  hard  drives 
up  to  14  billion  bytes,  and  brilliantly  colorful 
14.1"  dia.  TFT  active-matrix  displays. 


One  motherboard.  One  image.  Count  on  a 
platform  and  system  image  with  a  con 
motherboard,  chipset,  memory  subs 
system  BIOS,  graphics  and  audio 
controllers.  So  when  you  qualify  one 
Y2K-compliant  Tecra  8000,  you've  qualifiec 
all — saving  valuable  time  and  money. 
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12,600  possible  configurations.  A  single 
image  encompasses  a  diverse  range  of  user 
requirements.  Including  optional  DVD-ROM  or 
CD-ROM,  a  V.90/K56flex  modem*,  various 
processors  and  a  range  of  memory,  hard  disk 
drive  and  display  choices.  Never  has  one 
platform  done  so  much  for  so  many,  so  easily. 


Lower  total  cost  of  ownership.  Protect  the 
performance  of  your  investment  with  a  stable 
architecture  and  docking  station  compatibility  that 
helps  reduce  your  total  cost  of  ownership. 
Choosing  Tecra  is  an  unbeatable  strategy. 
And  your  next  move  is  as  simple  as  calling 
1-800-TOSHIBA  or  clicking  on  www.toshiba.com 
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TURBOCHARGING  E-COMMERCE 


transaction  processes,  and  the  like. 

The  key  to  the  three-tier  architecture's  power 
is  its  modularity:  elements  within  each  layer  can 
be  augmented,  modified,  or  replaced  entirely 
without  having  to  scrap  existing  components  or 
alter  the  system's  fundamental  architecture. 
MISSION-CRITICAL  PERFORMANCE 
It  is  within  the  middle  layer  of  this  three-tier 
architecture  that  e-commerce  transaction  servers 
like  BEA  WebLogic  operate,  enabling  a  variety 
of  cost-efficient  computing  systems,  includ- 
ing distributed  networks.  The 
three-tier  architecture's  natural 
advantages  have  been  magnified 
in  a  number  of  ways  as  mission- 
critical  applications  have  moved 
more  fully  onto  the  Internet: 

•  Time  to  market.  On  the  Internet, 
being  first  to  market  is  increasingly  a 
requirement  for  business  success.  By 
providing  pre-built  elements  that  can 
quickly  and  easily  be  linked  with  one 
another  without  requiring  extensive 
custom   programming,   e-commerce 
transaction   servers   can   significantly 
reduce  system  development  costs  and  times. 

•  Interconnectivity.  The  various  parts  of  most 
Internet  applications  exist  on  different  comput- 
er systems,  in  different  parts  of  the  world.  In 
order  to  operate  quickly  and  efficiently,  Internet 
applications  must  know  where  all  of  these  ele- 
ments are  at  every  instant.  Through  real-time  sys- 
tem monitoring,  transaction  servers  are  able  to 
continuously  and  accurately  route  information 
among  the  application's  various  parts. 

•  Scalability.  Internet  applications  often  can 
grow  from  virtually  nothing  to  industry  domi- 
nance within  a  matter  of  months,  necessitating 
unpredictable  and  sometimes  dramatic  increas- 
es in  capacity.  Because  e-commerce  transaction 
servers  are  so  efficient  at  routing  data  and  infor- 
mation, they  make  it  possible  to  quickly  add  new 
data  storage  or  transactional  capabilities  to  a 
computing  system  without  requiring  expensive 
architectural  modifications. 

THE  AMAZON  EXPERIENCE 

Amazon.com,  the  Web's  premiere  e-commerce 

company,  has  witnessed  transaction  servers'  cost, 


performance,  and  scalability  advantages  first- 
hand. This  past  July,  the  Internet's  number  one 
book  and  music  retailer  decided  to  deploy  BEA 
WebLogic  as  the  e-commerce  transaction  serv- 
er for  several  next-generation  e-commerce 
applications,  scheduled  to  debut  later  this  year. 
Amazon  needed  a  high-performance  com- 
puting infrastructure  that  could  handle  millions 
of  transactions  online,  explains  the  company's 
chief  information  officer,  Rick  Dalzell. 
Amazon  turned  to  the  transaction 
server  model  "because  it  provides 
the  scalable,  high-performance, 
robust  infrastructure  needed  to  satisfy 
our  customers." 

Amazon  isn't  alone  in  drawing  this 
conclusion.  Currently,  more  than  1,500 
companies   worldwide    use    BEA 
WebLogic  transaction  servers.  Includ- 
ed in  this  group  are  scores  of  indus- 
try leaders,  both  online  and  off, 
such  as  Bell  Atlantic,   First  USA, 
Merrill  Lynch,  Priceline.com,  Qwest 
Communications,  and  WebMD. 

ADDING  BUSINESS  VALUE 

Ultimately,  the  real  measure  of  the  utility  of  e- 
commerce  transaction  servers  like  BEA  WebLog- 
ic is  the  business  value  they  deliver,  something 
that  Internet-centric  companies  like  Trip.com 
have  discovered  early  on.  "We  were  happy  to 
see  just  how  much  BEA  WebLogic  added  to  our 
capabilities,"  says  Trip. corn's  Steve  Graese.  "It 
had  so  many  features  built  in  that  we  could  con- 
centrate our  efforts  on  our  application  itself,  and 
not  worry  so  much  about  building  the  infra- 
structure." 

Now,  he  notes,  the  company's  customers  can 
access  their  travel  world  wherever  they  are, 
almost  instantly.  "BEA  WebLogic  is  serving  a  crit- 
ical function  for  us,"  he  says,  "and  for  the 
Trip.com  user." 
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John  Bond's  : 


His  quiet  quest 
to  build  the 
world's  most 
profitable  bank 


It  was  a  rough  week  for  John  Bond.  The  reserved,  dis- 
ciplined chairman  of  hsbc  Holdings  had  worked  for 
seven  months  on  a  $900  million  deal  to  buy  South  Ko- 
rea's Seoulbank.  Then,  on  Aug.  31,  he  walked  away  con- 
vinced that  the  bank's  huge  debts  weren't  worth  the 
price.  Worse,  Bond's  carefully-plotted  takeover  of  New 
York's  Republic  Bank  was  suddenly  thrown  into  peril, 
vernment  investigators  in  Japan  and  the  U.  S.  have 
nched  a  probe  into  a  Republic  securities  unit  and  one  of  its 
mts  who  may  have  inflated  the  value  of  his  Japanese  hold- 
;s.  hsbc  now  says  that  the  investigation  may  delay  the 
nned  acquisition,  which  was  supposed  to  be  completed  by 
trend. 

A.  setback  in  Korea.  A  possible  misstep  in  New  York, 
ese  are  unusual  events  for  hsbc,  one  of  the  most  risk- 
irse  banks  on  the  planet.  But  the  58-year-old  Bond  may 
/e  to  get  used  to  such  detours.  That's  because  he's  trying 
turn  his  institution  into  the  world's  best-performing  retail 
lk  in  short  order.  Bond  wants  hsbc  to  be  No.  1  in  terms  of 
)fitability  and  return  on  equity,  beating  nine  key  competi- 
s,  from  Citigroup  in  the  U.  S.  to  abn  Amro  Holding  in  the 
therlands. 


J 


AIMING  HIGH 

Bond  wants  to 
double  HSBC's 
stock  price  every 
five  years 


And  he  has  set  himself  a  tough 
schedule  for  doing  it.  He  needs  only 
look  out  the  window  of  his  lOth-floor 
office  in  the  City  of  London  to  stay 
focused  on  his  goal.  Looming  in  the 
distance  is  the  gleaming  silver  tower 
that  serves  as  Citigroup's  European 
headquarters.  Just  a  few  hundred  yards  away  is  the  partially 
built  42-story  skyscraper  that  will  serve  as  hsbc's  headquarters 
when  it  is  finished  in  2002.  Bond  intends  to  overtake  Citi  in 
terms  of  profits  by  the  time  hsbc  moves  in.  He  also  wants  to 
double  hsbc's 
stock  price, 
which  recent- 
ly began  trad- 
ing   on    the 

New  York  Stock  Exchange,  every  five  years.  "Today,  we  are  a 
contender  and  not  yet  the  champion.  We  aim  to  change  that," 
says  Bond. 

The  question  is  whether  hsbc,  despite  its  acknowledged 
achievements  in  markets  from  Hong  Kong  to  Sao  Paulo,  is 
champion  material.  It  doesn't  have  the  brand  recognition  of 
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This  fall,  HSBC  will  be  the  first  bank  in  Britain  to  offei 
interactive  banking  over  the  customer's  telly 
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Citi.  It's  still  a  small-scale  player  in  the  U.  S.  And  look  close- 
ly at  its  operations.  Most  of  its  profits  still  come  from  Hong 
Kong  and  Britain— two  saturated  markets  that  don't  leave 
much  room  for  growth.  Hence  the  need  to  step  up  the  pace  of 
acquisitions,  which  of  course  increases  the  risk  of  missteps. 
Bond  also  has  a  fundamental  task  to  crystallize  hsbc's 

global  strategy — and 
execute  it.  Bond's  pre- 
decessor, the  flamboy- 
ant Willie  Purves, 
spent  the  late  1980s  and  early  1990s  snapping  up  properties 
in  a  bid  to  turn  the  more  than  centurv-old  Hongkong  & 
Shanghai  Banking  Corp.  from  an  Asian-based  colonial  bank 
into  an  international  powerhouse.  Now  it's  up  to  Bond  to 
make  the  patchwork  of  acquisitions  a  seamless  operation 
that  follows  a  common 
playbook. 

STARTING  GUN.  Early  this 
year,  Bond  articulated  a 
group  strategy  for  the  first 
time  to  senior  managers  at 
the  group's  rustic  training 
center,  Bricket  Woods,  out- 
side   London.    The   game 
plan,  in  fact,  closely  resem- 
bles Citigroup's.  Although 
hshc    is    smaller    in    size 
(table,  page  66),  both  banks 
want  to  earn  big  profits  by 
finding  the  perfect  combi- 
nation of  consumer  bank- 
ing,   asset    management, 
investment  banking,  insur- 
ance, and  corporate  bank- 
ing. They're  both  betting 
that  they  can  cross-sell  fi- 
nancial    products,     from 
credit  cards  to  investment 
funds,  around  the  globe. 
And  they  both  are  eyeing 
the  possibilities  of  Internet 
banking  on  a  global  scale. 
This    is    an    ambitious 


strategy  for  a  farflung  group  that  doesn't  have  the  |j 
level  of  integration  as  Citigroup.  Citigroup  is  well  ahe:j 
hsbc  in  asset  management  and  insurance,  while  they  boti 
chasing  retail  customers  from  Buenos  Aires  to  Bombav  I 
lysts  say. 

It's  the  possibilities  of  a  global  retail  network  that  moJ 
tngue  Bond.  Not  just  the  ho-hum  business  of  taking 
posits:  Bond's  mantra  is  "wealth  management"— doing  e\ 
thing  from  offering  mortgages  to  Brazilians  to  investing 
assets  of  his  wealthiest  Saudi  Arabian  clients.  "We  want 

1007c  of  our  clients' 

STANDING  TALL  IN  HONG  KONG 

HSBC  emerged  from  the 
Asian  crisis  in  good  shape 
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HSBC'S  GLOBAL  REACH 


ASIA   With  39%  of 
profits  coming  from 
Asia-Pacific,  HSBC 
is  still  the  region's 
biggest  lender,  al- 
though Standard  & 
Chartered  and  Citi- 
group are  catching 
up  quickly.  Offers 
customers  from  Chi- 
na to  India  managed 
accounts,  securities 
trading,  credit  cards, 
insurance,  and  other 
services. 


EUROPE  Accounts 
for  42.3%  of  profits, 
with  most  of  the 
business  through 
Britain's  Midland 
Bank,  which  offers 
customers  all  retail 
banking  services  in- 
cluding insurance 
and  investments. 
HSBC  Investment 
Bank  PLC  handles 
all  commercial  bank- 
ing and  capital  mar- 
kets activity. 


NORTH  AMERICA 

Accounts  for  13%  of 
profits.  Still  a  minor 
player  in  the  U.S. 
despite  the  planned 
acquisition  of  Re- 
public New  York  and 
Safra  Republic  Hold- 
ings. HSBC  aims  to 
use  Republic  to 
build  up  its  private 
banking  business 
around  the  world. 


DATA:  COMPANY  REPORTS 


LATIN  AMERICA 

Contributes  6%  to 
group  profit,  even 
though  HSBC  only 
entered  the  region 
two  years  ago.  Active 
in  Brazil  and  Argenti- 
na, where  it  invested 
$300  million  to  con- 
solidate its  position 
and  owns  two  insur- 
ance companies.  May 
boost  20%  stake  in 
Mexico's  troubled 
Banco  Serfin. 


ness,"     declares      Bl 
That's  the  attractioj 
Republic  Bank,  whic] 
nance     wizard     Edi 
Safra  turned  into  a 
profile  but  lucrative 
vate  banking  machine| 

Technology  plays  a 
here,  hsbc  was  the 
institution  to  offer  or 
banking  in  Britain, 
this  fall,  it  will  be  the 
bank  in  Britain  to  ol 
customers   interact! 
banking  services  throj 
their  television  sets,  a  jl 
project  with  Rupert 
doch's  British  Sky  Brc 
casting.  In  Asia,  it's  at 
to  launch  an  E-commc 
service     together     u| 
Compaq  Computer  Cc 
And   hsbc  is  pioneer! 
screen-based  stock-tradl 
in  Hong  Kong.  Still,  al 
lysts  say  hsbc's  technoW 
lags    that    of   Citigroj 
which  allows  customers! 
do  more  over  computi 
and  phones. 

To  get  more  high- 
accounts,  hsbc  must  i| 


MIDDLE  EAST 

Strong  presence  in 
private  banking  and 
trade  finance 
through  ownership  o 
the  British  Bank  of 
the  Middle  East. 
Controls  banks  in 
Egypt,  Saudi  Arabia, 
and  Cyprus,  where  it 
launched  the  coun- 
try's first  Internet 
bank. 
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IVIISSIOIM:  When  Bank  of  America  invested  in  new  technology,  they  knew  success  required  thai  people  could 
use  it.  But  how?  Traditional  training  was  too  slow;  hiring  new  employees  too  expensive.  Lockheed  Martin's  solution: 
a  business-smart  process  called  reskilling.  It  uses  real  projects  to  teach  new  skills,  guided  by  experienced  coaches. 
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SUCCESS:  Reskilling  did  more  than  train  people  to  run  computer  systems;  it  taught  people  to  rethink 
how  they  used  those  systems.  The  result:  competitiveness  sharply  higher  across  the  company,  and  a  workforce 
with  lower  turnover.  To  see  what  Lockheed  Martin  IT  expertise  can  do  for  you,  visit  www.lockheedmartin.com. 


One  sore  spot  is  South  Korea,  where  HSBC  has 
abandoned  a  quest  to  acquire  Seoulbank 


«ISS» 


prove  its  name  recognition  around  the  globe.  That's  why 
Bond  has  launched  a  $100  million  global  branding  campaign  to 
unite  hsbc's  5,000  offices  in  79  countries  under  a  single  name 
for  the  first  time.  From  bank  branches  on  New  York's  Upper 
West  Side  to  offices  in  Malaysia,  HSBC's  20  million  clients 
will  now  be  greeted  by  its  distinctive  red-and-white,  hexagon- 
shaped  logo. 

It  could  take  years  for  hsbc  to  become  more  of  a  household 
name,  and  it  may  never  be  able  to  rival  Citi  on  that  score. 
Nevertheless,  Bond  is  determined  to  finish  the  job  that  Purves 
started  of  turning  hsbc  into  a  top-performing,  truly  global 
bank.  Bond's  goal  is  to  balance  earnings  equally  between  de- 
veloped and  developing  countries.  So  he's  going  to  keep  mak- 
ing strategic  acquisitions. 
He's  looking  at  two  banks 
in  Thailand,  Bangkok  Met- 
ropolitan and  Siam  City 
Bank.  And  hsbc  may  con- 
sider upping  its  20%  stake 
in  Mexico's  Banco  Serfin. 

Bond  has  plenty  of 
strengths  to  leverage.  The 
bank  already  ranks  among 
the  most  profitable.  Earn- 
ings for  the  first  half  of 
1999,  released  Aug.  2, 
showed  profits  of  $2.7  bil- 
lion, up  12%  from  the  same 
period  in  1998.  Return  on 
equity  was  15.9%.  That's 
impressive  given  that 
hsbc's  chief  franchise — the 
economy  of  East  Asia — is 
still  recovering  from  the 
worst  financial  crisis  since 
World  War  II.  Says  Ron- 
nie C.  Chan,  chairman  of 
Hong  Kong  property  de- 
veloper Hang  Lung  Devel- 
opment Co.  and  a  longtime 
customer:  "hsbc  can  sur- 
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to  bring  in  the  cash-generating  Republic  Bank,  whose  I 
sition  may  now  be  delayed  by  the  investigation.  Most  and 
think  that  the  deal  will  eventually  go  through  but  that 
may  be  able  to  shave  the  price.  Assuming  the  takeov 
completed.  Republic  would  double  hsbc's  private  bar 
business  overnight  by  bringing  in  30.000  clients  from  Eu 
Latin  America,  and  Asia  and  50,000  U.  S.  retail  custor 

"Republic  will  give 
NEW  YORK  ATM  CUSTOMERS      jump  of  10  years  in 

HSBC  has  a  long  way  to  go        *nd  private  banking," 
,     -        ..  .     ,,  Bond,  who  hopes  to 

before  it  can  gain  the  name     broad  range  Fof  fina 
recognition  of  archrival  Citi    products    to    Repu 

clients.  At  the  same 
Bond    plans    to    gai 
much  as  $350  million  ;i 
tertax  savings  by  brin 
together  the  hsbc  and 
public  back  offices. 
lysts  expect  the  bank 
close  up  to  20  of  its 
New  York  branches. 
TUBE  COMMUTER.  To  o 
see  that  task,   Bond 
asked  Jim  Cleave,  the 
mer  ceo  of  hsbc  Ca: 
and    Marine    Midland, 
come  out  of  retirement 
serve  as   Republic's 
CEO.  Known  as  a  cost- 
ter,  Cleave  will  have! 
take  his  knife  to  Republ 
staff  costs,  which  aver] 
nearly  twice  those  of  H 
one  of  the  most  tight-fa: 
employers  in  the  busin 
That     policy     co 
straight    from    the 
Bond  earns  $1.1  million 
far  cry,  for  example,  fr 
Citigroup  co-chief  Sanfi 
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vive    problems    like    the  : •'••■- '■ Weill's  $167  million  cc 

Asian  crisis  better  than  al-      P^fJSpHE  BANK      653  1.8         10.3         15.8  32       23,886  pensation.  Bond  takes 

HSBC  483  4.3         15.9         20.8  106       31,649  London    underground 
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most  anybody  else." 

Still,  Bond  isn't  satisfied. 
He  wants  to  get  hsbc's  re- 
turn on  equity  back  above 
20%,  where  it  was  before  Asia's  markets  tanked.  And  it's  true 
that  hsbc's  profit  performance  varies  sharply  from  market  to 
market.  In  Asia  outside  of  Hong  Kong,  for  example,  hsbc  has 
run  into  trouble.  Although  bank  officials  won't  comment, 

hsbc  is  believed  to  be 
one  of  the  largest  for- 
eign lenders  to  Dae- 
woo Group,  which  is 
dangerously  close  to  defaulting  on  its  $10  billion  in  foreign 
debt.  Risk  controls  were  less  stringent  in  Malaysia,  which  ac- 
counts for  half  of  the  $425  million  in  bad  debts  in  hsbc's 
Asian  portfolios  outside  Hong  Kong.  But  hsbc  Bank  Malaysia 
Berhad  plans  to  cut  its  workforce  by  1,000  people  by  yearend. 
Meanwhile,  the  recession  in  Argentina  is  hurting  profits  as 
hsbc  boosts  its  provisions  for  bad  loans. 

These  problems  underscore  the  importance  of  Bond's  plan 
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hsbc  execs  are  required  to  fly  economy  class. 

Bond's  personal  life  is  just  as  mundane.  "I'm  marri 
with  three  children  and  a  dog — thoroughly  boring,"  he  offi 
by  way  of  personal  information  after  persistent  proddii 
"You  won't  find  any  star  culture  around  here,"  adds  Bor 
who  joined  hsbc  when  he  was  19  years  old,  after  working 
a  cargo  ship  that  sailed  from  Long  Beach,  Calif.,  to  Ho 
Kong.  Known  as  a  technocrat  and  a  quiet  consensus  build 
he  earned  his  spurs  in  the  late  1980s  in  Buffalo,  where 
turned  around  the  old  Marine  Midland  Bank  acquired  by  1 
predecessor,  Purves.  Then  he  moved  on  to  Britain's  Midlai 
Bank.  He  was  named  chairman  of  hsbc  in  May,  1998. 

The  Midland  turnaround  shows  HSBC  at  its  best.  HS] 
paid  $6  billion  for  control  of  Midland,  the  smallest  of  Britaii 
four  major  commercial  banks,  in  1992.  Since  then,  the  bar 
has  slashed  4,000  jobs,  increased  income,  and  poached  a  s: 
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SUCCESS:  What's  behind  better  patient  care?  The  Lockheed  Martin  enterprise  network  lets  physicians  see 
what  other  physicians  have  done.  When  used  with  laptops,  these  networks  provide  mobile  access  to  information  that 
is  fast,  accurate,  and  secure.  To  see  what  Lockheed  Martin  IT  expertise  can  do  for  you,  visit  www.lockheedmartin.com. 
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LS.  The  next  big  thing  from  Saturn.  f£ 


HSBC's  no-nonsense  SWAT  team  tersely  told  one 
property  mogul:  "Don't  put  more  money  into  Bangkok'  .[p 


able  share  of  the  British  mortgage  market  across  its  1,700 
branch  network.  And  it  has  made  a  major  push  into  wealth 
management.  Sales  of  insurance  and  investment  products 
rose  by  18%  in  the  first  half  of  this  year  alone. 
HITTING  THE  BEACH.  All  these  efforts  have  made  Midland 
one  of  Britain's  most  profitable  banks.  Pretax  profits  for  the 
first  half  of  1999  increased  12%,  to  $1.5  billion,  and  return  on 
equity  hit  27%.  "It  is  clear  that  Midland  benefited  enor- 
mously from  hsbc's  network  and  scale,"  says  Simon  Samuels, 
senior  banking  analyst  at  Salomon  Smith  Barney  in  Lon- 
don. Bond  hopes  to  integrate  Republic  into  the  hsbc  group  in 
much  the  same  way. 

Midland's  profits  have  countered  the  turmoil  in  Asia.  When 
the  Asia  crisis  started  to  brew,  Bond  dispatched  members  of 

the  bank's  swat  team, 
an  elite  group  of  370 
international  officers 
handpicked  and 
groomed  by  top  management  to  parachute  into  troubled  mar- 
kets and  whip  the  franchise  back  into  shape.  Within  the  in- 
dustry, the  cadre  of  executives  is  often  described  as  the 
marines  of  hsbc. 

Hong  Kong's  high-flying  property  mogul  and  infrastructure 
developer  Gordon  Wu  was  one  of  the  first  to  get  a  call  from 
the  marines.  "They  told  me  only  one  thing,  'Don't  put  more 
money  into  Bangkok,' "  recalls  Wu,  who  was  pouring  money 
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into  a  troubled  Banjiok 
mass  transit  project.fie 
toughened  his  stance  iifce* 
gotiations  with  Thai  *u. 
thorities  and  avoidedle. 
fault  on  his  debt  to  wkq 
although  his  company  lad 
to  write  off  more  than  MX) 
million.  The  team  was 
with  other  borrowers, 
It  issued  warnings  to 
of  Hong  Kong's  most 
gressive  developers, 
Sun  Group,  forcing  iljftq 
shed  such  assets  as 
York's  Four  Seasons 
to  raise  cash. 

Now  that  the  crisi 
ebbing,  hsbc  has  to 
with  the  changing  ban 
business  in  Hong  Kong,  to 
years,  hsbc  has  enjoye 
privileged  position  as 
leading  member  of  the 
cal  interest-rate  carl 
which  has  allowed  hsbc 
other  banks  jointly  to 
interest  rates,  essenti: 
locking  in  fat  returns, 
the  cartel  is  set  to  be 
mantled  over  the  next  t 
years,  so  the  spreads 
tween  what  hsbc  pays 
positors  and  what  it  char 
borrowers  are  sure  to  n 
row.  To  make  up  the  dift 
ence,  hsbc  figures  it 
WORK  IN  PROGRESS  have  t0  charge  for  servi 

The  bank's  new  Cana^         ^_Z>™  SZ^ 
Wharf  headquarters  in  counts  and  checks.  Tl 

London  Should  Open  in  2002    could  scare  some  custom 

away.  But  hsbc  hopes 
marketing  clout  will  make  it  a  winner,  while  many  smal 
banks  will  be  forced  to  merge. 

hsbc  is  also  boosting  its  Asian  income  by  playing  a  mo 
aggressive  game.  In  Japan,  for  example,  hsbc  is  help 
Japanese  companies  restructure  their  operations  and 
off  money-losing  units.  The  bank  handled  the  bidding  war 
International  Data  Communications  Inc.,  a  telecom  player  i 
quired  by  Cable  &  Wireless  PLC.  Before,  "hsbc  was  regar 
ed  as  a  fragmented  player,"  says  Stuart  D.  Pearce,  chi 
executive  officer  of  hsbc  Securities  Japan  Ltd.  But  "we  a 
starting  to  show  up  on  the  radar  screen  as  a  big  integral 
player." 

That's  exactly  what  John  Bond  aims  to  do,  more  and  mor 
Much  depends  on  quickly  bringing  Republic  Bank  into  tl 
hsbc  fold  and  finding  other  properties  to  turn  into  qui 
money  machines,  hsbc  has  come  a  long  way  since  the  dai 
when  it  was  a  sleepy  Hong  Kong  bank.  But  the  final  st€ 
from  contender  to  champion  is  always  the  hardest. 

By  Kerry  Capell  in  London  mid  Mark  Clifford  in  Hon 
Kong,  with  bureau  reports 
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COMMENTARY 


By  Paul  Raeburn 


DRUG  SAFETY  NEEDS  A  SECOND  OPINION 


Five  years  ago,  at  the  American 
Heart  Assn.'s  annual  scientific 
meeting,  reporters  crowded  into 
a  room  at  the  Dallas  convention 
center  for  details  of  an  exciting 
finding  in  women's  health.  A  $20 
million  government-funded  study 
had  found  that  giving  estrogen  and 
another  hormone  to  women  after 
menopause  boosted  their  levels  of 
so-called  good  cholesterol,  cutting 
their  heart  disease  risks  by  a  spec- 
tacular 25%.  "If  my  mother  were 
alive  now,  I  would  want  her  on  the 
hormones,"  said  one  of  the  study's 
authors. 

The  finding  made  perfect  sense: 
Women's  estrogen  levels 
fall  at  menopause,  and 
the  incidence  of  hear 
disease  climbs.  Giving 
estrogen  seemed  the 
obvious  solution. 

The  story  is  not  so 
simple,  however.  The 
study  showed  only  that 
the  women  had  im- 
proved cholesterol  lev- 
els. It  did  not  show 
that  they  had  fewer 
heart  attacks  or 
deaths.  When 
the  follow-up 
study  was 
done,  re-  j 

searchers 
were  sur- 
prised to  find       " 
no  reduction  in 

heart  attacks  or       ^^  JP 

heart-related 
deaths.  The  point  is  that 
beneficial  effects  on  cholesterol,  blood 
pressure,  or  other  indicators  are  not 
sure  signs  that  the  drugs  will  actual- 
ly reduce  disease  and  death. 
DANGEROUS.  The  case  demonstrates 
why  the  FDA  needs  to  tighten  its 
rules  for  drug  testing.  Drugs  to 
treat  heart  disease,  obesity,  and  oth- 
er ailments  are  routinely  approved 
by  the  Food  &  Drug  Administration 
on  the  basis  of  their  beneficial  ef- 
fects on  such  physiological  measures. 
For  many  of  those  drugs,  the  follow- 
up  studies — looking  at  effects  on  dis- 
ease and  death — have  never  been 


done.  "In  the  late  1990s,  millions  of 
Americans  are  taking  antihyperten- 
sive and  antidiabetic  therapies  that 
have  not  been  adequately  evaluated 
in  large-term  clinical  trials,"  Dr. 
Bruce  M.  Psaty  of  the  University  of 
Washington  and  his  colleagues  wrote 
in  the  Aug.  25  issue  of  the  Journal 
of  the  America)/  Medical  Assn. 

Among  the  exam 
pies,  Psaty  says, 
are  the  treat- 
ment of  hyper- 
tension with 
so-called  ace 
inhibitors, 
such  as  As- 
traZeneca 


mortality  by  a  staggering  44%,  Psatj 
notes.  Even  therapies  such  as  the  es 
trogen  treatment,  which  had  no  ef- 
fect, can  be  a  public-health  problem. 
They  consume  scarce  health-care  doll 
lars,  and  patients  may  be  given  thes« 
drugs  as  a  substitute  for  other,  bet- 
ter treatments. 

SHORTCUTS.  The  issue  arises  from 
the  fda's  practice  of  approving 
Irugs  on  the  basis  of  scientific 
shortcuts.  If  a  drug  is  shown  | 
to  reduce  cholesterol  or  to 
lower  high  blood  pressure, 
the  FDA  assumes  it  will 
reduce  deaths  and  heart 
attacks.  So  the  drug  is 
approved. 


PLC's  Zestril  and  Merck's  Vasotec, 
and  calcium-channel  blockers,  includ- 
ing top-selling  Norvasc  from  Pfizer. 
According  to  IMS  Health  Inc.,  which 
tracks  drug  usage,  doctors  wrote 
99.7  million  prescriptions  for  ace  in- 
hibitors and  91.5  million  prescrip- 
tions for  calcium-channel  blockers  in 
the  year  that  ended  in  June. 

Some  drugs  turn  out  to  be  danger- 
ous upon  further  testing.  A  choles- 
terol-lowering drug  called  clofibrate 
was  found  to  lower  the  risk  of  heart 
disease,  but  it  also  boosted  overall 


Physiological  changes  such  as  reduc- 
tions of  cholesterol  or  blood  pres- 
sure are  referred  to  as  "surrogate 
endpoints." 

These  surrogate  studies  are  of 
great  value  in  drug  testing.  It  is 
cheaper  and  faster  to  determine  a 
drug's  effect  on  cholesterol  or  high 
blood  pressure  than  its  effect  on  dis- 
ease and  deaths.  As  Psaty  notes,  a 
study  showing  cholesterol  reduction 
might  require  100  patients  and  take 
less  than  a  year.  A  study  showing 
effects  on  heart  attacks  could  re- 
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If  large  trials  were  required  for  all  drug  approvals,  "it  ii 
would  discourage  development,"  says  an  FDA  scientist 


quire  several  thousand  patients  and 
take  five  years  to  complete — because 
that's  what's  needed  to  tally  enough 
heart  attacks  for  the  study  to  be 
valid.  Such  studies  are  consequently 
far  more  expensive:  Costs  can  reach 
tens  of  millions  of  dollars. 

Use  of  the  surrogate  end  points  can 
get  new  drugs  to  patients  much  soon- 
er. That  was  critically  important  in 
drugs  for  aids,  for  which  there  were 
no  effective  treatments.  Drugs  were 
approved  on  the  basis  of  their  favor- 
able effects  on  the  immune  system. 
Only  later  was  it  shown  that  the 
treatment  effectively  fought  the  dis- 
ease itself. 

RISKY  RELIANCE.  Critics 
say,  however,  that  re- 
liance on  surrogate  end- 
points  is  risky.  "It's  prob- 
ably best  not  to  rely  on 
suirogate  endpoints  un- 
less you  have  extremely 
strong  evidence  to  sup- 
port doing  so,"  says  Dr. 
Gordon  H.  Guyatt  of  Mc- 
Master  University  in 
Hamilton,  Ont.,  who  also 
wrote  on  the  subject  in 
the  Aug.  25  issue  of  the 
Journal  of  the  American 
Medical  Assn.  The  only 
way  to  be  certain  that 
drugs  reduce  disease  and 
deaths  is  to  study  the 
question  with  what  are 
called  randomized,  dou- 
ble-blind clinical  trials.  In 
these  trials,  patients  are 
randomly  given  either  the  drug  in 
question  or  a  placebo.  Neither  the  pa- 
tients nor  the  doctors  treating  them 
know  who  is  getting  the  drug  until 
the  clinical  trial  is  completed. 

Asked  to  comment  about  the  two 
articles,  Pfizer  spokesman  Andrew  B. 
McCormick  said:  "We  certainly  think 
lowering  blood  pressure  is  a  good 
endpoint,  and  we  believe  the  data  has 
validated  that  position."  Dr.  Laurence 
Hirsch,  vice-president  of  public  af- 
fairs for  Merck  Research  Laborato- 
ries, noted  that  many  follow-up  stud- 
ies would  have  to  compare  new  drugs 
with  existing  drugs,  because  giving  a 
placebo  is  unethical  when  effective 
treatments  exist.  "It  complicates 
things  because  the  studies  have  to  be 


enormous,"  Hirsch  added.  "It's  very, 
very  difficult." 

Dr.  Robert  Temple,  associate  direc- 
tor for  medical  policy  at  the  fda's 
Center  for  Drug  Evaluation  &  Re- 
search, thinks  the  concern  about  sur- 
rogate endpoints  is  somewhat 
overblown.  He  acknowledges  that 
ACE  inhibitors  have  not  been  proven 
to  provide  better  outcomes  for  people 
with  high  blood  pressure  but  notes 
that  they've  been  tested  in  many  oth- 
er circumstances.  "They've  hern 
shown  to  improve  survival  after 
heart  attack  and  virtually  every  de- 
gree of  heart  failure  there  is.  Do  I 
think  they  are  likely  to  not  have  the 


that  are  harmless  but  ineffective. 

There  is,  however,  a  way  out.  Tin 
FDA  itself  has  suggested  an  alterna- 
tive by  putting  some  drugs  into  wha 
it  calls  "accelerated  approval."  When 
there  is  an  extraordinary  need  for  a 
new  drug  to  reach  the  market  to 
save  lives,  the  FDA  requires  that  largl 
er  trials  be  done  after  the  treatment 
is  approved  on  the  basis  of  surro- 
gates. Psaty  and  his  colleagues  favor 
extending  that  approach  to  other 
drags  that  are  not  part  of  the  accel- 
erated-approval process.  It's  a  kind  o 
middle  road:  Drugs  are  not  delayed 
on  the  way  to  the  market,  but  phar- 
maceutical companies  would  be  re- 


Short-Term  Evidence  vs.  Proven  Benefits 

Many  drugs  are  approved  on  the  basis  of  their  effects  on  physiological  changes,  such  as  low- 
ering cholesterol  or  high  blood  pressure.  But  long-term  trials  looking  at  disease  or  deaths  are 
needed  to  prove  a  drug's  effectiveness.  Here  is  the  status  of  some  widely  used  drugs: 


CLASS  OF  DRUGS 

CALCIUM  BLOCKERS 

STATINS 

PROTEASE  INHIBITORS 


HORMONE  REPLACEMENT 


CLOFIBRATE 


SHORT-TERM  TEST  RESULTS 

Lowered  high  blood  pressure 

Lowered  cholesterol 
Boosted  immune  system 


Improved  cholesterol  levels 

Lowered  certain  heart  disease  risks 
by  20% 

SOURCE:  JOURNAL  OF  THE  AMERICAN  MEDICAL  ASSN. 


LARGE-SCALE  STUDY  RESULTS 

No  proof  they  prevent  deaths 
in  patients  with  hypertension 

Found  to  reduce  heart  disease 

Found  to  increase  survival 
in  AIDS  patients 

Found  to  have  no  effect  on 
heart  attacks  or  deaths 

Increased  mortality  by  44% 


expected  benefit  in  hypertension?  Of 
course  not,"  he  says.  Temple  worries 
that  if  large  trials  were  required  for 
all  drags,  some  might  never  reach 
the  market.  "It  would  discourage  de- 
velopment," he  says.  "I  think  people 
wouldn't  bother." 

That's  the  essence  of  the  problem: 
Requiring  proof  of  a  real  health  ef- 
fect for  every  drug  before  FDA  ap- 
proval may  delay  the  arrival  of  some 
effective  drags  for  years,  or  perhaps 
prevent  some  of  them  from  ever  be- 
ing approved.  On  the  other  hand, 
continuing  the  current  practice  could 
allow  harmful  drugs  to  reach  the 
market,  causing  needless  suffering 
and  deaths.  Or  it  could  mean  that 
billions  are  wasted  on  treatments 


quired  to  follow  up  with  the  larger, 
expensive  studies.  In  this  case,  they 
would  be  doing  the  costly  studies 
when  revenues  from  a  drag  have  al- 
ready begun  to  flow  in. 

Under  this  approach,  drag  compa- 
nies would  be  allowed  to  rely  on  sur- 
rogate testing  only  in  cases  where 
there  is  no  doubt  that  reliance  on  the 
surrogates  is  safe.  The  cost  of  testing 
drags  would  rise,  and  the  pharmaceu- 
tical industry  might  see  that  as  a 
burden.  But  those  costs  are  likely  to 
be  far  outweighed  by  the  savings 
from  pulling  ineffective  or  harmful 
drags  off  of  the  market. 

Raeburn  is  business  week's  senior 
editor  for  science  and  technology. 
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PHARMACEUTICALS 


TRAWLING  FOR 
CANCER  CURES 


Pharma  Mar  could  net  big  profits  from  poisonous  creatures  under  the  sea 


SEA  SQUIRT: 

Its  secret  ions 

shrunk 

tumors 


Just  off  the  Spanish  Mediter- 
ranean island  of  Formentera, 
a  colony  of  sea  squirts  hangs 
from  a  submerged  wire 
frame.  Light  purple  and  squishy, 
they  resemble  bunches  of  anemic 
grapes.  Zeltia,  a  small  pharma- 
ceutical company  based  in  Madrid, 
is  breeding  the  sea  squirts  for 
their  toxic  secretions,  whose  nov- 
el molecular  structure  is  the  basis 
of  a  promising  poison  pill  against 
cancer. 

Already,  the  lowly  sea  squirt 
has  stirred  a  tidal  wave  in  Spain's 
stock    market.    In    the    past    12 
months,     Zeltia's 
stock    value    has 
more  than  tripled, 
to    $14,    or    more 
than     100     times 
earnings.     That's 
quite  a  feat  in  a  market  dominated 
by  safe-bet  utilities  such  as  Tele- 
fonica and  Endesa.  Driving  Zel-   " 
tia's  stock  is  the  company's  biotech 
startup,  Pharma  Mar,  which  develops 
anticancer  drugs  from  exotic  marine  or- 
ganisms gathered  across  five  oceans. 
"It's  chemical  warfare  down  there,  and 
poisons  kill  cancerous  cells,"  says  David 
Newman,  head  of  marine  collections  at 
the  National  Cancer  Institute  in 
Bethesda,  Md.  Zeltia— with  a  67% 
stake  in  Pharma  Mar — is  now  Eu- 
rope's No.  1  biotech  stock,  easily 
outperforming  Bloomberg's  biotech 
index.  Net  profits  in  1998  were  $4 
million,  on  sales  of  $50  million. 
BIOTECH  UPSTART.  Pharma  Mar  is 
emerging  as  a  leader  in  marine 
anticancer  drug  development.  The 
sea  squirt  is  the  source  of  two  of 
its  most  promising  compounds — 
Esteinascidin  743,  commonly  called 
ET743,  and  Aplidine.  Last  year, 
ET743  surprised  the  biotech  world 
by  shrinking  sarcoma  soft-tissue 
and  melanoma  skin-  cancer  tumors 
in  humans  during  Phase  I  clinical 
trials.  "Phase  I  trials  are  just  to 
test  toxicity  [not  effectiveness], 
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so  to  get  positive  results  like  these  is 
really  very  unusual,"  says  Chris 
Twelves,  the  scientist  running  ET743  tri- 
als in  Glasgow.  In  January,  Aplidine, 
which  shrinks  gastric,  prostate,  and 
bladder  tumors,  was  accepted  for  hu- 
man testing.  Zeltia  stock  soared,  with 


more  than  $40  million  worth  of  shan 
trading  in  one  day. 

Other  new  compounds  are  in  tl 
pipeline.  Kahalide  F,  extracted  from| 
Hawaiian  marine  mollusk,  is  proving 
fective  in  animal  trials  on  prostate  cai] 
cers.  Microorganisms  found  in  coral 


Zeltia's  Undersea  Drug  Harvest 


DRUG 


SOURCE 


POTENTIAL  USE 


CURRENT  STATUS 


ESTEINASCIDIN 
743  (ET743) 


Sea  squirt  found  in 
the  Mediterranean 
and  Caribbean  Seas 


Shrink  skin  cancers 
and  tumors  in  breasts 
and  lungs 


Phase  II  clinical 
trials 


APLIDINE  Sea  squirt  found  in 

Mediterranean  Sea 


Shrink  tumors  in  pancreas,    Phase  I  clinical  trials, 
stomach,  bladder,  prostate    expected  launch  2002 


THIOCORALINA 


Coral  microorganism 
from  Atlantic  Ocean, 
Mozambique  Straits 


Shrink  breast  and 
lung  tumors 


Preclinical  trials 


KAHALIDE  F         Marine  mollusk  found  Fight  prostate  cancer 
near  Hawaii 


Preclinical  trials 


DATA:  ZELTIA 
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Computer  gremlins  mangle  and  abuse 
yet  another  email  attachment. 
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Adobe 
Acrobats 


Vdobe  Acrobat 

Stop  the  gremlins.  With  Acrobat"  4.0  software  from  Adobe,all  the  documents  you  send  electronically  will 
arrive  exactly  as  you  intended.  When  you  convert  your  documents  with  Acrobat,  it  doesn't  matter  whether 
you  used  Microsoft  Office  or  some  other  application  to  create  them.  It  doesn't  matter  which  platform  you 
use. The  gremlins  can  try.  But  Acrobat  keeps  your  business  documents  safe. Take  that,  you  little  imps!  For 
more  information,  or  to  locate  a  software  reseller  near  you,  visit  our  Web  site  at  www.adobe.com/acrobat99 


Adobi 


:  ie  Systems  Incorporated.  All  rights  reserved.  Adobe,  the  Adobe  logo,  .ind  Acrobat  ate  trademarks  of  Adobe  Systems  Incorporated.  Microsoft  is  either  a  registered  trademark  or  a  tradema  ■ 
in  m  the  U.S.  and/or  other  countries.  AH  other  references  to  company  or  pioduct  names  are  for  demonstration  purposes  only  and  are  not  intended  to  refer  to  any  actual  organization  or  pro 


'An  ambitious  book 

with  numerous 
practical  ideas." 

Financial  Times 

Pasternack  and  Viscio 

explain  convincingly 
why  a  centerless 
model  is  right  tor  the 
21st-century  company." 

Kenneth  Lay 
Chairman  £  CEO, 
Enron  Corporation 

'No  one  has  previously 
drafted  a  full  scale 
alternative  plan." 

San  Francisco  Chronicle 


'A  must-read  for 
business  leaders." 

Richard  M.  Kovacevich 
Chairman  &  CEO, 
Wells  Fargo 

'Sets  anew  stage 
for  implementing 
breakaway  productivity 
...in  language  the  CEO 
can  understand." 

Hay  Lane 

President  &  COO, 
Oracle  Corporation 
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the  coast  of  Mozambique  show 
greater  market  potential,  with  po^j 
results  on  breast  cancer  tumors  in 
mals.  "Pharma  Mai-  has  such  a  wealtj 
marine  compounds,  more  than  any 
company  I  know,"  says  Linda  Puflrra 
scientist  at  Amgen  Inc.,  a  leading 
biotech  company. 

Jose  Maria  Fernandez,  the  54-yeai| 
president  of  Zeltia,  has  been  waitinj 
years  for  this  moment.  Born  into] 
Sousa-Faro  family,  which  controls 
canova,  Europe's  biggest  fishery,  he 
trained  as  a  biochemist.  In  1985,  he| 
came  chief  executive  of  Zeltia,  wlf 
makes  insecticides  and  industrial  paij 
With  the  benefit  of  his  family  bz 
ground,  Fernandez  was  one  of  the 


ti 


FERNANDEZ:   His  family  cchitrols 
Europe 's  b  iggest  fishery 


to  realize  that  a  fleet  of  refrigerat 
trawlers  and  a  global  network  of  ft 
eries  could  be  used  for  scientific  r 
search.  "We're  running  out  of  eart 
based  anticancer  agents,  but  the  s 
still  has  huge  possibilities,"  he  says 

In  1987,  Fernandez  set  up  Pharr 
Mar.  Soon  after,  the  company's 
searchers  hopped  rides  on  Pescanov; 
trawlers  to  collect  samples  of  marii 
invertebrates  accidentally  fished  up 
the  nets.  Back  in  Madrid,  and  at  Pha 
ma  Mar's  labs  in  Cambridge,  Mass.,  s( 
entists  studied  the  toxic  substances  th 
protect  such  marine  animals  as  mc 
lusks,  sponges,  and  sea  squirts  fro 
predators.  They  isolated  novel  chem 
cal  structures,  which  they  are  using  : 
the  drugs. 

Pharma  Mar  is  attracting  top-cla; 
scientific  talent.  Ruben  Henriquez, 
PhD  from  Rockefeller  University 
New  York,  left  Novartis  to  take  ovt 
drug  discovery  at  Pharma  Mar.  He  say 
he  prefers  the  high-risk  environment  i 
Madrid.  "We  respond  much  faster  t 
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AOLDWORK? 

It's  easy  to  enjoy  the  same  AOL  benefits 
you  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


STEP1: 

Connect  to  the  Internet  using  your  local  Internet 
Service  Provider  or  by  using  the  Local  Area 
Network  (LAN)  Internet  Connection  at  work. 


NetMail  lets  you  check 

your  AOL  e-mails  from 

your  Web  browser! 

Go  to  www.aol.cofn  for  details. 


STEP  3: 


STEP  2: 


Start  up  your  AOL  software*  Before  signing-on  to 
AOL,  you  will  first  need  to  reconfigure  your  AOL 
connection  setup  to  connect  via  TCP/IP.  Here's  how: 

1.  On  the  Sign-on  screen,  click  "Setup." 

2.  Choose  Create  a  location  for  use  with  new 
access  phone  numbers  or  an  ISP  option 
and  click  "Next." 

3.  In  the  "Add  Location"  window,  type  a  name 
for  the  location  (for  example,  TCP/IP 
location). 

4.  Choose  Add  a  custom 
connection  (for 
example  TCP/IP)  and 
click  "Next."  A  TCP/IP 
location  will  be  created 
automatically. 


Sign-on  to  America  Online.  If  you  are  already  an 
AOL  member,  use  your  existing  screen  name  and 
password  and  sign  on  as  normal.  If  you  are  not 
an  AOL  member,  you  can  download  the  current 
software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  to  get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for  customers 
who  use  AOL  exclusively  via  TCP/IP.  The  Bring 
Your  Own  Access  Plan  is  just  $9-95  per  month 
for  unlimited  use  of  America  Online** 

Next  time  you're  looking  for  the  best  of  the  Internet 
and  more  at  work,  check  out  AOL. 


Includes 

0 


A 

AME  RA  CA 

Antme< 

So  easy  to  use, 
no  wonder  it's  #/ 


To  receive  FREE  AOL 
software  call, 


1-800-4-ONUNE 


'  It  you  are  no!  an  AOL  member,  you  can  download  the 
cuctent  software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  lo  get  software  delivered  to  you 

"Additional  charges  apply  if  you  do  not  conned  through 
TCP/IP  Go  lo  AOL  Keyword:  Billing  lo  switch  lo  this  plan 

©1999  America  Online.  Inc. 


SMALL-BUSINESS  OWNERS... 

SAVE  ON  TAXES 

AS  YOU  SAVE  FOR  RETIREMENT 


Benefit  from  tax- deductible  contributions.  This  year,  give  yourself  a 
tax  break.  If  you  are  self-employed  or  the  owner  of  a  small  business, 
your  contributions  to  a  SIMPLE  IRA,  SEP-IRA,  or  Keogh  plan  reduce 
your  taxable  income  and  build  the  retirement  savings  of  each  partici- 
pant in  the  plan. 

T.  Rowe  Price  mutual  funds  can  make  your  plan  work  harder. 

Our  100%  no-load  funds  mean  more  of  your  money  goes  to  work  for  your 
retirement. 

Put  our  expertise  to  work  for  you.  Speak  to  our  knowledgeable  retire- 
ment specialists  today.  And  request  a  copy  of  our  free  brochure, 
Retirement  Solutions  for  Small  Businesses,  to  learn  which  plan  is  right 
for  you. 

For  more  information  and  a  prospectus,  call  us  today 

1-800-831-1462 

www.  troweprice.com 


Invest  Willi  Confidenc 

TRoweFWee 


m 

'Ik* 


or  more  information,  including  firs  and  expenses,  request  a  prospectus.  Rwd  it  carefull)  before  investing.  T.  Ro\u'  Price 
lvestment  Services,  Inc.,  Distributor  SMB050017 


Get  Inside  the  Mind  of  the  CEO 

who  saved  IBM 


From  the  author  of  the 

national  bestseller 

Jack  Welch  and  the  GE  Way 

Providing  a  roadmap  for  achieving 
success  in  today's  turbulent  corporate 
world,  best-selling  author  Robert  Slater 
takes  readers  inside  the  mind  of  turn- 
around king  Lou  Gerstner.  Filled  with 
lessons  that  can  be  used  in  virtually  any 
corporate  environment,  Saving  Big  Blue 
reveals  the  leadership  secrets  behind 
Gerstner's  miraclework. 


LEADERSHIP  LESSDHS  &  TURNAROUND  TACTICS  GF 

I8M-S  LOU  GERSTNER 


ROBERT    ST!, 


Available  Wherever  Books  Are  Sold 
Visit  us  at  www.books.mcgraw-hill.com 


ADimsion  ofTlieMcGrawHiUCompanies 


problems  here  because  everyone  k  Id 
they  would  be  personally  hit  if  a  m 
pound  fails,"  he  says. 

Despite  its  research  successes,  PI 
ma  Mar  has  yet  to  get  any  of  its  pi 
ucts  on  the  market.  Only  1  in  10  pi 
ucts  that  begin  clinical  trials  makes  il 
the  way  to  approval  from  regulal 
such  as  the  U.  S.  Food  &  Drug  Adrl 
istration,  says  Newman.  "ET743  I 
come  a  long  way,  but  it  can  still  die,l 
warns.  If  ET743  fails  at  the  final  hurl 
Zeltia's  share  price  will  go  into  free  I 
warn  Madrid  market  analysts.  That  I 
the  fate  of  British  Biotech  PLC,  anotB 
great  European  hope.  Its  stock  pi 
has  plummeted  almost  100%  since  trl 
showed  that  its  much-hyped  drug  MB 
mastat  was  no  better  at  fighting, pi 
creatic  cancer  than  rival  products. 
COSTLY  PRODUCTION.  Some  potenl 
licensees  are  concerned  about  prodl 
tion  costs.  ET743  is  a  powerful  cdl 
pound,  200  times  more  potent  trl 
Bristol-Myers  Squibb  Co.'s  star  ail 
cancer  drug,  Taxol.  Total  production! 
just  2.5  kilograms  would  be  enoughl 
satisfy  a  world  market  the  size  of  Tl 
ol's,  reckons  Pharma  Mar  managemel 
But  at  least  one  ton  of  sea  squirtsi 
needed  to  make  one  gram  of  ET743.I 
Pharma  Mar's  Formentera  farm  fal 
to  yield  a  big  enough  harvest,  the  I 
mands  on  natural  stocks  of  the  si 
squirt  would  be  enormous.  Nobel  priJ 
winning  biochemist  E.  J.  Corey  has  sJ 
thesized  ET743  at  his  Harvard  UnivJ 
sity  laboratory  for  Pharma  Mar,  bl 
the  process  is  complicated  and  cou] 
be  costly. 

Still,  ET743  needs  only  to  repeat  1 
exceptional  initial  trial  results  for  skj 
and  sarcoma  tumors  to  be  on  the  fal 
track  to  the  market.  Pharma  Mar  all 
hopes  that  ET743  will  gain  approval  f| 
treatment  of  breast  and  lung  caned 
where  results  so  far  have  been  prorrul 
ing,  if  less  dramatic.  If  ET743  proves  e 
fective  for  more  common  cancers,  wor] 
sales  could  reach  $1  billion,  says  Nick  1 
Woolf,  a  biotech  analyst  at  Londoi 
based  investment  bank  BancBostc 
Robertson  Stephens  International  lte 

Fernandez  says  he  is  "confident  bi 
not  complacent"  that  ET743  will  be  0 
the  market  in  the  U.  S.  and  Europe  b 
the  end  of  next  year.  He  has  rejecte 
offers  of  up  to  $100  million  for  the 
cense,  hoping  to  notch  up  the  price  one 
Phase  II  has  been  successfully  negot: 
ated.  If  it  is,  Fernandez  plans  to  spin  ol 
Pharma  Mar  from  Zeltia  and  list  it  o 
Nasdaq.  Both  cancer  patients  an 
Spain's  new  class  of  risk-loving  biotee 
investors  are  hoping  that  happens. 

By  Andy  Robinson  in  Madrit 
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^yieets  The  fy 


.  mobile  computings  injthe  new  millennium?  What  does  the  future  hold? 
Introducing  Go  Mobile,  a  new  and  unique  industry  executive  conference  that  brings 
together  leading  IT  decision  makers  with'  vendor  and  reseller  executives.     ■**» 

Go  Mobile  will  cover  such  important  topics  as  service  and  support,  total  cost  of  ownership, 

financing  jnobile  computing  assets  and  backing  up  while  mobile.  We^^ocus  on  new  technology  in 

mobile  information  applfances^wireless  data  communications,  companiori*RCs  and  more.  Attendees 

will  also  get  to  see  on-stage  aerm>s*and  sessions  led  by  some  of  the  industry's  most  noted 

personalities,  including  Steve  Wildstrom  {Business  Week),  Sandy  Reed  (InfoWorM),  Maryfran 

Johnson  (Computerworld) ,  Bill  Howard  (PC  Magazine),  Jerry  Michalski  (Sofeiate) 

■hg**,,^  and  chris  Barr  (CNET).  V 

Every  IT  attendee  will  get  to^use  the  world's  first  totally  online  wireless  network  that 

includes  an  IBM  ThinkPad,  3Com/Symbol  wireless  LAN,  Palm  VII  and 

custom  applications  developed  by  The  Windward  Group. 

Airfare  ^BPnroWraommodations  to  Go  Mobile  are  available  to  qualified  IT  decision  makers. 
, Register  online  at:  www.mobileinsights.com,  or  call  (800)  640-6497. 


For  more  information,  call  us  at  (650)  390-9800 

Prepare  for  mobile  computing  in  the  new  m 


mobile 


September  21  -23, 1 999    Hilton  La  Jolla  Torrey  Pines    San  Diego,  Cfl 
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Additional  Sponsors:  fltHand  /  fluantGo  /  Bell  South  Wireless  Data  /  Callisto  Software  /  CHr  /  Comarco  /  Extended  Systems  /  Fujitsu  Personal  Systems  /  Fusion  One 
Bill  Speech  Business  Unit  /  iGo,  Corporation  /  Infocus,  Inc.  /  Iomega  /  Itronix  /  Lernout  and  Hauspie  /  mobility  Electronics  /  llouadigm  /  PC  Support.com 
fuma  Technology  /  Solar  Communications  (PC  Room  Link)  /  Sterling  Commerce  /  Sybase  /  Synchrologic  /  UJaueUJare  /  UJayport  /  Zimba 


Developments  to  Watch 


EDITED  BY  ELLEN  LICKING 
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READING  WHAT'S 
WRITTEN 
ON  THE  WIND 

RESEARCHERS     AT     THE 

University  of  Wisconsin  at 
Madison — a  place  better 
known  for  record  snowfalls 
than  tropical  storms — have 
developed  new  satellite  tools 
that  are  helping  forecasters 
track  hurricanes  and  monitor 
their  intensity.  The  new  tech- 
nologies are  based  on  a  tech- 
nique that  merges  the  images 
taken  by  a  string  of  satellites, 
each  of  which  has  its  own 
view  of  earth,  into  a  high-res- 
olution composite  graphic.  In- 
formation, say  temperature, 
can  then  be  extracted  from 
the  montage  and  used  in 
models.  Meteorologists  at  the 
National  Hurricane  Center  in 
Miami  are  currently  using  the 
innovative  tools  to  improve 
their  forecasts. 

One  of  the  many  new  tools 
available  is  a  computer  pro- 
gram that  uses  pattern-recog- 
nition software  to  measure 
hurricane  intensity.  This  soft- 
ware scans  satellite  images 
and  generates  a  number  that 
quantifies  the  storm's 
strength.  Previously,  hurri- 
cane intensity  was  mostly 
subjective,  based  on  the  judg- 
ment of  the  forecaster  on 
duty.  "But  this  method  takes 
the  human  guesswork  out  of 
the  process,"  says  Christo- 
pher S.  Velden,  one  of  the  al- 
gorithm's designers.  With 
hurricane  season  under  way, 
that's  something  coastal  resi- 
dents from  Texas  to  Virginia 
will  be  glad  to  hear.  □ 


IN  SHEEP'S 
CLOTHING,  A  BALM 
FOR  LUNG  DISEASE 

UNIVERSITY    OF    FLORIDA 

researchers  are  doing  prelim- 
inary tests  to  see  if  a  drug 
produced  in  the  milk  of  ge- 
netically modified  sheep  can 
help  people  with  chronic  lung 
problems.  The  drug, 
a  human  protein 
called  alpha-1-anti- 
trypsin  (AAT),  is  being 
used  to  treat  six  pa- 
tients who  suffer  se- 
vere lung  inflamma- 
tion and  emphysema 
because  their  bodies 
lack  the  means  to 
produce  the  protein 
naturally.  It  was  de- 
veloped by  ppi.  Therapeutics 
PLC  of  Edinburgh,  Scotland, 
the  creators  of  the  cloned 
sheep  Dolly. 

Patients  with  AAT  deficien- 
cy currently  receive  weekly 
injections  of  the  drug  that 
cost  between  $60,000  and 
$80,000  annually.  Worse,  be- 
cause the  drug  is  derived 
from  human  plasma,  it's  in 


short  supply,  leaving  many  of 
the  100,000  Americans  with 
the  disease  clamoring  for 
treatment.  If  ppl's  recombi- 
nant version  of  AAT  works, 
doctors  could  count  on  having 
an  enormous  drug  supply  at 
potentially  cheaper  prices. 
"It's  just -a  matter  of  expand- 
ing the  flock  of  transgenic 
sheep,"   says    Dr.    Mark   L. 


Brantly,  the  project's  lead  re- 
searcher. Because  ppl's  drug 
is  delivered  as  a  mist  that's 
inhaled  just  twice  a  day,  pa- 
tients could  administer  the 
drug  themselves,  avoiding  the 
painful  jabs  of  a  needle  and 
time-consuming  visits  to  the 
clinic.  "Quality  of  life  will 
definitely  improve,"  says 
Brantly.  □ 


IS  THE  SEA  NOW  A  GIANT  PETRI  DISH? 

GLOBAL  WARMING  AND  POLLUTION  HAVE  CAUSED  AN 
alarming  spread  of  ocean  diseases  over  the  past  six 
decades,  according  to  a  team  of  13  biologists.  In  their 
survey  of  marine  pathogens,  appearing  in  the  Sept.  3  is- 
sue of  the  journal  Science,  they  discovered  that  diseases 
usually  associated  with  one  species,  including  nonmarine 
life,  are  increasingly  spreading  to  other  kinds  of  animals 
and  plants  in  the  sea,  many  of  which  may  be  disappear- 
ing without  notice.  For  instance,  the  same  scourge  that 
is  killing  coral  reefs  may  be  decimating  crabs  and  snails. 

The  researchers,  led  by  C.  Drew  Harvell,  an  associate 
professor  of  ecology  at  Cornell  University,  say  the  cul- 
prits include  long-term  warming  trends,  extreme  El 
Nino-types  of  weather  events,  and  such  human  activities 
as  aquaculture.  Because  of  these  pressures,  overstressed 
marine  life  may  be  losing  its  ability  to  fight  off  diseases. 

The  biologists  examined  reports  of  marine  diseases 
from  1931  to  1997.  Not  only  did  they  find  that  the  inci- 
dence of  ocean  diseases  increased  during  the  period  but 
most  "new"  ones  were  caused  by  shifts  to  .other  species 
rather  than  the  emergence  of  unfamiliar  pathogens.  The 
report  cited  34  such  examples,  including  seals  infected 
with  distemper  from  dogs  and  corals  killed  by  soil-borne 
fungi.  Catherine  Arnst 
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BENDING  LIGHT  W| 
A  NEW  BREED 
OF  FIBER  OPTICS 

OPTICAL    FIBERS   ARE    OH 

called  light  pipes.  That 
turns  out  to  be  much 
accurate  than  previoj 
imagined.  Unlike  ordina 
tical  fibers,  which  are 
glass,  a  new  breed  of 
thin  glass  fibers  has  a  he 
core  for  piping  light. 

Making  these  wispy 
straws  is  more  complied 
than  "pulling"  a  solid  fibe 
process   that   is   similai 
stretching  a  wad  of  taffy  i 
it's  a  thread  many  yards  1 
So  the  hollow-core  fibers 
duced  by  a  team  of  Bri 
researchers  at  the  Univei 
of  Bath,   described   in 
Sept.  3  issue  of  Science, 
have  only  limited  potentia 
telecommunications.  How 
er,    what    the    new    fib 
promise   to   do   over   sh 
hauls  is  astonishing. 

For  one  thing,  they 
pipe  light  around  90-deg 
corners.  That  means  opt 
chips  suddenly  become  fe; 
ble.  Today,  optical  chips  i 
un  economically  large  becai 
solid  fibers  leak  light  at  sh  ILITICS 
corners,  so  optical  circu  ~~ 
now  have  to  turn  gen 
curves.  The  hollow-core  vj 
ation  avoids  corner  leaks  w 
some  optical  trickery:  pj 
terns  of  holes  in  the  glass 
small  for  photons  to  squee 
through.  Contrary  to  wl 
you'd  expect,  adding  hoi 
transforms  the  glass  intol 
light  insulator. 

Theoretically,   tiny   holl 
can  also  be  used  to  creal 
novel  beams  of  interactiil 
light,  according  to  John 
Pendry,  head  of  physics 
London's  Imperial  Collej 
Normally,  light  beams  jul 
pass  right  through  each  othq 
But  interacting  beams  coi 
perform  switching,  like  trai 
sistors.  Thus,  all-optical  chif  \ 
and  computers — operating 
speeds  way  beyond  currei^ 
electronic  models — may  be 
the  horizon.  Otis  Po 
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Politicians  think  they  could 
!  >e  the  key  to  Election  2000 


Almost  any  politician  could  win  Maryann  R.  Gallagher's 
vote  with  this  promise:  more  hours  in  the  day.  Every 
morning  at  6  a.m.,  the  Vienna  (Va.)  mother  of  three 
flies  out  the  door  and  into  her  Plymouth  Voyager  for 
the  30-minute,  jam-packed  commute  to  her  job  re- 
viewing vaccine  advertising  material  for  the  Food  &  Drug 
Administration.  At  3:30  p.m.,  she's  back  in  the  left  lane  of 
Washington's  Beltway,  doing  70  mph  to  race  home  in  time  to 
take  her  daughter  to  soccer. 

Gallagher,  49,  then  speeds  off  to  the  market,  whips  to- 
gether dinner,  and  picks  up  her  children  if  her  husband, 
Frank,  can't  get  away  from  his  job  as  a  manager  at  geico 
Corp.  After  dinner,  she'll  start  the  laundry  and  field  calls  as  a 
school  fund-raiser.  If  any  of  her  kids  has  trouble  with  his  or 
her  braces,  she  says  she  feels  like  a  "crazy  woman."  As  if 
that's  not  enough,  she  frequently  drives  to  Pennsylvania  to 
visit  her  aging  mother,  worrying  along  the  way  about  college 
and  nursing-home  costs. 

Sound  familiar?  Chances  are  you  know  someone  just  like 
this.  And  politicians  from  both  sides  of  the  aisle  have  these 
millions  of  Maryann  Gallaghers  and  their  frazzled  lives  on 
their  Election  2000  radar,  aware  that  they  could  very  well  be 
a  deciding  factor.  Call  them  the  "Minivan  Moms,"  the  college- 
educated  women  who  commute  to  work  from  their  suburban 
homes.  Like  Gallagher,  they  were  often  Democrats  in  their 
youth  but  have  grown  more  conservative  as  their  focus  has 
switched  to  schools  and  their  children's  values.  They're  slight- 
ly grayer  and  a  little  more  tired  than  the  Soccer  Moms  of 
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The  company  that  never  stops 


is  born. 


TODAY,  in  the  arena  of  technology, 
you  can't  afford  to  wait  around  for  anyone 
to  ask  you  to  do  something.  Every 
moment  counts.  That's  why  we  changed 
our  name,  redefined  our  goals  and  adop- 
ted a  new  entrepreneurial  spirit.  If  we 
waited  around  to  streamline  our  opera- 
tions and  increase  cost  efficiency  we 
would  not  have  become  the  fastest 
growing  player  among  the  top  ten  semi- 
conductor companies.  And  no  one  had  to 
ask  our  employees  to  look  into  the  future 
and  stay  a  step  ahead.  Because  it's  what 
they  do,  every  day,  for  every  project  and 
every  client.  Three  simple  words  no  one 
will  ever  have  to  ask  anyone  in  our  com- 
pany to  perform:  Never  stop  thinking. 
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Working  Life 


1996,  but  they  share  a  major  trait:  While  suburban  men  are  a 
likely  GOP  vote,  these  women  are  politically  independent 
now — the  precious  "swing  voters"  both  parties  covet. 

In  1992,  President  Clinton  sailed  into  the  White  House  by 
tapping  into  the  financial  insecurities  of  recession- weary  vot- 
ers. By  promising  family  leave  and  increases  in  education 
funding,  he  became  the  first  Democratic  Presidential  candidate 
to  capture  the  suburbs  in  nearly  30  years.  Today,  as  anxiety 
over  job  security  and  eroding  wages  recedes.  Presidential  can- 


Families  to  the  Pols:  Help! 

Poll  of  1,115  adults  on  Jan.  28  -  Feb.  1,  1998 

WOMEN 


Are  time  pressures  on  working 
families  getting  better  or  worse? 


Should  government  do  more  to 
help  working  families? 


Should  employers  do  more? 


Would  you  be  more  or  less  likely  to  vote 
for  a  member  of  Congress  who  favors 
expansion  of  the  Family  Medical  Leave  Act? 


15%  better 
65%  worse 


74%  more 
21%  not 


90%  more 
6%  not 


63%  more 
11%  less 


DATA:  LAKE  SOSIN  SNELL  PERRY  &  ASSOCIATES  FOR  THE  NATIONAL  PARTNERSHIP  FOR  WOMEN  &  FAMILIES 

didates  are  starting  to  focus  on  another  kind  of  middle-class 
squeeze:  the  quality-of-life  issues  that  time-famished,  two- 
earner  households  face  as  they  struggle  to  balance  work  and 
family. 

As  they  try  to  define  a  new  set  of  middle-class  needs, 
Presidential  contenders  from  Vice-President  Al  Gore  to  pub- 
lisher Steve  Forbes  are  talking  about  the  family  time  crunch. 
Today's  middle-income  parents  are  working  about  260  more 
hours  a  year  than  they  did  a  decade  ago,  according  to  the 
Economic  Policy  Institute.  With  time  at  a  premium,  mes- 
sages relating  to  family  life  and  "livability"  are  popping  up  on 
both  parties'  political  agendas. 


Both  Democrats  and  Republicans  agree  there  is  a  pri 
but  their  solutions  differ.  Democrats  are  looking  to  gi 
ment  to  ease  the  burden.  Gore,  for  instance,  is  offerini 
basketful  of  options,  from  an  expansion  of  federal  f 
leave  policies  to  programs  to  ease  rush-hour  traffic  jam| 
suburban  sprawl.  Democratic  rival  Bill  Bradley  also  inte 
make  the  issue  a  central  one  in  his  campaign,  but  aides  s 
has  not  yet  developed  a  specific  agenda. 

Republicans  are  divided.  Most  GOP  leaders  reflexivelj 

pose    new    go 
•  ,  ment    program! 

Gallaghers        business   mand| 
son  heads  off     Front-runner 
to  football  Governor  Georgl 

Practice       _   Bush     is     stres 

broad  tax  relief  | 
he  says  will  give  families  gre 
choice  in  structuring  their  schec 
because  the  restored  income  will  I 
them  to  cut  back  hours.  But  soni 
his  GOP  brethren  question 
proach.  gop  pollster  Christine 
Matthews  thinks  Republicans 
looking  as  if  they  are  ignoring  | 
stresses  of  middle-class  life  if 
don't  come  up  with  some  specific 
targeted  ideas.  "The  Democrats  I 
way  ahead  of  us  on  this,"  she  wal 
STRESSED  OUT.  That's  not  good  nl 
for  Republicans.  Suburban  momsf 
feeling  increasingly  stressed.  A 
vey  last  year  by  Democratic  polld 
Celinda  Lake  found  that  two-thn 
of  workers  felt  time  pressures 
working  families  were  getting  wo| 
and  that  three-fourths  believed 
government  should  do  more  (tabl 
Lake  says  that  June,  1999,  polls, 
to  be  published,  found  that  famil 
felt  the  work-life  squeeze  even  m\ 
intensely. 

Lake  also  found  that  suburl 
men  with  young  children  increasing 
are  responding  the   same  way 
working  women  when  polled  abc 
time-crunch  issues — another  wor 
for  Republicans  who  have  previoud 
had  a  lock  on  suburban  men.  Ai 
Lake  notes  a  merging  of  concerl 

CIO/    rnnro  I 

among  all  suburban  women.  Whj 
20%  less  six  to  eight  years  ago,  lower-incor 

women  said  they  would  have 
ferred  extra  money  over  extra  tir 
they're  now  saying  they  want  tl 
extra  time — just  like  college-educated  women. 

Now,  politicians  of  every  persuasion  want  to  prove  i 
they  feel  these  women's  pain.  First  out  of  the  gate  is  Gor 
As  he  attempts  to  recreate  Clinton's  suburban  success,  Go  J 
is  honing  a  message  designed  to  appeal  to  the  hairied  midd] 
class.  And  he's  feeling  some  political  urgency.  Despite  the  hij 
torical  gender  gap  that  favors  Democrats,  polls  indicate  thg 
women  prefer  Republicans  Bush  and  former  Transportatic 
Secretary  Elizabeth  H.  Dole  over  Gore  in  hypothetical  ger 
eral-election  match-ups.  Independent  women  voters,  in  paJ 
ticular,  tell  pollsters  that  they  want  a  change  in  the  Whitl 
House  after  years  of  Clinton  Administration  scandals.  Anl 
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18%  better 
63%  worse 


70%  more 
28%  not 


89%  more 
8%  not 
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ANNUITIES     ' 

y  kids  will  have  enough  worries  when  they've  got  families  of  their  own.  So  to 
■Ip  prevent  me  from  being  a  burden  later  in  life,  my  Met  Life  rep  showed  me  hwv  I 
n  keep  money  coming  in  after  I  retire  —  with  a  Preference  Plus'  Account.  It's  a 
x-deferred,  variable  annuity  tailored  to  my  retirement  needs.  Once  again,  it's 
•oven  -  a  good  education  goes  a  long  way. 

i  see  how  annuities  can  fit  into  your  retirement  plans,  call  1  -800-MetLife. 
r  visit  us  at  www.metlife.com. 

GET  MET.  IT  PAYS: 


It 


MetLife 

Financial  Services 


ii999  Metropolitan  Life  Insurance  Co  ,  NY.  NY  [99084KGt  MLICLD  For  more  complete  Information  about  a  Preference  Plus'  Account,  including  charges  and  expenses,  call  lor  a  free  prospectus.  Read  it  carefully  before  investing 
ANUTS  O  United  Feature  Syndicate,  Inc. 
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The  moment  of  truth 
is  when  the  best  price  is  yours 


Start  with  a  broker  who's  not  your  competitor. 

At  Instinet,  we  don't  hold  a  portfolio  or  take  a  position  in 
any  of  the  securities  we  handle  for  clients. 

We're  neutral.  Objective.  Yours. 

So  you  never  worry  about  us  competing  with  your  trades, 
or  taking  a  position  against  you  or  giving  you  some  nonsense 
about  spreads.  No  spreads  here. 

Our  goal  is  to  help  you  get  the  fastest  trade  at  the  best 
price  —  and  handle  all  the  follow-up  automatically. 

Add  unbiased  research  and  sophisticated  analytics. 

As  a  neutral  broker,  our  research  is  doubly  valuable  because 
it  is  as  independent  as  it  is  insightful. 


We've  also  created  a  suite  of  research  and  analyticallyou 
to  make  sure  your  trading  —  indeed  your  whole  strategy 
on  track  before  you  make  a  move. 


IKfj 

and* 


Puis  direct  access  to  a  world  of  opportunities. 

Electronic  trading  may  be  fast,  but  technology  wiifota 
liquidity  is  like  a  computer  without  a  plug. 

Perhaps  that's  why  thousands  of  institutions  wllfc 
wide  use  Instinet  to  electronically  access  some  ol  Thefe 
broadest,  deepest  —  most  liquid  —  trading  opportui 
around  the  globe. 


With  all  those  institutions  at  your  fingertips  every  To  (i 


you  have  a  greater  possibility  of  finding  a  buyer  or  s 


Vs  an  agency  broker, Instinet  doc*,  not  come  between  its  client;,  and  tbe  best  price.  We  do  not  commit  capital,  make  markets  or  make  profits  on  spreads  ©1999  Instinet  Corporation,  all  rights  reserved.  INSTINET  and  the  IN 
natque  are  registered  service  marks  and  "Instinct'  is  the  marketing  name  for  Instinet  Corporation,  member  NASD,  and  Instinet  U.K.  Limited,  regulated  in  the  U.K.  by  the  SFA 
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you  need  one. 

What's  more,  trading  electronically  with  us  keeps  your 

y  and  strategy  under  wraps  —  which  can  help  keep  the 

t  from  moving  against  you  before  you  can  get  your 
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All  this  can  acid  up  to  savings.  Or  earnings. 

ul  The  fact  is, we  pioneered  electronic  brokerage  30  years  ago. 

IU(  Since  then,  we've  helped  U.S.  pension  funds  and  mutual 

I  save  billions  of  dollars  —  $1.2  billion  last  year  alone. 

To  find  out  more,  call  toll  free  l-8~^-INSTINET  or  visit 
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Bush  has  a  big  lead  over  Gore  when  asked  who  would  do  a 
better  job  in  protecting  families. 

Gore  strategists  are  frustrated  that  his  message  isn't 
resonating,  even  though  Gore  has  been  holding  annual  pow- 
wows in  Tennessee  where  he  brings  together  work-family 
gurus  to  brainstorm  new  initiatives.  Leading  his  family 
agenda  is  an  expansion  of  the  Family  &  Medical  Leave  Act 
to  cover  parent-teacher  visits  and  routine  medical  appoint- 
ments. He  also  wants  to  extend  the  law  to  small  business. 
And  he's  pushing  for  a  big  infusion  of  afterschool-care  fund- 
ing. The  White  House  also  has  proposed  money  to  train 
child-care  workers. 

Gore's  most  obvious  play  for  the  time-pressed  family  is 
his  cri  de  guerre  against  suburban  sprawl.  Traffic  congestion 
eats  into  family  time  "so  that  a  commuting  parent  often  gets 
home  too  late  to  read  a  child   ^^mhmb^^^^hbhbm^hhm 
a  bedtime  story,"  he  laments. 
As  part  of  his  "livable  com- 
munities"   agenda,    Gore    is 
proposing   more   money   for 
mass   transit   and   mortgage 
subsidies  for  people  who  buy 
homes  near  it,  an  end  to  fed- 
eral incentives  that  encourage 
new  development,  and  new 
grants  to  states  to  preserve 
open  space  and  farmland. 

Critics  joke  that  Gore  is 
so  focused  on  the  small  stuff, 
he  could  be  running  for  na- 
tional zoning  commissioner. 


Promises,  Promises 

What  the  candidates  are  saying  they'll  do 
for  working  families 

GEORGE  W.  BUSH  Permit  religious  organizations  to  get 
federal  funds  to  provide  social  programs,  including  after- 
school  care 

ELIZABETH  DOLE  Allow  women  who  return  to  the  work- 
force after  caring  for  children  to  contribute  extra  tax-fa- 
vored money  into  retirement  plans 

STEVE  FORBES  A  "flat  tax"  that  would  free  up  enough 
money  for  two-earner  families  to  either  cut  back  working 


But  his  emphasis  on  family      hours  or  allow  one  parent  to  stay  home 


and  work  is  one  way  to  gain 
a  foothold  in  the  moral-val- 
ues debate,  where  Republi- 
cans lead  in  polls,  says 
William  Galston,  a  University 
of  Maryland  professor  who 
advises  Gore.  He  adds  that 
the  gop's  Religious  Right 
risks  turning  off  these  vot- 
ers when  they  equate  moral 
values  with  such  issues  as 
school  prayer  and  abortion. 
"TONE-DEAF."  What's    more, 

Gore's  ability  to  offer  up  a  grab  bag  of  micro-programs 
puts  Republicans  in  a  bind  because  of  their  philosophical  op- 
position to  them.  "As  good  Republicans,  we  simply  don't  be- 
lieve it's  the  job  of  the  Commander-in-Chief  to  worry  about 
commute  time,"  says  Republican  pollster  William  Mclnturff, 
who  is  advising  Senator  John  McCain's  Presidential  cam- 
paign. "As  a  consequence,  Republicans  occasionally  seem 
tone-deaf.  Any  time  you  raise  these  issues,  the  Democrats 
can  outbid  you." 

There's  some  common  ground,  though.  To  tap  into  growing 
concerns  of  two-earner  families  about  finding  ways  to  care  for 
aging  parents,  the  Vice-President  and  congressional  Repub- 
licans are  all  talking  up  tax  relief  to  help  middle-income 
families  pay  for  home-based  elder  care.  And  both  Gore  and 
Bush  would  like  to  see  religious  groups  get  federal  funding  to 
help  with  everything  from  Head  Start  to  afterschool  activities. 
This  plank  in  Bush's  "compassionate  conservative"  agenda,  say 
strategists,  shows  a  more  humane  Republicanism  that  is  re- 
connecting with  the  socially-tolerant  suburbs. 

Republicans  also  eschew  the  kind  of  government  role  fa- 
vored by  Gore.  Forbes  notes,  for  instance,  that  a  Gore  pro- 


AL  GORE  Expansion  of  existing  federal  family-leave  poli- 
cies; TV  V-chip  to  help  parents  screen  out  objectionable 
programs  when  they're  not  home;  measures  to  reduce 
traffic  congestion 


DAN  QUAYLE  Change  federal  overtime  laws  to  allow  em- 
ployees who  work  extra  hours  to  take  off  compensatory 
time  rather  than  earn  mandatory  overtime  pay 

JOHN  McCAIN  Reduction  in  "marriage  penalty"  so  two- 
earner  families  keep  more  of  their  income;  expanding 
tax-favored  savings  accounts  for  education 


posal  to  allow  states  to  tap  into  their  unemployment 
pensation  funds  to  start  paying  for  family  leave  coulcll 
ardize  the  security  of  those  funds.  But  advocates  of  thl 
posals  argue  that  more  than  half  of  the  state-run  fund] 
have  surpluses  because  of  the  tight  labor  markets. 

Instead  of  government  plans,  Republicans  are  pi 
massive  tax  relief,  arguing  that  families  know  best  hJ 
use  the  money.  A  centerpiece  of  their  $792  billion  tax  cJ 
proved  by  Congress  in  August  would  reduce  the  "mail 
penalty,"  which  taxes  many  two-earner  families  at  a 
rate  than  if  they  were  singles  filing  separate  returns, 
of  these  issues  are  best  refereed  inside  of  families  anj 
by  the  government,"  says  Indianapolis  Mayor  Steven 
smith,  Bush's  chief  domestic  policy  adviser.  "The  broadei 
tax  cut,  the  better  it  is  for  family  policy." 

That  \ne\v  finds  strong^ 
port  among  the  party's 
erful  Religious  Right  fac 
many  of  whom  would  rq 
have  women  stay  home 
their  children  than 
Some  Republicans  say 
extra  money  from  tax 
would  let  moms  cut  bacj 
their  working  hours  or 
at  home.  But  moderate 
resentative  Thomas  M. 
Ill  (R-Va.),  chairman  ofl 
House  Republican  campl 
committee,  says  such  vif 
are  a  relic  of  the  Indusj 
Era.  Although  Davis, 
represents  the  boor 
Washington  suburbs  of  nol 
ern  Virginia,  agrees  with[ 
tax  cut,  he  doesn't  believl 
will  reverse  the  trendl 
women  in  the  workplace, 
views  of  party  moralists,| 
says,  "are  not  realistic 
are  dissonant  with  the  emd 
ing  swing  vote  in  America 
EASING  BURDENS.  Davisl 
among  the  growing  num| 
of  gop  officials  pushing  for 
incentives  to  help  meet  the  financial  burdens  of  two-ear: 
families,  such  as  child-care  costs.  However,  most  Repu 
can  Presidential  candidates  aren't  yet  convinced  they  ne& 
expend  the  same  amount  of  political  capital  on  these  issues 
the  Democrats.  The  reason:  Working  moms  make  up  onl 
small  percentage  of  the  gop  base.  "In  a  Republican  prim; 
the  majority  of  voters  are  male,  and  the  women  tend  to 
pro-family  traditionalists,"  says  one  party  activist. 

But  expect  Minivan  Moms  to  become  a  bigger  focus  as 
primary  season  shifts  to  the  general  campaign.  Republic 
pollster  Matthews,  though,  worries  that  may  be  too  la 
"The  Democrats  have  identified  an  important  and  power 
message,"  she  says.  "Our  leaders  don't  seem  interested." 

With  demand  at  the  grassroots  building,  it  may  be  just 
matter  of  time  before  the  time  squeeze  is  a  common  theme 
the  Presidential  campaign.  That  means  that  parents  lil 
Maryann  Gallagher,  their  pedal  to  the  metal  on  the  hig 
ways  of  America,  could  find  themselves  crucial  players 
the  national  political  drama  about  to  unfold. 

By    Susan    B.    Garland,    with   Richard   S.    Dunhar 
in  Washington 
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ING  Financial  Services  International  is  an  =  =  =vi  e-business 


Industry:  Banking  and  Finance 

Company:  ING  FSI 

Partner:  Sanchez 

Tools:  RS/6000;  MQSeries, 
AIX,  Visual  Age  Java 

Solution:  Virtual  Banking 

While  many  industries  are  offering 
products  on  the  Internet,  service  industries 
like  banking  and  finance  are  also  taking 
advantage  of  e-business.  Services  that  once 
took  banks  weeks  to  process  are  now  done 
instantly  online.  And  banks  are  drastically 
cutting  costs  as  a  result. 

Sanchez  Computer  Associates  and  IBM 
have  created  software  solutions  that  directly 
address  the  relationship  between  e-business 
and  financial  services.  Sanchez  has  been 
providing  integrated  production  software  to 
financial  institutions  for  20  years. 

ING  FSI  Commercial  Banking  saw  the 
marketplace  shifting  to  e-business.  It  quickly 
embraced  the  technology  and  opened  the 
first-ever  "virtual"  bank  in  Canada,  ING  Direct. 
Having  no  physical  branches,  agents  or 
brokers,  ING  Direct  was  able  to  translate 
its  low  overhead  into  highly  competitive 
products  and  services. 

"We've  had  so  much  success  with  the  direct  model  that  we  are  rolling  out  the 
system  worldwide,"  says  Martin  Vonk,  CIO  at  ING  FSI.  "e-business  couldn't  be  a 
more  natural  fit  for  us."  Find  out  how  e-business  can  improve  your  business  at 
www.ibm.com/e-business/sanchez  or  call  1  800  IBM  7080,  ext.  BP04. 


ING  Direct  attracted  over  150,000 
|  )   new  customers  in  Canada  during 
a  24-month  period. 


Because  of  low  overhead, 
ING  Direct  can  offer  a  savings 
account  in  Canada  with  high 
interest  rates. 

ING  Direct  develops  and  sends 
customized  financial  products 
based  on  customer  profiles. 

ING  Directs  banking  presence 
was  established  from  scratch  in 
six  months  instead  of  more  than 
a  year  for  brick-and-mortar. 

ING  Directs  Toronto  branch 
garnered  over  $1  billion  in  new 
deposits  in  two  years. 


-;.'rf-  • 
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Sanchez  Computer  Associates  is  an  X ±f i¥i.  Business  Partner 


Working  Life 





COMMENTARY 


By  Michelle  Conlin 


9  TO  5  ISN'T  WORKING  ANYMORE 


For  all  the  country's  New  Economy  ways,  most  jobs 
are  still  modeled  on  the  clock-punching  culture  of  the 
industrial  past.  Like  wired-up  assembly-line  drones, 
people  are  expected  to  show  up  Monday  through  Friday 
and  do  their  work  in  eight-,  nine-,  or  ten-hour  chunks  of 
time.  This  rusty  arrangement  is  exactly  what  IBM's  vice- 
president  of  global  workforce  diversity,  Ted  Childs, 
wants  to  smash  to  pieces.  Sounding  like  a  corporate  Gen- 
eral Patton,  Childs  warns:  "We're  going  to  grab  that  old 
model  by  the  throat  and  choke  it  to  death." 

That's  strong  talk  for  a  human  resources  execu-  _ 

tive.  But  Childs  is  waging  a  difficult  campaign.  So  * 

far,  most  of  Corporate  America's  response  to  the         # 
skin-tight  labor  market  has  been  to  lather  job  f 

candidates  with  juicy  options  packages  and 
perks.  But  there's  fresh  evidence  that  those  ^ 

companies  are  missing  the  boat.  New  studies,      £ 
including  one  from  the  Boston  College  Center 
for  Work  &  Family,  find  that  most  workers'         • 
No.  1  concern  has  nothing  to  do  with  getting         f 
free  flying  lessons  or  health  insurance  for  their 
pets.  It  doesn't  even  have  to  do  with  chopping        • 
the  hours  they  work  or  fattening  their  pay-  ( 

checks.  Rather,  employees'  top  priority  is  getting 
the  flexibility  to  control  their  own  time  and  when, 
how,  and  where  they  do  their  jobs — giving  them  the 
freedom  to  finesse  their  own  work-life  balance. 
SPOOKED  SHAREHOLDERS.  Sounds  easy.  But  that  re- 
quires no  less  than  rethinking  and  reengineering  peo- 
ple's jobs.  Called  "work  redesign,"  these  projects  often 
involve  clipboard-toting  consultants  who  nose  around  in 
every  department,  sometimes  tearing  apart  people's 
routines  for  months.  Plus,  if  word  gets  out  that  a  com- 
pany is  in  the  midst  of  one  of  these  mini-revolutions, 


shareholders  could  get  spooked.  Sor 
companies  are  so  secretive  about 
these  projects  that  they  won't  talk 
about  them  even  if  they're  going 
smoothly. 

But  a  handful  of  savvy  ceos  and 
human  resource  types  like  Childs  a: 
forthcoming  about  such  workplace 
transformations.  They're  aiming  to 
cure  today's  biggest  human  resource 
headache — retention  of  rising  stars 
and  would-be  retirees — by  rejiggerir 
jobs  so  that  workers'  lives  are  a  top 
priority,  alongside  customer  expecta 
tions  and  the  P&L.  And  by  making 
things  easier  at  home,  these  busines; 
es  are  getting  the  worker  loyalty  an 
productivity  and  efficiency  gains  the 
sought  all  along. 

Today  at  IBM,  the  company  that 
was  once  so  rigid  that  it  banned  flor 
ties,  managers  are  allowed  to  work 
part-time — and  from  home — so  they 
can  better  juggle  the  demands  of  their  children 
*     and  their  jobs.  From  a  den  in  the  family  colo- 
£    nial,  Joanna  Dapkevich  manages  50  software 

customer-service  representatives  at  IBM's  office 
•  park  in  Raleigh,  N.C.,  10  miles  away. 
0        After  Dapkevich  got  pregnant  in  1997,  she 
asked  her  boss  if  she  could  work  part-time  from 
™    home  but  still  keep  her  job.  Accommodations  had  t< 
#     be  made.  Since  Dapkevich  would  only  be  working 
I      part-time,  a  third  of  her  business  had  to  be  spun  off  t< 
two  other  managers  itching  for  more  responsibility.  And 
Dapkevich  had  to  retrain  her  people  to  not  tliink  they 
were  bothering  her  every  time  they  phoned  her  at  home. 
Since  her  new  schedule  went  into  effect,  Dapkevich's 
customer-satisfaction  ratings  have  risen  sharply,  from 
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Life  is  short.  Do  what  you  want. 


As  the  world's  largest  online  recruitment  center, 


we  offer  1  million  jobs,  custom  searches,  and  real  world 


career  resources  you  won't  find  anywhere  else. 


AMERICA'S 


JOBBANK* 

SERIOUS     NetWORKING™ 


1   MILLION  JOBS  POSTED 


400,000  SEARCHES  EVERY  DAY    100%  FREE 


I   WILL   BUILD   MY   PORTFOLIO 

on  SOLID  GROUND 


Q> 


John  Spiincer 

fidelity  investor 


Fidelity 


ONI    YEAR 


EIYE  "»  EAR 


LIFE  OK  II  M) 


25.58%      31.33%       27.19% 


"That's  smart  thinking.  Solid  business  fundamentals 
can  lead  to  increased  earnings  for  companies'. 
And  growing  dividends  can  be  the  proof. 
The  Fidelity  Dividend  Growth  Fund  sees  a 
company's  current  or  potential  dividend 
growth  as  a  sign  of  financial  strength.  | 
Only  you  can  decide  which  funds  are 
right  for  you,  but  see  what  Fidelity 
money  management  excellence  can  do.v 


for  the  FUND    FACT    KIT 


CALL 


-8-0    0-FI-DELITY 


FIDELITY.COM 


Mr.  Spencer  is  a  Fidelity  customer  and  was  compensated. 

lor  mow  complete  information  on  any  I  ideliiv  fund,  call  for  a  free  prospectus  and  read  it  carefully  before  investing. 

I  DD  si  K\  It  I  :  I  -800-544-01 18  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

inception  4/27/93.  'Average  annual  total  returns  include  changes  in  share  price,  reinvestment  of  divider:, 
share  price  and  return  will  varj  tin  or  loss  when  you  sell  your  shares. 

m  courtesy  ol  Boston  Stock  1  xchange  Fidelit)  Distributors  corporation 
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New  studies  find  that  employees'  top  priority  is 
gaining  the  flexibility  to  control  their  own  time 


80%  to  85%.  Her  team's  morale  is  also  the  highest  of  the 
four  that  make  up  her  division.  Says  Dapkevich:  "This 
way,  I  can  give  120%  to  IBM  and  120%  to  my  newborn, 
and  this  nets  out  to  zero  guilt  for  me." 
GUILT-FREE.  Working  parents  at  Merck  &  Co.  are  feeling 
a  lot  less  guilty,  too.  A  year  ago,  the  Whitehouse  Station 
(N.J.)-based  company  embarked  on  a  massive  work-re- 
design effort,  asking  employees  what  maddened  them 
most  about  their  jobs.  People  in  the  payroll  department 
made  big  noises  about  the  mounds  of  overtime  that  had 
become  as  habitual  as  coffee  breaks.  The  pharmaceutical 
giant  realized  how  much  of  the  department's  work  wasn't 
computerized,  and  how  the  9-to-5  workday  didn't  match 


Struggling  To  Balance  Work  and  Family 

A  look  at  what's  easing  the  burden  for 
working  parents — and  what's  falling  short. 


WHAT'S  WORKING 


INDEPENDENT  CONTRACTING 

One  in  four  workers  is  saying 
adios  to  Corporate  America.  And 
what  a  happy  lot:  They  are  twice 
as  likely  as  W-2s  to  earn  more 
than  $75,000  per  year  and  half 
as  likely  to  work  more  than  40 
hours  a  week. 


FLEXIBILITY  Attheendofthe 
day,  workers  care  more  about 
having  control  over  when, 
where,  and  how  they  work 
than  anything  else.  Flextime, 
telecommuting,  and  part-time 
work  arrangements  are  employee 
favorites. 


the  cyclical  pileup  of  work.  Automation  and  new  sched- 
ules helped  sink  department  overtime  50%  and  allowed 
the  number  of  people  with  flexible  work  arrangements  to 
double,  to  45%. 

The  benefits  of  work  redesign  have  even  shown  up  in 
some  unlikely  places — like  the  bedroom.  After  moving 
200  bankers  from  pricey  downtown  Boston  office  space 
to  cheaper  digs  in  Framingham,  Mass.,  Fleet  Financial 
Group  got  pounded  with  a  raft  of  complaints  about 
longer  commutes,  smaller  support  staff,  and  a  focus  on 
pumping  out  as  many  loans  as  possible  instead  of  pro- 
viding quality  and  customer  service.  With  the  help  of  re- 
searchers from  Radcliffe's  Public  Policy  Institute, 
telecommuting  options  were  offered.  A  new  backlog 
manager  was  hired  to  handle  the  overload,  and  officers 
were  allowed  to  swap  loans  with  each  other.  It  didn't 
take  long  for  the  bad  feelings  to  die  down.  The  number 


of  employees  who  reported  struggling  with  insomnia 
dropped  by  35%. 

The  upsides  aren't  surprising,  considering  a  recent 
by  Los  Angeles-based  Flexible  Resources  Inc.,  in  whi 
56%  of  managers  say  employees  with  flexible  schedule 
are  more  productive  per  hour.  That  kind  of  positive  bu 
is  what  has  driven  work  redesign  successes  at  such 
places  as  Ernst  &  Young,  Hewlett-Packard,  Bank  of 
America,  and  Lucent  Technologies. 

But  for  all  the  demonstrated  benefits  of  these  chang 
the  majority  of  companies  have  yet  to  sign  on.  David 
Meador  is  vice-president  and  controller  of  dte  Energy 
Co.  in  Detroit,  where  he  fought  hard  to  implement  wh 
he  calls  work  redesign  "interve 
tions."  Prior  to  his  stint  at  DTE, 
he  sweated  just  as  much  over 
pushing  through  work  redesign 
changes  at  Chrysler  Corp.,  wher 
he  was  the  controller  of  the 
Mopar  parts  division  until  1997 
At  both  companies,  most  emplo 
ees  were  unhappy  with  their 
work-life  balance.  But  their  cul 
tures  did  not  allow  the  matter  t< 
be  discussed,  says  Meador.  "At 
first,  executives  said,  'it's  not  an 
issue  here,'  and  'we  don't  need 
it,' "  he  says.  "This  happened  to 
be  coming  from  white  males  who 
had  worked  70  hours  a  week  the 
whole  lives.  They  didn't  ,see  it  as 
a  problem  for  them,  so  they  didn 
think  it  was  a  problem  for  any 
body  else."  The  face-time,  compa 
ny-first  culture  at  DTE  was  so  pe 
vasive  in  the  account  and  finance 
departments  that  people  took  va- 
cation days  when  they  were  ill  fo 
fear  that  having  sick  days  on 
their  records  would  mar  chances 
for  promotions. 

Meador  set  about  changing  this 
mindset  in  a  work  redesign  pilot  program  launched  this 
year.  Gone  is  the  hall-monitor  atmosphere  in  which  some 
workers  felt  they  had  to  sneak  out  early  even  when  the; 
were  legitimately  owed  time  off.  "Now,  the  focus  is  on 
whether  we  produce,  not  on  how  or  where  or  when  we 
do  it,"  says  DTE  financial  consultant  Lisa  Sexton-Garon. 

Not  long  ago,  DTE  might  have  gone  the  way  of  the 
faddish  fix-it:  $200  nights  on  the  town  and  complimentary  )a|s  g 
dry-cleaning  pickups  at  employee  cubicles.  But  a  new 
generation  of  smart  companies  isn't  hesitating  to  admit 
something's  wrong  and  throw  out  the  old  playbook. 
These  are  essential  moves  for  those  corporations  that 
don't  want  to  be  considered  the  crotchety  holdovers  of 


WHAT'S  NOT 


CHILD  CARE  Corporations  have 
spent  monumental  sums  of  mon- 
ey to  help  provide  child-care 
arrangements  for  working  parents. 
But  companies  say  they  can't  af- 
ford to  foot  the  bill  by  them- 
selves, and  they're  getting  little, 
if  any,  government  support. 


THE  FAMILY  LEAVE  ACT  Only  a 
smidgen  of  workers  are  taking 
advantage  of  a  policy  that  allows 
employees  to  take  up  to  six 
months  off  without  pay  after  the 
birth  of  a  child  or  when  a  family 
member  takes  ill.  The  problem: 
Who  can  afford  it? 


idividec 


another  work-life  age. 


id  you 
BR  sh; 
w'rehy 
Mr  Fin; 


Michelle  Conlin  unites  about  workplace  trends  from 
New  York. 
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Technology 
Energy 
Financials 
Consumer  Staples 


Basic  Industries 


Industrial 
Consumer  Services 


Cyclical/Transportation 


THE   S&P  500   IS 


^JF»^    ^  ^■^^A'Sai    ^BB  W 


EN 


BLE    I 


BITE-SIZED   PIECES 


..., 


?  divided  the  S&P  500  into  nine  sector  index  funds.  So  now  you  can  customize  your 
estments  by  picking  and  weighting  these  sectors  to  meet  your  specific  investment 
als.  Select  Sector  SPDRs  have  the  diversity  of  a  mutual  fund,  the  focus  of  a 

:tor  fund,  and  the  "   -  -      •    . .  _      :-._...>  tradability  of  a  stock. 

,  1-800-THE-AMEX  * 

id  you  can  buy  or   ^— —  .    .  .    I  sell     Select     Sector 

DR  shares  on  the  American  Stock  Exchange  throughout  the  trading  day.  If 
u're  hungry  for  more  information  or  would  like  to  receive  a  Prospectus,  talk  to 
ur  Financial  Consultant,  call  us,  or  visit  us  on  the  Web  at  www.spdrindex.com 


S&P  500,  SPDRs,  and  Select  Sector  SPDRs  are  trademarks  of  McGraw-Hill  Companies,  Inc.  and  have  been  licensed  for  use  The 
ks  included  in  each  sector  index  were  selected  by  the  compilation  agent  Their  composition  and  weighting  can  be  expected  to 
•r  from  that  in  any  similar  index  published  by  S&P  ALPS  Mutual  Fund  Services,  Inc  ,  a  registered  broker  dealer,  is  distributor  for  the 
•ct  Sector  SPDR  Trust  Investment  returns  and  principal  value  will  fluctuate  so  that  an  investor's  shares,  when  sold,  may  be  worth 
e  or  less  than  their  original  cost.  Select  Sector  SPDR  Funds  may  bear  a  higher  level  of  risk  than  more  broadly  diversified  funds. 


CATEGORY  CALLY 

UNIQUE 
INDEX    FUNDS 


SECTOR 


spd  rinqex.com 


People 


TRANSITIONS 


FROM  NABISCO  TO  TROPICANA 
TO . . .  EFDEX? 

Brand-marketing  whiz  Ellen  Marram  faces  her  biggest  challenge  yet 


Tl 

K 


. 


Ellen  R.  Marram  has  always  liked 
to  go  her  own  way.  When  she 
graduated  from  Wellesley  College 
in  1968,  many  of  her  classmates 
were  too  busy  embroidering  flowers  on 
their  jeans  and  preaching  free  love  to 
think  much  about  their  futures.  But  Mar- 
ram donned  a  suit  and  marched  straight 
over  to  Harvard  business  school,  one  of 
few  women  of  that  era  to  do  so.  And  in 
the  three  decades  since,  she  has  become 
one  of  the  highest-ranking  and  most  vis- 
ible women  in  Corporate  America.  Yet  af- 
ter becoming  the  ceo  of  Tropicana  Bev- 
erage Group  in  1993,  Marram  quit  a  year 
ago  when  the  company  was  sold,  brashly 
announcing  that  she  was  leaving  to  de- 
vote herself  full  time  to  searching  for  a 
CEO  job. 

Now,  Marram,  52,  has  resurfaced — 
and  she's  surprising  everyone  once  again. 
With  her  stellar  credentials,  which  in- 
clude heading  Nabisco  Biscuit  Co.  and 
turning  Tropicana  into  a  global  juice-in- 
dustry leader,  many  figured  Marram 
would  become  one  of  a  handful  of  women 
to  head  a  large  U.  S.  corporation.  In- 
stead, she  has  settled  on  a  tiny  Internet 
startup  called  efdex.  Never  heard  of  it? 
Join  the  crowd.  It  stands  for  electronic 
food  and  drink  exchange,  an  idea  that 
Marram  insists  will  revolutionize  the  way 
everything  from  grocery  chains  to  restau- 
rants do  business. 

FROM  SCRATCH.  It's  a  huge  gamble  for 
Marram — and  in  many  ways,  a  big  come- 
down. She  has  traded  thousands  of  em- 
ployees for  a  team  of  six  at  efdex's  Stam- 
ford (Conn.)  headquarters  and  a  staff  of 
200  scattered  around  the  globe.  Instead 
of  a  massive  global  brand,  she's  hawking 
a  name  that  sounds  like  some  obscure 
software  product.  But  that's  not  how 
Marram  sees  it.  She  says  she  was  excit- 
ed by  the  idea  of  efdex  and  wanted  the 
chance  to  build  something  from  the 
ground  up. 

She'll  certainly  have  that.  Today,  food 
exchanges  exist  for  only  a  limited  num- 
ber of  food  commodities,  such  as  coffee 
and  soybeans.  For  everything  else,  in- 
formal networks  of  buyers  and  sellers 
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Edit  memo  to  board  members  •  Review  living  will  will)  dad 
Verify  ADA  eompliance  for  new  plant  •  Answer  146  e-mails 


Feeling  sgueezed? 


Amidst  all  the  demands. 

all  the  pressures,  all  the 

complexities  of  your  life,  it's 

nice  to  know  that  one  area 

just  got  a  whole  lot  simpler. 

Taking  care  of  legal  matters. 

Introducing  Lawoffice.com" 

Simpler,  because  now  at  a  single 

location  you  can: 

•  Quickly  research  over  400  legal 

topics  relating  to  your  busi- 
ness and  personal  needs 

•  Identify  practical  applications 


of  the  law  from  leading  law  firms 

•  Translate  legalese  terms 
into  plain  English 

•  Find  the  best  legal  counsel 
for  every  situation 

Lawoffice.com  from  West  Legal 
Directory.8  It's  always  open. 
Easy  to  use.  Comprehensive 
and  authoritative.  And  it's  free. 
Visit  and  see  why  this  single  site 
is  revolutionizing  the  way  busi- 
nesses and  individuals  address 
legal  matters. 


Law/of ficScom 

from  West  Legal  Directory  I    LI 


ENTER      THE      WORLD      OF      LEGAL      SOLUTIONS™ 


The  trademarks  shown  within  are  used  under  license 
©  1999  West  Group  1 -9902 -7/ 8-99 1  008837| 


WEST 

GROUP 


People 


BORN  Boston,  1947 


have  evolved  over  time.  What  efdex  pro- 
poses is  to  create  a  broad,  supereffieient 
exchange  for  every  type  of  food  imagin- 
able, with  thousands  of  customers  trolling 
the  Net  to  find  the  best  deals  on  every- 
thing from  tiny  shipments  of  pricey  Ital- 
ian truffles  to  massive  quantities  of  ham- 
burger meat.  mmm^^^^^^^ 

Marram  is  courting 
restaurants,  retailers, 
and  food  manufactur- 
ers such  as  McDon- 
ald's Corp.  and 
Campbell  Soup  Co.  on 
the  buyers'  side.  She 
also  wants  to  recruit 
everyone  from  indi- 
vidual farmers  to 
multinational  con- 
glomerates to  list 
their  foodstuffs  on  the 
exchange.  Efdex, 
which  got  its  start  in 
Great  Britain,  will  de- 
but in  Europe  next 
month  before  a  sched- 
uled U.  S.  rollout  in 
early  2000.  It  plans  to 
make  money  charging 
for  advertising  and 
commissions  on  trades 


and  by  selling  proprietary  industry 
data  on  such  things  as  prices  or  sup- 
plies. "This  could  be  very  big,"  says 
Nomi  Ghez,  a  Goldman,  Sachs  &  Co. 
food-industry  analyst.  "Ellen  is  getting 
involved  for  a  reason." 

Described  bv  former  co-workers  as 


Ellen  R.  Marram 


EDUCATION  Wellesley  College, 
BA,  economics,  1968;  Harvard 
B-school,  MBA,  1970 

FIRST  JOB  Library  clerk  in  high 
school:  "The  joke  was  you  needed 
a  library  card  to  take  me  out." 

NEW  JOB  CEO  of  startup  efdex, 
an  online  wholesale  food-and- 
beverage  exchange. 


PREVIOUS  JOB  Chief  exec  of 
Seagram's  Tropicana  unit,  which 
was  sold  to  PepsiCo  in  1998. 


MOST  POTENT  SKILL  An 

intuitive  marketer,  she  is  known 
for  her  ability  invent  new  prod- 


ucts, such  as  SnackWell,  that 
strike  a  chord  with  consumers. 


MANAGEMENT  STYLE  Demand- 
ing. "I'm  not  always  as  patient  as 
I  should  be." 

ENERGY  LEVEL  High.  Known 
to  sneak  in  late-night  sightseeing 
on  foreign  trips  after  colleagues 
head  to  bed. 

HOBBIES  Traveling,  especially  in 
Eastern  Europe  and  Asia;  reading 
biographies,  history,  or  mystery 
novels. 

FAMILY  Married,  with  two  grown 
stepchildren  and  a  three-month- 
old  grandchild. 


smart,  demanding,  and  sometimes 
fused  with  subordinates,  Marram 
the  unlikeliest  of  Net  entrepreneurs 
stTvatively  dressed  in  a  crisp  nav 
accented  with  small  gold  earning 
sports  a  look  far  more  at  home  in 
porate  boardroom  than  among  the 
^^^^^^■^"■",  sipping,  khaki-clac 
Xers  who  typif 
wi  >rld  of  Web  sta 
And  though  her 
clearly  adds  clo 
the  tiny  compa: 
doesn't  guarantee 
cess.  For  starters, 
ty  of  others  are  t: 
to  launch  similar 
vices.  What's  mor 
unclear   whether 
food-and-beverag 
dustry    will    emb1 
efdex    as    their 
ferred     way     to 
business. 

Even  assuming 
efdex  is  viable,  is 
good  fit  for  Marr 
She  made  her  mar 
a  consumer-prod 
whiz,  but  efdex  is 
sitioning   itself 
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Sprint  ION'  Integrated  On-Demand  Network.  Voice,  video,  data  and  Internet  on  a  single  connection.  It's  here.  It's  real. 
And  it  will  totally  revolutionize  the  way  employees,  suppliers  and  customers  share  information.  Because  Sprint 
ION  redefines  collaboration.  Now  everyone  will  be  able  to  work  together  in  real  time,  sharing  input  from  every 
source.  And  because  geographical  constraints  can  be  virtually  eliminated,  it  will  have  great  impact  on  your  entire 
business  world — from  facilitating  the  hiring  and  management  of  employees  to  improving  the  response  time  of 
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css-to-busiiicss  company  with  little 

interaction  with  consumers.  Thai 

aisecl  some  eyebrows.  "I  don't  sec 

this    plays    to    her    consumer 

gths,"  says  an  executive  who  has 

closely  with  Marram.  "Maybe 

II  grow  big  enough  to  hold  her  in- 

l,  hut  I  think  her  talents  are  being 

ed."  Adds  Terry  I*.  Preskar,  a  for- 

Nabisco  colleague  who  is  now  vice- 

il.  ni    of   health    management    at 

k-Medeo  Managed  Care:  "I  was  a 

surprised  when  I  found  out." 

TLED  SPINOFF.  Marram  insists  she 

t  want  to  take  a  job  where  "they 

i  asking  me  to  do  again  what  I'd 

before."  Her  path  to  efdex  began 

1  Seagram,  Tropieana's  parent,  sold 

lice  division  to  PepsiCo  Inc.  in  Au- 

,  1998.  Seagram  had  been  planning 

Din  off  Tropicana  into  an  indepen- 

public  company,   and   many  ob- 

ragi  ers  expected  Marram  to  stay  on  as 

When  that  didn't  happen,  Marram 

she  was  "a  little  disappointed." 

chers  insist  her  reaction  went  deeper. 

m  was  absolutely  crushed,"  says  one 

g   ricana  insider.  Adds  a  headhunter 

has  closely  followed  Marram's  ca- 

Marnft  "Her  biggest  disappointment  in  life 

marl  not  having  that  IPO."  Marram  says 

In  supported  the  sale.  "It  was  the  best 

y  for  Tropicana.  It  just  wasn't  the 

;  fit  for  me,"  she  adds.  "I  didn't  have 


to 


Efdex  stands  for  electronic  food  and  drink 
exchange-a  Net  marketplace  that  Marram  insists 
will  change  how  the  food  industry  operates 


the  necessary  enthusiasm  to  stick 
around." 

In  any  event,  Marram  quit  not  long 
after  the  deal  was  announced,  and  for 
the  first  time  in  three  decades,  she  was 
without  a  job.  Few  doubted  that  she 
wTould  soon  find  work.  The  wide  expec- 
tation was  that  she  would  land  a  top 
corporate  job  within  weeks  or  months. 
"Pepsi  could  have  been  a  port  in  the 
storm  while  Ellen  looked  for  something 
else,"  says  Steven  A.  Seiden,  an  execu- 
tive recruiter  and  president  of  Seiden 
Krieger  Associates  Inc.  "She  had  the 
guts  to  say  no." 

Instead,  she  jumped  onto  a  roller- 
coaster  ride  of  endless  breakfast  and 
lunch  meetings.  But  the  weeks  and 
months  rolled  by.  She  was  considered  for 
the  post  of  Levi  Strauss  &  Co.'s  chief 
operating  officer  and  for  other  jobs.  But 
w7hile  she  was  sought  after  for  her  con- 
sumer-products expertise,  a  major  ceo 
slot  that  appealed  to  her  didn't  material- 
ize. Some  recruiters  say  her  star  power 
started  to  fade  a  bit.  Says  one:  "It's  hard 


to  be  out  of  the  market  for  that  long." 
Finally,  in  April,  Marram  got  t  hi- 
pbone call  that  propelled  her  into  the 
world  of  E-business.  Brian  M.  Meany,  a 
recruiter  at  headhunter  Herbert  Mines 
Associates,  knew  of  her  reputation  as  a 
driven  brand-marketing  star  when  he 
called  about  a  tiny  Net  startup  that  was 
looking  to  hire  top  management.  Mar- 
ram cut  him  off  60  seconds  into  his  spiel. 
"0.  K.,  I  get  it,"  he  recalls  her  saying. 
"Now,  I've  got  some  questions  for  you." 
In  a  five-hour  meeting  at  New  York's 
Peninsula  Hotel,  Marram  quizzed  efdex 
Chairman  Tim  C.  Carron  Brown  on  de- 
tails of  the  business  model  and  how  much 
control  she  would  have  over  shaping  the 
company. 

EXPANDED  REACH.  At  first,  efdex's  busi- 
ness-to-business plan  didn't  seem  to  lend 
itself  to  Marram's  brand-building  skills. 
But  as  she  listened,  she  became  intrigued 
by  the  idea  of  a  global  electronic  business 
exchange  that  could  radically  expand  the 
reach  of  food-and-beverage  trading  while 
making  it  more  efficient.  And  Marram, 
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along  with  the  rest  of  the  world,  couldn't 
help  notice  as  one  Net  entrepreneur-  after 
another  racked  up  paper  fortunes  in  the 
tens  of  millions.  Still,  she  waves  off  any 
suggestion  that  she's  out  to  make  a  quick 
killing  in  efdex's  ipo. 

Will  efdex  turn  out  to  be  the  block- 
bluster  Man-am  hopes  to  build?  If  not, 
no  one  will  be  more  disappointed  than 
Marram.  Raised  in  a  middle-class  house- 
hold in  Boston,  Marram  was  Type  A 
right  from  the  start.  Her  father,  who 
ran  a  men's  clothing  stole  before  going 
to  work  for  the  post  office,  would  quiz 
her  on  politics  and  news  at  the  dinner 
table.  Marram's  mother,  a  homemaker 
trained  as  a  teacher  and  psychiatric  so- 
cial worker,  stressed  the  value  of  school. 
Says  Marram:  "I  was  expected  to 
achieve." 

RIDICULE— AND  SUCCESS.  And  she  did. 
Excelling  in  high  school,  Marram  won  a 
scholarship  to  Wellesley.  There  she  de- 
veloped a  passion  for  economics,  be- 
cause it  let  her  "read  the  newspaper 
more  intelligently,"  and  psychology, 
which  helped  her  understand  behavior. 
She  tried  to  combine  the  two  by  can- 
vassing blood  donors  for  a  paper  on 
why  people  give.  "Some  felt  it  cost  them 
nothing,  and  others  felt  they  were  giv- 


Is  efdex  a  good  fit  for  Marram?  She  has  made| 
her  mark  as  a  consumer-products  whiz,  but 
efdex  is  a  business-to-business  company 
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ing  life,"  says  Marram.  "It  taught  me 
that  how  people  value  things  can  differ 
a  Lot." 

After  Harvard  B-school,  Maaram  land- 
ed at  Lever  Brothers  and  two  years  lat- 
er jumped  to  Johnson  &  Johnson's  Per- 
sonal Products  Co.  She  switched  to 
Standard  Brands  Inc.  in  1977,  which  was 
acquired  by  Nabisco.  In  1987,  Marram 
broke  into  the  big  time  when  she  took 
over  as  president  of  Nabisco  Grocery 
Div.  A  year  later,  she  became  president 
and  ceo  of  Nabisco  Biscuit  Co.,  where 
she  came  up  with  the  idea  of  a  low-fat 
brand  of  cookies  and  snacks.  Nabisco  vet- 
erans ridiculed  the  idea,  informing  her 
that  indulgent  snacks  and  low  fat  don't 
mix.  Marram  pressed  ahead  and  devel- 
oped the  SnackWell  brand.  Launched  in 
1992,  the  brand  became  huge  hit. 

At  Tropicana,  she  met  with  similar  re- 
sistance^— and  success.  The  result:  Tropi- 
cana  was  the  first  in  the  industry  to  ap- 


ply sophisticated  brand  segmentat 
orange  juice.  Grapefruit-splashed  o! 
juice,  juice  with  pulp,  with  extra 
um — they're  all  on  the  grocery 
thanks  largely  to  Marram.  On  her  \> 
the  top,  Marram  developed  a  repu 
as  a  demanding  boss.  "She  was 
highly  regarded,"  says  Preskar  of 
ram's  Nabisco  days.  "But  she  also 
idated  some  people.  She  kept  th 
line.  She  asked  the  tough  question 

Now,  Man-am  will  be  asking  m 
the  same  at  efdex.  Transforming 
nuscule  Net  venture  into  a  moneym: 
global  exchange  is  a  huge  propos 
With  her  small  staff  and  unproven 
ness  model,  it  won't  be  easy.  On  the 
er  hand,  this  is  the  woman  who 
the  world  a  low-fat  cookie  that  acti 
tastes  good.  Compared  to  that,  buildi 
new  company  from  the  ground  up  c 
turn  out  to  be  a  cinch. 

By  Diane  Brady  in  Stamford,  G 


Comdi 
Comp 
Cybere 


'We  don't  talk  anymore. 
And  other  long  con 


'wo  orams.  rtanacraj 


tall,  munberc 


hex  M'tlo'.v.Mt- 


Sundsvall  and  the  Sundsvall  boliKjgnedallion.  logo,  crest,  label  l 
Sundsvall  vodka.  40%ALC.A/OL.  Distilled  from  grain  loponed  by  Seagramtmerkas 


m 


oaied  character. 


'fled  by  VSS  Vint  Sprit  AB 
our  quality  responsibly. 


SLTNDSWVLb 

t'oc/^a  to  be  savoured 


f- 


Reach  these  Business  Week  advertisers  on  the  Web: 


[  Grow  Ihll1 


address 
directory 


nerican  Electric  Power 
(AEP) 

www.aep.com 

Apple 

www.apple.com 

Brio  Technology 

www.brio.com 

Cabletron  Systems 

www.cabletron.com 

Check  Point 

www.checkpoint.com 

Cisco  Systems,  Inc. 

www.cisco.com 

Comdial 

www.comdial.com 

Compaq 

www.compaq.com 

Cybercash 

www.cybercash.com 

Dale  Carnegie  Training 

i  fi  www.dale-carnegie.com 

-  Deloitte  &  Touche  LLP 

www.dttus.com 

E*TRADE 

www.etrade.com 

Ernst  &  Young 

www.ey.com 

csson  Radio  Systems  AB 

www.ericsson.se 

Fidelity  Investments 

www.fidelity.com 

Fireman's  Fund 

www.the-fund.com 


Jm 


>ven  I 
n  the 

vho  j ! 
tactii 
Md; 
up  a 


Forrester  Research,  Inc. 

www.forrester.com 

France  Telecom 

www.francetelecom.fr/ 

Great  Plains  Software 

www.gps.com 

GTE  Internetworking 

www.internetworking.gte.com 

Hewlett  Packard 

www.hp.com 

Hewlett-Packard  PSG 

www.hp.com 

IBM 

www.ibm.com 

IFS 

www.ifsab.com 

Infineon  Technologies,  AG 

www.infineon.com 

Infinium  Software 

www.infinium.com 

INFONET 

www.infonet.com 

Intel 

www.intel.com 

JD  Edwards 

www.jdedwards.com 

KOMATSU  LTD 

www.komatsu.com 

Lincoln 

www.lincolnvehicles.com 

Mainspring 

www.mainspring.com 


McAfee.com 

www.mcafee.com 

Met  Life 

www.metlife.com 

Microsoft 

www.microsoft.com/ 

Motorola  Digital  DNA 

www.digitaldna.com 

Newbridge 

www.newbridge.com 

Northwest  Airlines 

www.nwa.com 

NTT 

www.info.ntt.co.jp/global 

Panasonic 

www.panasonic.com 

Peoplesoft 

www.peoplesoft.com 

Pirelli 

www.pirelli.com 

PricewaterhouseCoopers 

www.pricewaterhousecoopers.com 

Radisson  Hotels  Worldwide 

www.radisson.com 

SMAU 

www.smau.it 

SAS  Institute  Inc. 

www.sas.com 

SAP 

www.sap.com 

Saturn 

www.saturn.com 


Select  Sector  SPDRs 

www.spdrindex.com 

Siemens 

www.siemens.com 

Taiwan  Semiconductor 

Manufacturing 

Corporation  (TSMC) 

www.TSMC.com 

Texas  Instruments 

www.ti.com 

Toshiba  America  Information 
Systems,  Inc. 

www.toshiba.com 

Toyota  Motor  Corporate 
Services 

www.toyota.com/usa 

UBS  PRIVATE  BANKING 

www.ubs.com/privatebanking 

Trend  Micro 

www.trend.com 

Van  Kampen 

www.vankampen.com 

Williams  Communications 
Solutions 

www.wilcomsol.com 

Xerox  Corporation 

www.xerox.com 


BusinessWeek 


Most  Read.   Best  Read.  Worldwide. 


fHow  do  you 
protect  $9  billion 
1 1  in  investments?' 


With  superior  risk  management 

www.sas.com/bw/risk 


SAS  Institute  Inc. 

itered  trademark  of  SAS  Institute  Inc. 


The  Corporation 


STRATEGIES 


FIXING  RUBBERMAID 
IS  NO  SNAP 

Newell's  stodgy  turnaround  effort  has  investors  upset 


When  Newell  Co.  announced  a 
blockbuster  $6  billion  deal  to 
buy  Rubbermaid  Inc.  last  Octo- 
ber, Wall  Street  analysts  and 
big  investors  barely  batted  an  eye.  Sure, 
it  was  pricey.  But  Newell  executives  had 
earned  their  stripes  turning  around  trou- 
bled houseware  companies — more  than 
50  in  the  past  decade.  They  call  the 
process  "Newellization":  clear  out  top 
management,  send  in  the  shock  troops  to 
fire  people,  sell  or  scrap  unprofitable 
products,  and  consolidate  distribution. 

It  was  a  formula  that  seemed  to 
work  without  fail  as  Newell  squeezed 


profits  out  of  a  stable  of  brands  it 
bought  up  including  Levolor  window 
blinds,  Calphalon  upscale  cookware,  San- 
ford  pens  and  markers,  and  Rolodex 
card  files.  In  an  industry  growing  3%  to 
5%  a  year,  the  Newell  acquisition  ma- 
chine posted  average  sales  growth  of 
13%  and  profit  growth  of  17%  over  the 
past  10  years.  And  fallen  star  Rubber- 
maid seemed  primed  to  take  Newelliza- 
tion to  the  next  level.  "This  deal  is  big- 
ger, but  it's  not  really  different,"  Newell 
Chief  Executive  John  H.  McDonough 
said  in  an  interview  last  month. 

Oh,  really?  Suddenly  it  looks  like  in- 


McDONOUGH:    The  CEO  blames 
sluggish  retail  environment 

stead  of  Newellizing  Rubbermaid] 
ell  is  being  Rubbermaided.  On  SI 
the  combined  Newell  Rubbermaf 
announced  it  would  fall  short  of! 
and  earnings  forecasts  for  the  r] 
this  year.  That  came  on  the  heels 
previous  quarters  of  missed  targe] 
lowered  expectations.  McDonou£ 
since  been  unavailable  to  talk 
with  business  week,  but  in  an  uJ 
acteristically  tense  conference  calj 
analysts,  he  blamed  a  sluggish  ret 
ket  environment  for  slower  grov 
several  Newell  product  lines.  But  c\ 
Rubbermaid,  whose  lines  include 
infant  products  and  Little  Tikes 
also  has  proven  much  harder  to 
than  expected  when  the  deal  closl 
March.  Its  sales  fell  7%  in  the  sj 
quarter,  and  they  could  sink  6% 
third,    says    A.  G.    Edwards    anl 
Stephen  F.  East.  He  adds:  "There's  [ 
of  disappointed  investors,  and  thj 
waiting  for  another  shoe  to  drop." 

Plenty  have  given  up  waiting 
gether.  Newell's  stock  fell  20%,  to 
a  few  hours  after  its  warning.  It  wa! 
ready  down  from  a  high  of  54%  in 
1998.  That's  quite  a  comedown 
consumer-goods  star  whose  stocl 
turns  in  the  '80s  and  '90s  outpacec 
Standard  &  Poor's  500-stock  inde> 
an  annual  average  30%  vs.  19%. 

Performance  of  that  sort  had  long  | 
en  Newell  a  far  sexier  profile  on 
Street  than  its  humdrum  brands  w\ 
normally  attract.  But  McDonough 
faces  a  tough  job  getting  Newell's  s^ 
back.  The   63-year-old  executive  wor 
as  a  Newell  vice-president  in  the 
before  moving  on  to  found  dental  sujj 
company  Gendex  Corp.  He  was  re! 
as  ceo  in  January,  1998,  when  then-J 
William  P.  Sovey  became  chairmanj 
no-nonsense  manager  who  operates 
of  a   converted   farmhouse   near 
Freeport  (111.)  headquarters,  McDonoil 
bought  eight  companies  in  his  first  y| 
in  the  corner  office.  That  followed  a 
dition  set  by  Daniel  Ferguson,  Newe 
ceo  from  1965  through  1992,  who 
adopted  the  consolidation  strategy, 
goal:  to  expand  the  products  Ne\ 
could  offer  up  to  merchandisers  such| 
Kmart,  Home  Depot,  and  Wal-Mart. 
TOP  CANDIDATE.  Newell's  manageme 
hasn't  shied  from  tough  deals — it  bouj 
paintbrush  maker  EZ  Paintr  in  '72  af 
a  bitter  fight  and  lost  a  struggle 
Stanley  Works  in  '92.  But  the  purcha 
of  Rubbermaid  was  by  far  Newell 
biggest.  The  company  had  '98  revenuj 
of  $2.5  billion,  a  size  not  that  far  off  [ 
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inning   really  helped  our  folks 
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mmunication.   People  have  learned 
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amatic  improvements  in 
:rformance,  sometimes  overnight. 
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Newell's  own  $3.7  billion  in  sales. 

Rubbermaid  certainly  looked  like  a 
top  candidate  for  Newellization.  For  all 
its  smarts  in  churning  out  well-designed 
products — molding  plastic  into  efficient 
storage  containers,  sturdy  baby  car- 
nages, and  durable  industrial  products — 
Rubbermaid  had  become  a  basket  case 
in  actually  making  and  delivering  them. 
Despite  numerous  restructurings  under 
former  ceo  Wolfgang 
R.  Schmitt,  Rubber- 
maid saw  its  operat- 
ing profit  margins  slip 
from  16%  to  5%  in 
four  years.  And  it 
brought  in  operating 
income  of  just  $131.8 
million  for  1998,  com- 
pared with  the  $534.1 
million  Newell  earned. 
"In  a  way,  they  were  too  innovative," 
says  McDonough.  "They  thought  their 
brand  would  carry  them." 

Rubbermaid  paid  a  steep  price  for 
gumming  up  its  customers'  just-in-time 
delivery  systems.  Wal-Mart  Stores  Inc., 
frustrated  with  late  and  incomplete  de- 
liveries, cleared  many  of  Rubbermaid's 
Little  Tikes  toys  from  its  shelves,  giving 
the  space  to  Fisher  Price  Inc.  products. 
Says  Mike  Maher,  a  Wal-Mart 
spokesman:  "The  issue  [at  Rubbermaid] 
has  never  been  about  the  products  them- 
selves. It's  been  about  getting  those 
products  into  the  hands  of  consumers." 

After  the  merger  was  signed,  McDo- 


nough got  a  closer  look  at  the 
tons  in  Rubbermaid's  closet.  Acc( 
to  Newell,  Rubbermaid  salespeop 
boosted  orders  by  offering  deep 
discounts.  Now  Newell  managem 
having  a  tough  time  undoing  the 
age.  It  soothed  some  ruffled  retail 
ers,  the  company  says,  by  lifting 
bermaid's  rate  of  on-time  pr 
delivery  from  a  dismal  75%  to  80'; 
the  90s.  But  s 


An  expected 

$80  million  in  new 

revenues  now  looks 

doubtful 


AS  NEWELL'S  PROBLEMS 
MOUNT... 

►  Retailers  balked  at  restocking 
Rubbermaid  products 

►  Sales  of  non-Rubbermaid  lines 
are  hardly  growing 

►  The  company  will  miss  earnings 
targets  for  all  four  quarters  in  '99 

...INVESTORS  LOSE  FAITH 
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retailers  are  bf 
at  restocking  im 
ries  at  higher  p 
"Buyers  are  us< 
Rubbermaid  thro 
them  deals," 
Barry  Goggins,  a 
alyst  at  Davie 
Babson  &  Co 
bought  2.5  m 
Newell  shares  starting  last  year. 

In  cost-cutting,  McDonough  says 
Rubbermaid  integration  is  on  track, 
alysts  had  expected  Newell  to  squ 
$270  million  in  annual  savings  by 
solidating  Rubbermaid's  manufactu 
and    other    operations.    According 
Newell,  that  process  is  well  along.  It 
cut  700  jobs  at  Rubbermaid,  inclu 
Schmitt  and  his  top  managers,  an 
scrapped  a  Little  Tikes  toy  plan 
Pennsylvania.  But  Wall  Street  also 
pects  McDonough  to  add  $80  millioi 
so  in  new  revenues  as  he  smooths 
tribution.  That  now  looks  doubtful. 
EXCESS  BAGGAGE.  Even  mpre  omin 
perhaps,  the  problems  don't  appear 
ited  to  Rubbermaid.  Newell  says 
non-Rubbermaid  sales  will  grow 
1%  to  2%  in  the  third  quarter.  Th] 
half  of  Newell's  4%  average  annual 
ternal  growth  rate  over  the  past 
years.  Sales  remain  strong  in  areas 
cookware  and  pens.  But  Newell's  ho] 
hardware  brands,  Amerock  and  B 
dog,  are  under  pressure,  in  part 
cause  of  the  bankruptcy  of  a  la: 
customer,  the  Hechinger  Co.  home 
provement  chain. 

Anemic  growth  may  force  Newell 
step  up  marketing,  not  one  of  its  tra| 
tional    strengths.    McDonough   ho 
Newell    will    learn    something   ab 
pumping  up  its  brands  from  Rubb 
maid.  But  don't  expect  him  to  wait  lo: 
before  jettisoning  baggage.  Last  ye 
McDonough  sold  the  plastics  division 
Anchor  Hocking  glassware  and  the  S 
art  Hall  Co.  school  supplies  busine 
because  they  weren't  meeting  profit  t; 
gets.  As  the  Newell  acquisition  engi 
sputters,  its  chief  mechanic  may  have 
choice  but  to  pull  over  for  a  while  a 
do  some  tinkering. 

By  Andrew  Osterland  in  Chia 


A  Division  of  The  McGraw-Hill  Companies 
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AS  THE  COUNTRY  GETS  GRAYER... 


CHANGE  IN  POPULATION  BY  AGE 

fe".  t-    UNDER  60      ■  60-PLUS 


...AND  THE  WORKPLACE  AGES... 


10.5% 


8.4% 


--  — ■-'    -  

22.6% 

5.6% 


2000-2010 


PERCENTAGE  GROWTH  IN 
40  NUMBER  OF  U.S.  WORKERS 

1996-06 


10 


54.0% 

2010-2020 


DATA:  U.S.  CENSUS  BUREAU.  WATSON  WYATT  WORLDWIDE.  BUREAU  OE  LABOR  STATISTICS.  DEVELOPMENT  DIMENSIONS  INTERNATIONAL 


OGILVIE  In Monsanto's 
Retiree  Resource  Corps, 
he  now  works  "with 
real  young  people" 
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Older  executives  are  set  to 

leave  the  workplace  in  droves. 

Keeping  these  senior  stars  on 

the  job  will  require  more 

flexible  management. 

Are  you  ready? 

Even  amid  today's  lavish  signing  bonuses  and  perk- 
laden  employment  contracts,  it's  a  sweet  deal.  Work 
anywhere  in  the  world  doing  whatever  you  want 
whenever  you  want  to.  No,  this  is  not  the  latest 
lure  to  attract  Silicon  Valley  hotshots  or  Wall  Street 
dealmeisters.  It's  Deloitte  Consulting's  bid  to  retain 
a  group  that  until  recently  was  being  rushed  out  the  door  by 
Corporate  America:  executives  over  50.  Deloitte's  Senior 
Leaders  Program,  an  innovative  plan  aimed  at  its  best  senior 
partners,  begins  next  June. 

What's  behind  Deloitte's  move?  Simple  demographics.  In  or- 
der to  serve  its  far-flung  clients,  the  consulting  firm  must 
maintain  a  standing  army  of  highly  skilled  partners  ready  to 
fly  to  any  city  in  the  world  at  any  time.  But  over  the  next 
five  years,  the  number  of  Deloitte  partners  over  50  will  dou- 
ble, to  about  230 — more  than  a  quarter  of  the  current  total.  In 
a  grueling  profession  that  attracts  people  with  high  pay  and 
pensions  that  vest  at  50,  Deloitte  knew  that  unless  it  moved 
fast,  many  of 
those  partners 
would  head 
straight  for 
the  exits.  To 

fight  back,  it's  letting  a  select  group  of  its  brightest  stars  re- 
structure their  jobs  almost  any  way  they  want,  perhaps 
downshifting  from  full-time  to  part-time,  or  from  consulting  to 
mentoring.  "We  looked  at  the  demographic  risk  of  losing  sig- 
nificant partners,"  says  Douglas  M.  McCracken,  Deloitte  Con- 
suiting's  managing  director  for  the  Americas.  "The  firm  was 
vulnerable.  We've  been  dealing  with  it." 

Deloitte  is  facing  a  crisis  that  plenty  of  other  companies  are 
about  to  hit  head  on:  an  age-related  brain  drain.  With  the 
leading  edge  of  the  baby-boom  generation  nearing  retire- 
ment and  with  a  bull  market  that  has  left  many  rich  enough 
to  bail  out  early,  Corporate  America  is  heading  for  a  massive 
talent  crunch.  Add  to  that  what  is  already  an  acute  shortage 
of  smart  managers,  and  we're  looking  at  an  epic  struggle  in 
the  making.  "There's  a  knowledge  problem  in  organizations," 
says  William  C.  Byham,  president  and  chief  executive  of  hu- 
man-resources consultant  Development  Dimensions  Interna- 
tional. "All  the  history  is  going  out  the  door." 
GOODWILL  MINISTERS.  Already,  other  companies  are  moving 
decisively  to  hang  on  to  their  most  experienced  workers. 
Instead  of  severing  contact  when  their  top  performers  reach 
retirement  age,  they're  finding  ways  to  keep  them  engaged — 
and  their  own  talent  pool  stocked.  Companies  such  as 
Chevron,  Prudential  Insurance,  and  Monsanto  are  tailoring 
consulting  contracts  and  part-time  assignments  to  accommo- 
date older  workers.  Some  of  those  seniors  are  transferring 
wisdom  and  skills  to  younger  colleagues.  Others  have  been 
brought  out  of  retirement  to  fill  critical  skill  gaps  temporar- 
ily or  to  circle  the  globe  as  ministers  of  corporate  goodwill. 
As  more  companies  tap  into  this  crucial  resource,  they'll  be 
forced  to  grapple  with  a  host  of  management  issues,  from  lin-  • 
gering  ageism  to  intergenerational  conflict.  They'll  have  to  ere-  ! 
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ate  productive  work  teams  made  up  of  people  of  all  ages,  am- 
bitions, and  schedules.  And  as  more  people  work  past  tradi- 
tional retirement  age,  they  will  have  to  decide  when  an  old- 
er worker  is  still  vital  and  when  he's  punching  the  clock.  Most 
of  all,  they'll  have  to  find  new  ways  to  inspire  their  silver- 
haired  stars.  "If  companies  continue  to  require  that  working 
for  them  is  an  all-or-nothing  proposition,"  says  Dennis  R. 

Coleman,  a  principal 
at  Pricewaterhouse- 
Coopers,  "they  will 
find  people  reaching 
55  and  going  to  work  for  competitors  who  are  offering  flexi- 
ble employment  opportunities." 

What  companies  won't  be  able  to  do  is  simply  avoid  the  is- 
sue. Plummeting  birthrates  have  corresponded  with  the  rise 
of  the  knowledge-based  economy,  which  demands  more  and 
more  white-collar  workers.  Between  1998  and  2010,  the  num- 
ber of  managerial  jobs  will  rise  by  21%,  according  to  Devel- 
opment Dimensions  International,  while  the  number  of  people 
between  35  and  50  will  fall  by  5%.  Already,  the  median  age  of 
the  U.  S.  workforce  is  nearly  40,  up  from  34.9  in  1979.  Even 
with  productivity  gains  and  immigration,  there  won't  be 
enough  people  to  meet  the  demand.  "The  pressure  is  build- 
ing," says  Ken  Dychtwald,  president  and  CEO  of  Age  Wave,  a 
business-development  firm  focusing  on  the  over-50  set.  "It's  al- 
most like  geological  plates,  but  it's  demographic  plates."  The 
graying  of  America,  he  says,  will  alter  everything  from  office 
furniture  to  the  meaning  of  work  itself. 

Yet  while  some  companies  are  learning  to  spin  silver  into 
gold,  others  are  ignoring  the  shifts  under  way.  "Most  com- 
panies are  not  in  enough  pain  yet,"  says  Coleman.  Indeed,  un- 
til recently  most  companies  thought  there  were  too  many  peo- 
ple at  the  water  cooler,  not  too  few.  The  past  decade  has  seen 
wave  after  wave  of  downsizing.  And  as  high-tech  businesses 
have  begun  to  lead  the  economy,  respect  for  wisdom  has 
been  squashed  by  the  notion  that  the  less  history  you  know, 
the  better.  The  25-year-old  director  of  development  has  be- 
come the  norm  at  many  Internet  companies;  the  55-year-old 
manager,  a  novelty. 

In  fact,  until  now,  the  workplace  has  been  downright  hos- 
tile for  many  older  workers.  Those  downsizings  hit  this  gen- 
eration while  they  were  in  their  prime  working  years,  causing 
layoffs  and  career  disruptions.  Pink  slips  turned  longtime 
loyalty  into  bitterness.  And  the  culturewide  emphasis  on 
youth  has  only  exacerbated  the  rampant  ageism.  "Older  peo- 
ple in  this  culture  have  been  discriminated  against  aggres- 
sively and  continuously  in  the  workforce,"  says  Dychtwald. 
SHORTHANDED.  Yet  thanks  to  the  17-year-old  bull  market,  an 
awful  lot  of  older  managers  don't  have  to  put  up  with  mis- 
treatment. With  their  stock  options  and  401(k)s  soaring  in  val- 
ue, they're  apt  to  walk  away  if  conditions  aren't  ideal.  Back  in 
1970,  83%  of  the  men  between  55  and  64  were  still  working, 
but  only  66%  of  that  group  will  be  working  in  2000,  according 
to  Douglas  H.  Powell,  founder  of  consulting  firm  Powell  & 
Wagner  Associates. 

One  company  that  has  a  headstart  on  the  issue  is  Chevron 
Corp.  It  recognized  it  had  a  problem  three  years  ago.  Falling 
oil  prices  had  forced  a  series  of  downsizings,  and  a  lot  of  the 
buyout  packages  went  to  Chevron's  most  experienced  man- 
agers. It  didn't  hurt  at  first,  says  Barry  D.  Leskin,  Chevron's 
general  manager  for  learning  and  development.  "We  had  so 
many  within  that  band  that  we  were  able  to  downsize  and 
still  retain  the  expertise  we  needed,"  he  says.  "Now  you 
see  some  cracks  in  that  system." 

To  make  sure  it's  not  caught  shorthanded,  Chevron  has  tak- 
en several  steps.  First,  all  operating  units  must  conduct  a 
demographic  analysis  each  year  to  pinpoint  where  talent 
shortages  will  hit  first.  Succession  planning  is  being  ramped 
up  to  make  sure  qualified  managers  are  in  place  when  others 
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retire.  And  to  build  skills,  Leskin  is  lowering  the  age 
which  people  are  sent  to  executive  programs. 

Just  as  important,  Chevron  is  working  hard  to  hang  o 
valued  senior  managers,  such  as  Jesse  B.  Krider.  On  Aug. 
Krider,  63,  retired  after  a  distinguished  career  as  a  chemi 
engineer  and  executive.  That  same  day,  he  boarded  a  pk 
for  Chennai,  India,  where  he  spent  a  week  as  a  consultant 
Chevron,  offering  technical  advice  and  assistance  to  the  Ci 
dalore  refinery.  Next  he'll  go  to  the  Persian  Gulf.  "He  brir 
30  to  40  years  of  detailed  technical  expertise  and  expe 
ence  that  we  just  can't  replace  right  now,"  says  James  N.  S 
livan,  Chevron's  vice-chairman.  Chevron  plans  to  keep  Kr 
er  on  as  a  consultant  as  long  as  possible,  and  that  suits  h 
fine.  "I  don't  want  to  play  golf  all  the  time,  for  God's  sake," 
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m  t  matter  how  old  you  are"       KRIDER  7  don 't  want  to  play  golf  all  the  time,  for  God's  sake" 


a  board  for  an  LBO  specialist  (center),  as  does  the  former  chief  of  U.S.  naval  operations  (right) 


i,  "and  I  feel  a  strong,  strong  allegiance  to  Chevron." 
rider  started  preparing  for  his  new  role  as  part-time 
•al  adviser  long  before  his  retirement  date.  Three  years 
ier,  Chevron  had  asked  him  to  make  a  job  switch,  from 
-seeing  domestic  technology  and  operations  to  training 
tiger  execs.  Besides  filling  a  need  for  Chevron,  it  gave 
ler  a  shot  at  something  new.  "If  I  had  not  gone  into 
hing  and  mentoring  and  helping  others,"  says  Krider, 
■re's  a  good  chance  that  I  would  have  retired  earlier." 
he  moral  of  the  story?  Flexibility  pays.  As  some  compa- 
have  learned  through  their  experiences  with  working 
hers  and  others,  retention  means  meeting  your  most  val- 
employees'  needs.  It's  as  true  for  the  silver  set  as  for  any 
ip.  "It  makes  sense  to  think  of  [employees]  as  customers," 


says  Lynn  M.  Martin,  59,  former  U.  S.  Labor  Secretary  under 
President  George  Bush  and  currently  an  adviser  to  Deloitte 
&  Touche.  "Companies  that  are  going  to  need  [these  people] 
are  talking  about  being  customer-  and  market-friendly.  Now 
they'll  have  to  ask  employees  what  they  want." 
MENTOR  TRACK.  Indeed,  the  rise  of  a  senior  workforce  may 
turn  notions  of  what  constitutes  a  job  upside  down.  Rather 
than  denning  a  career  as  years  of  unbroken  service  with  a  dis- 
crete beginning  and  end,  jobs  may  continue  to  evolve  to- 
ward a  more  organic  form,  with  periods  of  intense  work 
punctuated  by  pauses  for  sabbaticals,  maternity  leaves,  elder 
care,  and  personal  health  problems.  Starting  at  age  50  or  so, 
there  may  be  a  "bridge"  period  that  could  last  from  5  years  to 
20,  in  which  an  employee  slowly  takes  his  foot  off  the  gas 
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pedal  and  moves  from 
full-time  work  to 
full  retirement.  Those 
nearing  retirement  and 
no  longer  competing 
for  the  next  gold  star 
may  decide  they  want 
a  change — for  exam- 
ple, moving  from  man- 
ager to  mentor,  as 
Krider  did. 

Deloitte  is  hoping 
that  its  Senior  Lead- 
ers Program  will  make 
that  kind  of  transition 
a  lot  easier.  The  con- 
stant travel  and  long 
hours  required  of  a 
management  consul- 
tant at  a  top-tier  firm 
make  early  burnout  an 
occupational  hazard. 
With  no  middle 
ground,  the  firm  risked 
losing  its  best  to  early 
retirement. 

That's  what  almost 
happened  to  Daniel  G. 
Gruber,  now  52,  a  top 
consultant  who  had 
run  himself  into  the 
ground.  After  23  years 
at  Deloitte,  including 
several  in  which  he 
traveled  constantly,  he 
decided  to  quit.  His 
pension    had    vested, 
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Some 

companies  are 
already  using 
older  workers  to 
plug  holes  in 
their  talent  pool 


DELOITTE  CONSULTING  Is  launching  a  Senior  Leaders  Program| 
to  allow  high-talent  execs  to  redesign  jobs  rather  than  lose  them 
early  retirement. 

CHEVRON  Conducts  regular  demographic  audits  to  pinpoint  skill 
shortages.  Is  developing  programs  to  keep  key  managers  longer. 

MONSANTO,  PRUDENTIAL  Use  retirees  as  temporary  workers  to 
everything  from  sophisticated  technical  jobs  to  answering  phones. 

GE  INFORMATION  SERVICES  Hires  retired  engineers  to  service 
er  systems  still  in  use. 

CASTLE  HARLAN  The  leveraged-buyout  firm  recruits  retired 
top  executives  as  board  members  and  advisers  for  companies  it| 
invests  in. 
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GRUBER  Working  three  days  a  week  and  "doing  the  best  consulting  of  my  lift 


and  the  travel  had 
worn  him  out.  "I  just 
couldn't  see  a  way  out 
of  it  and  still  do  the 
type  of  job  they  need- 
ed," says  Gruber.  After  conferring  with  McCracken  and  De- 
loitte ceo  Pat  A.  Loconto,  Gruber  agreed  to  stick  around  on 
a  three-day-a-week  basis,  starting  in  June,  1997.  While  part- 
timers  are  common  in  other  industries,  the  idea  of  a  male  con- 
sultant in  his  prime  cutting  back  was  radical.  But  more  than 
two  years  later,  Gruber  is  still  going  strong — and  both  he  and 
Deloitte  are  reenergized.  "I'm  doing  the  best  consulting  of  my 
life,"  he  says.  "[Part-time  work]  is  an  effective  retention 
tool,  and  a  wonderful  transition  to  retirement." 
DREAM  JOBS.  Learning  in  part  from  Gruber's  experiences,  Mc- 
Cracken and  former  senior  partner  Alexander  R.  Aird  went 
on  to  create  the  Senior  Leaders  Program.  If  successful,  it  may 
be  a  model  for  other  companies  struggling  to  hang  on  to 
aging  talent.  Starting  next  June,  several  of  Deloitte's  best  se- 
nior partners — generally  over  50 — will  be  given  a  chance  to 
create  their  dream  job.  If  they  would  like  to  focus  half  their 
time  mentoring  younger  consultants  and  half  with  top  clients, 
they  can  do  that.  If  they  want  to  run  an  office  in  Singapore, 
or  head  up  a  research  project  for  the  World  Economic  Forum 
in  Davos,  Switzerland,  that's  fine,  too.  "We  want  to  bring 
these  people  into  a  process  that  says  the  opportunities  for  do- 
ing different  and  exciting  things  are  within,"  says  Aird,  who 
himself  might  be  used  as  a  model.  Although  retired  last  year 
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at  62 — Deloitte's  mandatory  retirement  age — he  still 
under  contract  as  a  senior  adviser.  "I'm  a  young,  vigorous 
useful  man,  you  see,"  he  jokes. 

Experiences  like  these  show  just  how  arbitrary  mand, 
retirement  ages  can  be — and  how  much  talent  can  be  w; 
Otto  von  Bismarck  chose  70  (later  changed  to  65)  when  h 
up  the  first  social  security  system  in  Germany  some 
years  ago,  in  part  because  most  people  didn't  live  that  I 
Although  a  mandatory  age  has  been  outlawed  for  the  rank 
file,  many  corporate-governance  experts  have  seized  on  agj 
as  the  point  when  directors  should  step  down,  with 
signing  off  at  65.  While  many  execs  remain  vital  beyond 
age,  the  experts  had  reason  to  push  for  limits.  Companies, 
people,  need  rejuvenation,  and  some  board  slots  had  bee 
sinecures  for  directors  who  did  more  snoozing  than  mana 
Still,  a  lot  of  wisdom  is  being  thrown  out  with  that  bathwa 

John  K.  Castle,  58,  chairman  of  leveraged-buyout  f  ty/ja  ^ 
Castle  Harlan  Inc.  and  a  former  head  of  Donaldson,  Lufku 
Jenrette  Inc.,  thinks  he  has  found  a  way  to  gain  good  glCientifj, 
ernance  and  still  tap  into  a  rich  vein  of  executive  tak 
Castle  targets  just-retired  CEOs  and  directors  to  serve  on    For  j 
boards  of  the  companies  he  buys.  "We  smile  on  those  o 
70,"  he  says.  "There's  a  treasure  trove  of  talent  being  ov  B 
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Look  what  we  do  now. 


looked."  Castle  looks 
for  people  with  experi- 
ence in  the  businesses 
he  runs,  such  as  re- 
tired Admiral  James 
L.  Holloway  III,  77, 
formerly  the  chief  of 
U.  S.  naval  operations, 
who  sits  on  the  board 
of  Castle's  Statia  Ter- 
minals Group,  a  petro- 
leum-storage company. 
Castle  tapped  Albert 
V.  Casey,  79,  ex-head 
of  AMR  Corp.,  parent 
of  American  Airlines, 
to  sit  on  two  of  Cas- 
tle's boards — World- 
wide Flight  Services 
Inc.,  an  airline-opera- 
tions outsourcer,  and, 
until  it  w^as  sold,  mag 
Aerospace  Industries 
Inc.,  a  maker  of  airline 
sanitation  systems. 

This  approach  gives 
Castle  an  edge.  He 
says  he  attracts  folks 
who  wouldn't  have 
signed  on  in  busier 
days.  For  retired  ex- 
ecs, serving  on  Castle 
Harlan  boards  has  an- 
other appeal — a  limited 
time  period.  As  an  lbo 
shop,  Castle  sells  off 
most  companies  after 
three  to  seven  years 
so  directors  can  move 
to  another  project. 
"That's  attractive," 
says  Frank  Jungers, 
74,  former  head  of 
what  is  now  Saudi 
Arabian  Oil  Co.,  who 
sits  on  Statia's  board. 
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A  slew  of  books 
is  starting  to  hit 
the  market 


BOOK/AUTHOR 
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AGE  POWER 

Dychtwald 
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Peterson 


Political  and  econo- 
mic power  is  shift- 
ing to  the  elderly 

The  costs  of  aging 
could  bankrupt  the 
developed  world 


GENERATIONS 
AT  WORK 

Zemke/Raines/Filipczak 

AGE  WORKS 

Goldberg 


Managing  clashes 
between  young 
and  old  at  work 


Companies  must 
learn  to  attract  and 
keep  older  workers 


Shorter  terms  also 
make  it  easier  to  ease 
out  executives  who 
have  lost  their  edge. 
Indeed,  as  companies 
employ  older  managers,  they  will  have  to  deal  with  the 
sticky  situation  of  an  employee  who  can  no  longer  contribute 
effectively.  "The  problem  you  have,"  says  Thomas  J.  Neff, 
U.  S.  chairman  of  executive  search  firm  Spencer  Stuart,  "is 
how  do  you  decide  which  70-year-old  is  worth  keeping  and 
which  isn't?"  Companies  will  also  have  to  do  better  at  suc- 
cession planning.  Older  workers  are  generally  intensely  loyal, 
but  illness  and  other  problems  can  cause  quick  departures. 
PRECIOUS  ASSET.  Oddly  enough,  one  of  the  most  experience- 
hungry  industries  has  been  the  youth-centric  computer-tech- 
nology business.  Older  executives  may  not  know  Java  or  SAP, 
but  they  have  something  else  the  technology  world  can  use — 
business  experience.  Many  have  been  recruited  as  board  mem- 
bers in  Silicon  Valley  startups.  Says  Neff:  "It's  an  enormous  op- 
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portunity  for  fal 
companies  to  tF 
w^hat  is  pretty 
wasted  corpoij 
source."  Roger  ^ 
ny,  managing 
of  Boardroom 
tants,  a  corporal 
ernance  consultir 
thinks  the  ideall 
for  new  compaj 
"someone  with 
ty  who  can  me| 
youngish  ceo." 
Enter  John 
lie,  former  ceo 
Ltd.  and  Lucky 
Inc.  and  now  prd 
of  investment 
quoia  Associated 
lie,  62,  has  foj 
new  role  as  a 
to  companies  bol 
and  young.  He  s| 
13  boards,  incl| 
three  Valley  sta 
Branders.com, 
Corp.,  and  noH 
Solutions — and 
"counsel  on  the 
you  hit  as  you 
Lillie,  who  sayl 
loves  his  role,  h/ 
interest  in  recruit 
and  usually  inters] 
people  for  key 
tions  himself.  "I 
we'll  see  more  or 
type  of  activity  fo 
nior  executives  at 
move  ihto  anc 
phase  of  life — ai 
purposely  don't  sa; 
tirement,"  he  says 
Already,  a  Lillie 
role  is  emerging  in  | 
icon  Valley  for  ex 
fives  who  have  cas 
out  and  have  finis 
coping  with  the  c 
grind  of  work.  "Yo  fed; 
not  expected  to  n 
and  go  play  golf,"  s 
Anthony  W.  Sclavci'" 
managing  directoi 
the  technology  and  E-business  practice  for  A.  T.  Kear 


Executive  Search.  "You're  expected  to  get  back  in  the  gar 
Scott  thinks  this  role  could  be  modified  for  other  types 
companies. 

It's  already  happening.  Now  cutting  a  swath  through  C 
porate  America  is  octogenarian  Walter  B.  Wriston,  who 
Citicorp  from  1967  to  1984.  Ring  his  New  York  office,  and 
picks  up  the  phone  himself.  "Yes,  the  dummy's  still  workir 
he  laughs.  Wriston  serves  on  seven  boards,  including  biot 
companies  Icos  Corp.  and  Vion  Pharmaceuticals  Inc.  "Wl 
you've  been  there  and  done  that,"  he  says,  "you  may  h 
some  useful  experience  for  companies  that  are  very  youn 

Whatever  the  industry,  there  are  business  problems 
be  solved,  and  that's  where  experience  can  be  golden. 
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Black  Pocket  Planner 

BW204 

US$17.95 

US$14.50 

Burgundy  Desk  &  Pocket  Planner  Set 

BW226 

US$48.95 

US$39.00 

Burgundy  Desk  Planner 

BW216 

US$34.95 

US$27.95 

Burgundy  Pocket  Planner 

BW218 

US$17.95 

US$14.50 

Personalization  US$4.75  per  item 

Handling/Packing  (USA)  US$2.50  per  item 

Prices  include  delivery  by  surface  mail  but 
do  not  include  local  duties  or  taxes.  Delivery 
commences  in  September  1999. 

Handling/Packing  (ex.  USA)  US$5.25  per  item 

N.J.  Residents  add  6%  Sales  Tax 

TOTAL  US$ 

name  for  blocking. 


[]  Check  enclosed  payable  to  "Business  Week  Planner" 

[  |  Ball  my  Company  (Purchase  Order  &  Company  letterhead  enclosed) 

□  Charge  to  □  AmEx  □  Diners  Club  Visa 


□  MasterCard 


|>  coupon  and  mail  cheek  to  BUSINESSWEEK  PLANNER,  Dept  BC40 
.  Box  1597,  Fort  Lee,  NJ  07024.  USA  or  Pax  20U61-9808 


Card  No 


Expiration  Date . 


.  Signature  _ 


stomization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040,  or  fax  to  201-461-9808. 


FLEXIBLE 
RETIREMENT, 
INFLEXIBLE 
RULES 

While 

government 
and  corporate 
restrictions  are 
loosening,  older 
workers  still 
face  obstacles 
when  it  comes 
to  collecting 
retirement 
benefits.  Set  it 
up  wrong,  and 
your  pension 
could  be  at  risk 


technical  challenges 
aren't  off-limits,  either. 
Surveys  show  that 
those  over  55  are 
among  the  heaviest 
computer  users  and 
spend  more  time  on- 
line than  any  other 
group.  Sonia  Brock, 
62,  the  Webmaster  at 
the  Canada  Ontario 
Business  Service  Cen- 
ter, is  an  example. 
Brock  started  as  a  sec- 
retary and  taught  her- 
self Web  design.  Now 
she  also  has  a  Web 
business  of  her  own. 
"That's  the  thing 
about  computers,"  says 
Brock.  "It  doesn't  mat- 
ter how  old  you  are." 

Aging  techies  often 
seem  as  ready  to  learn 
the  latest  gizmos  as 
kids  fresh  out  of 
school.  ThirdAge.com, 
a  portal  aimed  at 
boomers  and  above, 
pulls  more  than  1  mil- 
lion visitors  per  month 
and  has  signed  up 
some  10,000  folks  for 
courses  in  online  tech- 
nology, says  Mary  S. 
Furlong,  ceo  of  par- 
ent company  ThirdAge 
Media  Inc.  in  San 
Francisco.  Furlong 
practices  what  she 
preaches:  About  one- 
fourth  of  her  compa- 
ny's employees  are 
both  tech-savvy  and 
over  50. 

Sometimes  it  is  pre- 
cisely the  older  tech- 
nology that  seniors 
were  reared  on  that 
makes  them  valuable. 


At  General  Electric 
Information  Services, 
the  E -commerce  arm 
of  the  giant  multina- 
tional, the  eight-year- 
old  Golden  Opportunity  program  brings  in  retired  engineers 
and  specialists  to  help  customers  operating  older  systems. 
LOYALTY.  Other  companies  have  also  tapped  older  workers  on 
a  temporary  basis  to  ease  labor  shortages.  Monsanto  Co. 
brings  back  retirees  as  temps  or  part-timers  to  fill  gaps  and 
save  money.  Last  year  alone,  says  Liz  Thien,  Monsanto's 
strategic  sourcing  manager,  the  Retiree  Resource  Corps 
saved  Monsanto  some  $600,000,  primarily  in  overhead  from 
agency  fees.  The  Corps  also  helps  Monsanto  transfer  its 
technical  knowledge  to  younger  people.  James  L.  Ogilvie, 


QUIT  FIRST  To  avoid  having  your  company 
run  afoul  of  labor  laws — and  your  new  flex 
job  jeopardized — make  sure  you  formally 
end  full-time  employment,  especially  if 
you're  below  retirement  age.  The  new  job 
must  be  different  enough  to  avoid  the  per- 
ception that  your  employer  is  trying  to 
duck  paying  benefits. 

KNOW  YOUR  RETIREMENT  PLAN  Some 
plans  offer  a  lump-sum  distribution  on  retire- 
ment and  allow  you  to  come  back  to  work 
without  limitation.  Other  plans,  however,  may 
suspend  payments  if  you  work  more  than  40 
hours  a  month. 

DONT  COUNT  ON  A  FULL  PENSION  If  you 

take  a  part-time  transition  job  as  a  lead-in  to 
retirement,  your  pension  may  not  kick  in. 
And  your  monthly  Social  Security  check 
could  shrink  if  you're  under  age  65  and  earn 
more  than  $9,600  or  are  between  65  and  69 
and  earn  more  than  $15,500. 

DATA:  PRICEWATERHOUSECOOPERS,  BUSINESS  WEEK 


69,     worked 
years   as   a   r 
chemist.  An  e> 
federal  regulat 
now  works  p 
in  quality  ass 
making  sure 
search   report 
government  st 
"I  get  to  work 
lot  of  real  you 
pie,  new  produ 
new    ideas," 
says.  "I  don't 
ax  to  grind.  I 
trying    to    ge 
through  the  pi- 
Many  retire< 
back  to  work 
the  money  but 
they     want     tc 
tribute.  Their  e 
asm  and  loyalt 
other    advanta 
talent-starved 
nies.  That's  wh 
Prudential  Ins 
Company  of  A 
has     learned 
with  a  temp  s( 
staffed  by  reti 
also  launched  R 
Offering    Comr 
Service,    a    gro 
some  200   volu 
who  meet  mont 
organize  project 
as    food    distri 
and      reading 
Heading      the 
neapolis  crew  is 
ard  L.  Agee,  74, 
marketing      ma 
who  helped  sta: 
program.     "I 
ready    to    wra 
arms  around  my 
ey  and  die,"  he 
Last  year,  Pru, 
60,000-plus  empl 
derived  10%  of 
tal    volunteer 
from  the  progr 
big  boost  for  a  c 
ny  that  relies  on| 
munity  relations 
But    dealing 
older    workers 
sents  challenges 
managers  they  report  to.  Although  technically  theyl 
be  subordinates,  seniors  cannot  be  treated  the  same  wai 
treat  30-year-olds.  Conflict  is  even  more  likely  to  fia] 
when  you  have  part-timers  working  next  to  younger 
ers  still  burning  the  midnight  oil.  "We're  going  to  ha| 
have  new  models  of  how  people  work  together,  based 
more  on  merit  and  less  on  seniority,"  says  Ed  Michaels,  | 
rector  at  McKinsey  &  Co.  "Fifty-eight-year-olds  are  goif 
have  to  be  comfortable  working  in  teams  with  28-yearl 
where  [the  younger  people]  are  the  team  leaders."  It 
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If  your  network 
crashes  at  2  a.m. 
can  you  be  open 
for  business  at  8? 


CabletronCommerce, 
an  e-business  site 


enabled  by  GTE 
Internetworking,  lets  you 
select,  configure,  get 
quotes,  buy,  ship  and  install. 
By  the  time  morning  hits, 
your  doors  will  be  open, 
even  if  your  eyes  aren't. 


Internetworking, 
ing  e-business. 


.  E  Corporation.  All  rights  reserved 


1-800-472-4565  Of 


both  ways:  Peter  F.  Drucker,  the  90-year-old  author  of 
Management  Challenges  for  the  21st  Century,  thinks  a  new 
management  style  must  be  developed  that  treats  older 
workers  more  as  volunteers  than  as  employees. 

To  make  it  all  work, 
companies  wall  have  to 
face  the  problem  of 
ageism,  still  a  common 
aspect  of  many  workplaces.  The  message  boards  at  Third- 
Age.com  are  filled  with  frustrated  over-50  folks  who  can't  get 
hired.  But  the  masses  of  aging  baby  boomers  may  have  some- 
thing to  say  about  that — with  a  megaphone,  says  Dychtwald. 
"We  are  a  belligerent,  self-centered,  and  loudmouthed  group," 


Cover  Story 


he  says.  "[Age-related]  litigation  will  go  through  t] 
As  the  coming  crush  of  elder  workers  transfo 
workplace,  the  effects  may  be  radical.  Greater  flexib 
become  the  norm  at  all  stages  of  a  career.  Inde 
things  as  bridge  jobs  may  one  day  look  tame.  "A 
point  in  time,"  says  Edward  F.  Ryan,  managing  di 
Executive  Interim  Management,  which  places  ceos 
er  high-level  execs  in  short-  and  medium-term 
"there  will  be  a  core  of  employees,  and  everyone  els< 
on  a  contractual  basis."  That's  enough  to  give  e 
youngest  manager  a  shock  of  gray  hair. 

By  Jennifer  Reingold  in  New  York,  with  Diane 
Greenwich,  Conn. 


* 


IT  AIN'T  OVER  WHEN  ITS  OVER 


As  retirement  looms,  the  rituals 
are  familiar.  Whether  you're 
looking  ahead  to  a  voluntary  de- 
parture— or,  as  happens  all  too  often 
these  days,  are  told  to  go — you  col- 
lect the  facts  and  figures  on  how 
golden  a  parachute  your  employer 
will  be  providing.  Then  you  add  in 
Social  Security  and  your  own 
nest  egg,  and  compute  what 
you'll  have  to  live  on. 

But  money  is  far  from  the 
only  source  of  anxiety.  What 
to  do  with  all  that  free  time? 
With  work  so  often  the  center 
of  personal  identity,  and  col- 
leagues very  much  an  alter- 
nate family,  what  of  the  sense 
of  self?  And  how  will  home 
relationships  bear  up  under 
being  around  the  house  much 
more  of  the  time? 

Predictably,  I  went  through 
all  these  calculations.  I  was 
fortunate  to  have  survived 
untO  my  65th  birthday  in  a 
high-pressure  job  as  the  man- 
aging editor  of  business 
week.  It  was  clearly  time  to 
move  on,  but  to  where?  My 
termination  package  included 
a  consulting  deal,  and  I  drew 
the  assignment  of  exploring  the  po- 
tential of  putting  business  week  on 
one  of  the  new  online  services. 
SHEPHERD.  The  task  wasn't  all  that 
alien.  Although  an  English  major 
who  fancied  himself  primarily  a 
wordsmith,  I  had  15  years  earlier 
shepherded  the  magazine's  transition 
from  typewriters  to  computers.  And 
in  my  early  days  at  business  week, 
in  the  late  1950s,  I  had  edited  a  Spe- 
cial Report  on  the  shift  from  vacuum 
tubes  to  transistors  as  the  key  ele- 
ment in  computers. 

In  the  first  few  months,  I  sat 
through  one  presentation  after  an- 
other from  rival  online  services, 


some  of  which  never  took  off  into 
cyber-orbit.  Ultimately,  it  was  Amer- 
ica Online  that  most  talked  our  lan- 
guage. As  we  geared  up  for  launch, 
it  became  clear  that  posting  the  mag- 
azine online  was  only  part  of  the  op- 
portunity. To  reach  an  audience  in  a 
new  way,  I  volunteered  to  become 


the  concierge  of  the  online  message 
boards  and  the  honcho  for  five  inter- 
active events.  That,  too,  was  an  out- 
growth of  earlier  experience  as  the 
moderator  of  a  radio  show  and  of 
dozens  of  the  magazine's  "dog  and 
pony  shows" — panels  of  business 
week  editors  appearing  around  the 
country. 

On  Dec.  30,  1994,  the  requisite 
buttons  were  pushed,  and  Business 
Week  Online  made  its  debut.  The 
launch  team  had  worked  for  weeks 
preparing  for  this  day.  We  huddled 
around  a  computer  screen  in  great 
suspense.  Five  welcoming  messages 
popped  up  rapid-fire  from  contacts  at 


AOL.  Then,  this:  "Looking  for  E 
American  pattern  glass  1850-191 
That  broke  the  tension — and  bro 
us  all  up.  There  were  people  out 
there  at  their  computers  after  all 
TO  THE  FRONTIER.  Since  then,  Bv 
ness  Week  Online  has  received  n 
thousands  of  message-board  posti 
and  done  600  or  so  live 
events,  most  of  which  I  ha 
moderated.  What  had  star 
as  almost  a  make-work  ch( 
ended  up  propelling  me  to 
frontier  of  a  vast  new  med 
um.  There  are  still  deadlim 
but  they're  far  less  demanc 
than  those  at  a  weekly  ma 
zine.  I  can  do  the  work  fro 
almost  anywhere  and  at  al 
most  any  time.  Perhaps  mo 
important,  my  post-retirem 
job  has  kept  me  in*  touch  w 
old  friends  and  introduced 
to  many  new  ones,  including 
number  of  twentysomething 
They  have  taught  me  the 
technology;  in  return,  I  hav 
taught  them  something  aboi 
the  history  and  traditions  oi 
the  magazine. 

Meantime,  Business  Wee 
Online  has  expanded  to  the 
Web  (www.businessweek.com).  Re 
cently  we  added  video,  and  I  help< 
anchor  that  effort.  And,  as  with 
most  retirees,  there  are  those  out- 
side groups  that  beseech  a  retiree 
for  help — in  my  case,  a  New  York 
club  and  two  performing-arts  orga 
nizations.  Plus,  once  or  twice  a  yes 
travel — most  recently  to  Russia 
with  a  group  of  journalists.  Will 
someone  please  tell  me  when  "elde 
ly"  begins? 


IBM  EN' 


Mont 


By  Jack  Dierdorff.  Dierdorff,  71, 
is  consulting  editor  of  Business  We 
Online.  He  retired  as  managing  edi 
tor  of  BUSINESS  week  in  1993. 
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INTRODUCING  A  faster,  more  reliable  way  to 
reaj  BM  ENTERPRISE  SAN  manage  e-business  information. 

)n  the  Web,  everything  starts  with  information.  Whether 

'«  looking  a  flight  or  purchasing  a  new  Qeet.  \s  people  Hock  to 
he  Wel>  in  record  numbers,  record  amounts  of  information 
ia\e  to  be  made  accessible.  Downtime  is  not  an  option. 

\n  IUM  Enterprise  Storage  Area  Network  is  a  high-speed 
letwork  dedicated  to  managing  information.  \\  itli  a  S  \  Y 
>our  customers,  partners  and  employees  have  continuous 


access  to  the  information  they  crave. Your  network  can 
respond  to  requests  more  quickly.  And  as  traffic  swells,  your 
systems  can  reliably  meet  the  growing  demand  for  data. 

IBM  offers  high-availabilitj  systems  and  network 
management  tools  that  can  work  with  your  current  storage 
systems.  And  a  wealth  of  e-business  know-how  toge<  your 
SAM  up  and  running  fast.  To  find  out  how  IBM  can  help 
you  design  and  deploj  an  Enterprise  SAN  to  manage  your 
information,  access  our  information  at  WWW.ibm.COm/san 


Finance 


I 


BANKING 


DIRTY  MONEY 
GOES  DIGITAL 

Criminals  tap  into  the  high-speed  world  of  wire  transfers 


In  the  annals  of  organized  crime,  mon- 
ey laundering  once  was  hard  work. 
Consider  the  plight  of  a  typical  1980s 
Florida  drug  smuggler  looking  to 
move  his  money  offshore.  A  boatload  of 
marijuana  could  be  sold  on  the  street 
back  then  for  $20  million.  But  pot  smok- 
ers paid  in  small  bills,  and  the  cash  would 
weigh  a  ton  and  a  half,  says  David  L. 
McGee,  a  former  federal  prosecutor.  Talk 
about  heavy  lifting.  "You  can't  carry  $20 
million  in  street  cash  in  a  pickup  truck," 
McGee  says. 

The  solution  for  drug  dealers  was 
called  "smurfing."  Smugglers  would  hire 
people — smurfs — to  go  to  as  many  banks 
as  possible  and  buy  cashier's  checks  un- 
der $10,000,  the  threshold  for  filing  a 
government  disclosure  report.  The  smurfs 
would  then  fly  the  checks  to  an  offshore 
bank  and  deposit  them.  From  there,  the 
money  could  be  used  or  invested  in  ways 
to  make  the  dealers  look  like  legitimate 
businessmen. 

What  a  difference  a  decade  makes. 
Federal  authorities  are  now  investigating 
a  case  that  makes  the  smurfs  look  like 
the  cavemen  of  some  criminal  Stone  Age. 
Russian  racketeers  are  suspected  of  laun- 
dering up  to  $10  billion  through  accounts 
at  the  Bank  of  New  York.  And  all  the 
Russians  needed  to  do  was  switch  on 
their  personal  computers. 

Money  laundering  is  taking  a  terrifying 
high-tech  turn.  Criminals  sitting  at  key- 
boards are  concealing  their  gains  by  mix- 
ing them  with  the  trillions  of  dollars  that 
swirl  through  the  global  banking  system 

HOW  TO  WASH  A 
MILLION  DOLLARS 

Using  bank  transfers,  money-laun- 
dering mobsters  can  easily  move 
cash  across  borders,  swiftly  turning 
dirty  money  into  squeaky-clean 
greenbacks. 


every  day.  And  slowing  down  the  money 
launderers  will  almost  certainly  impose 
costs  on  banks  and  other  legitimate  busi- 
nesses that  benefit  from  rapid  movements 
of  money. 

"There  is  no  panacea  available  today," 
says  Jerome  Walker,  a  former  federal 
banking  regulator  and  now  an  attorney 
who  specializes  in  money-laundering  mat- 
ters. "There  is  no  silver  bullet  that  will 
get  you  where  you  want  to  be." 
CRUDE  SCHEMES.  Properly  understood, 
money  laundering  is  the  final  act  of 
any  financial  crime — the  real  getaway, 
in  which  criminals  hide  the  origins  of 
their  proceeds  so  they  can  be  used. 
The  key  is  moving  money  through  as 
many  bank  accounts  and  countries  as 
possible  so  it  takes  on  the  appearance 
of  legitimate  income.  How  this  is  done 
involves  any  number  of  variations — 
crude  schemes  from  the  past  can  coex- 
ist with  the  latest  ruses.  But  the  idea 
is  to  be  able  to  claim  that  the  boss  is  a 
legitimate  businessman. 


The  problem  facing  law  enfoi  ift  trarafi 
is  that  big  criminals  no  long*  pW  • 
furtive  couriers  with  fancy  bri  ittaHnv 
to  move  money.  The  staggering  i  »y  lam 
allegedly  involved  in  the  Bank     Iphggi 
York  case  suggest  that  Russia  R  of  tin 
sters  have  advanced  beyond  strei  battle  k 
nesses  like  drugs  or  prostitutio  thigh-si 
suspicion  is  they  are  diverting  £  pypul 
ment  or  corporate  funds*— that  is,    world  :< 
in  its  electronic  form.  Nor  did  th 
sians  even  have  to  go  on  the  st  fa 
transport  funds.  They  could  initiat  «y  transi 


1A  Moscow  gangster  is  sitting  on 
millions  of  dollars.  The  cash  came 
from  a  prostitution  ring,  legal  income 
from  several  strip  clubs  that  he  con- 
trols, and  funds  that  he  has  diverted 
from  a  government  account.  He  wants 
to  move  the  money  overseas. 


the  gangster's  underlings  <  ir a fi 
money  to  a  Russian  bank,  mixr 
and  illegal  funds.  They  then  a: 
Russian  bank  to  wire  the  mom  Bed  r 
lawyer  representing  a  Miami  re 
is  in  cahoots  with  the  Russian  fc 
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eiiiwire  transfers  using  bank  soft- 
standard  stuff  for  business  cus- 
v  bri$  3  these  days,  but  a  potent  weapon 
.  :,i  noney  launderer. 
ankoie  plugged  in,  criminals  can  take 
.vantage  of  the  Achilles'  heel  in  the 
-tree  battle  against  money  launder- 
itutioi  he  high-speed  wire-transfer  sys- 
ing  go  floney  put  in  any  bank  anywhere 
st  is,  1 1  world  can  be  transferred  just 
il m  anywhere  else  in  the  blink  of  an 
le  strand  criminal  groups  can  execute 
nitiateny  transfers  so  quickly  that  law 


enforcement  authorities  can't  keep  up. 
In  effect,  the  wire-transfer  regime  un- 
dercuts U.  S.  laws  that  require  banks  to 
"know  their  customer,"  that  is,  to  know 
the  customer's  source  of  funds.  In  a 
transfer,  the  bank's  customer  often  is  an- 
other bank,  acting  on  behalf  of  an  ac- 
count holder.  If  that  first  bank  doesn't 
know  its  customer — or  doesn't  care  to — 
the  sky  is  the  limit  for  the  criminal.  Wire 
transfers  are  "one  of  the  most  used  tech- 
niques" for  laundering  money,  says 
Patrick  Moulette,  executive  secretary  of 


SUSPICIOUS  MOVEMENTS 
Federal  officials  arc  investigating 
whether  up  to  $10  billion  was 
laundered  by  Russian  gangsters 
through  the-  Bank  of  New  York 

the  Financial  Action  Task  Force  on  Mon- 
ey Laundering  in  Paris,  which  was  set  up 
by  the  leading  industrial  countries  to 
combat  the  problem.  "It's  very  easy  for 
the  launderer." 

Compounding  the  problem  is  the  stag- 
gering volume  and  velocity  of  wire  trans- 
fers. More  than  $2  trillion  moves  every 
day  through  the  U.  S.,  and  globally  the 
total  is  more  than  that.  The  Bank  of 
New  York  says  it  handles  $600  billion  in 
wire  transfers  every  day.  All  this  traffic 
makes  it  hard  for  human  beings  such  as 
bank  examiners  and  compliance  officials 
to  spot  unusual  action — even  on  the  scale 
of  the  Russian  case. 

You  need  technology  to  fight  technolo- 
gy. Software  niters  that  enable  banks  to 
monitor  wires  for  suspicious  patterns  of 
activity  are  being  developed.  But  these 
niters  are  costly  and  could  slow  down 
transfers,  punishing  legitimate  businesses. 
Banks,  in  turn,  would  have  to  sacrifice 
earnings  to  scrutinize  wire  traffic  more 
thoroughly.  And  neither  senior  compli- 
ance officers  at  some  big  banks  nor  fed- 
eral regulators  are  convinced  that  the 
results  from  more  filtering  justify  the 
potential  losses. 

But  the  Russian  episode  may  be  a 
reason  to  start  thinking  more  seriously 
about  such  responses.  Money  is  pouring 
out  of  Russia.  And  while  there's  a  debate 
about  what  kind  of  money  is  actually 


iNJdussian  bank  sends  instruc- 
ts ( I  or  a  fund  transfer  to  its  "cor- 
mw  .,"  a  New  York  money-center 
ah  only  knows  that  it  is  help- 
"iom  jised  Russian  bank.  The  New 
ran  doesn't  know  the  Russian 
siaj  tomer  is  the  Moscow  mobster. 


4  The  New  York  bank  arranges  a 
funds  transfer  through  its  CHIPS 
interface  computer.  CHIPS  debits  the 
New  York  bank  and  credits  the  account 
in  Miami.  Like  the  New  York  bank,  the 
Miami  bank  knows  nothing  about  the 
actual  source  of  the  funds. 


5  A  U.S.  associate  of  the  Moscow 
mobster  uses  the  cash  to  buy  an 
office  building  at  an  inflated  price.  The 
realtor  collects  an  outsized  fee,  which  is 
legitimate  income.  And  the  Moscow 
mobster  can  say  he's  earning  rental  in- 
come from  overseas. 
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The  Canadian  government  estimates  that  up  to  $1  tril|< 
in  criminal  proceeds  gets  laundered  every  year 


moving — one  man's  criminal  proceeds  are 
another's  capital  flight — there  is  a  U.  S. 
interest  in  making  sure  Russia  isn't  bled 
dry.  Russia  remains  a  nuclear  power,  af- 
ter all.  "This  is  a  national  security  issue 
more  than  a  banking  issue,"  says  House 
Banking  Committee  Chairman  James  A. 
Leach  (R-Iowa),  who  will  be  holding 
hearings  on  whether  International  Mon- 
etary Fund  loan  money  was  diverted 
through  the  Bank  of  New  York.  "If  Rus- 
sia can't  get  itself  together  on  the  finan- 
cial side,  it  could  return  to  communism." 

To  be  sure,  money  laundering  hasn't 
become  completely  automated.  Account 
officers — who  are  supposed  to  know  the 
bank's  customers — can  make  it  easier  for 
criminals  to  launder  money  through  sins 
of  omission  or  commission. 

And  so  far,  the  Bank  of  New  York 
has  taken  action  against  three  employees. 
Two  were  fired,  including  Lucy  Edwards, 
a  Russian-born  vice-president.  Her  hus- 
band is  Peter  Berlin,  the  director  of 
Benex  Worldwide  Ltd.,  who  set  up  the 
accounts  being  investigated.  Natasha 
Gurfinkel  Kogalovsky,  who  headed  kony's 
Eastern  European  business,  is  on  leave. 


She,  too,  is  married  to  a  Russian  busi- 
nessman: banker  and  oil  executive  Kon- 
stanin  Kogalovsky,  who  once  represented 
Russia  in  talks  with  the  IMF.  The  Bank  of 
New  York  is  cooperating  with  the  inves- 
tigation, noting  there  have- been  no  alle- 
gations of  wrongdoing  on  its  part.  At- 
tempts to  reach  the  three  employees  and 
Berlin  were  unsuccessful. 
DAISY  CHAIN.  But  senior  bankers  and 
money  laundering  experts  say  the  Bank 
of  New  York  accounts  could  turn  out  to 
be  just  one  stop  in  a  daisy  chain  of  ac- 
counts around  the  world  through  which 
suspicious  Russian  money  moved.  And 
that  points  up  the  difficulties  that  au- 
thorities ai-e  having  in  policing  interna- 
tional money  flows. 

Currently,  money  is  routed  around  the 
world  via  three  major  computer  super- 
highways: Fedwire,  in  the  U.  S.;  the  So- 
ciety for  Worldwide  Interbank  Financial 
Telecommunication  (swift),  overseas;  and 
the  Clearing  House  Interbank  Payment 
Systems  (chips)  in  New  York,  for  pay- 
ments moving  into  and  out  of  the  U.  S. 

Together,  these  systems  make  it  pos- 
sible to  conduct  global  commerce  and 


A  MONEY  LAUNDERING  PRIMER 


M 


I  oney  laundering  is  easy  to  de- 
fine: It's  the  process  of  making 
I  dirty  funds  appear  to  be  clean. 
But  the  legal  definition  is  narrower 
and  more  precise — and  may  not  in- 
clude the  type  of  asset-stripping  oc- 
curring in  Russia. 

The  test:  There  are  several  federal 
laws  designed  to  curb  money  laun- 
dering. But  under  the  main 

mon.ey    lauirder.ing 

statute,  prosecutors  must  prove  that 
a  suspect  (1)  knowingly,  (2)  took  the 
financial  proceeds  of  a  crime,  and  (3) 
did  hide  the  illegal  origin  of  the 
money. 

The  loopholes:  While  that  test 
sounds  simple,  it's  often  not  so  easy 
to  meet  in  practice.  For  example, 
criminals  frequently  hand  over  their 
stolen  funds  to  professional  money 
launderers.  It's  hard  for  the  feds  to 


prove  that  these  outfits  "knew"  the 
money  was  dirty  since  they  played 
no  role  in  the  original  crime. 

Foreign  crime:  One  problem  with 
the  money  laundering  laws  is  that 
they  only  cover  the  funds  received 
from  seven  specific  foreign  crimes: 
drug  trafficking,  bank  fraud,  murder, 
kidnapping,  robbery,  extortion,  and 

(ma-ne    lan-dar-irj) \y.  t* 

the  detonation  of  explosives.  Any 
other  illegal  act  that  a  criminal  com- 
mits abroad — say,  for  example,  stock 
fraud — can't  be  the  basis  for  a  money 
laundering  conviction.  Legislation  to 
broaden  the  scope  of  the  law  to  cov- 
er additional  foreign  crimes  was 
shelved  last  year  and  is  expected  to 
be  resubmitted  to  Congress  later 
this  year. 

By  Mike  France  in 
New  York 


currency  trading  on  a  grand  a 
the  underside  of  this  efficiency 
of  supervision,  chips  and  swift 
vate,  while  Fedwire  is  run  by 
eral  Reserve.  And  all  three  ar 
regulated;  you  can  think  of  the 
as  bank  clubs  run  on  an  honor 
At  chips,  for  example,  a  coup 
leading  banks  handle  the  bulk 
than  $1  trillion  a  day  in  transfe 
serving  smaller  banks,  known 
spondents.  Once  a  big  bank  d 
can  work  with  a  smaller  bank — \ 
say — it  processes  transfer  reque; 
or  less  automatically. 

However,  big  banks  can  hav 
sands  of  correspondents — the 
New  York  serves  2,300.  And  t 
pressure  to  move  quickly.  If  a  b 
doesn't  process  a  correspondent': 
action  by  day's  end,  it  can  wind 
ing  interest  costs. 

As  a  result,  anonymous  money 
easily  through  the  global  banki 
tern.  A  Canadian  government  re 
timates  that  up  to  $1  trillion  in  c: 
proceeds  gets  laundered  every  ye 
given  the  black  hole  of  wire  tra 
no  one  can  know  for  sure. 

Handling  these  massive  money 
ments,  though,  has  beconie  a  kej 
ness  for  banks.  In  recent  years, 
have  lost  market  share  in  any  nun 
core  areas  as  savers  plow  more 
into  stocks  and  nonbanks  extend 
But  only  a  bank  can  handle  paym< 
and  that  leads  to  other  opportuniti< 
managing  a  company's  cash,  for 
pie,  a  bank  positions  itself  to  co 
currency  trades,  even  design  deriv 
for  hedging.  Yet  those  huge  cash  flc 
banks  also  attract  individuals  with 
intentions. 

Cash  processing  has  been  a  pa 
larly  important  business  at  the  Ba 
New  York.  Fees  from  that  bus 
added  up  to  $256  million  in  1998,  up 
from  the  year  before.  And  in  its  las 
nual  report,  the  bank  bragged:  "Ii 
last  five  years,  we  were  the  only  ba 
significantly  increase  our  market  si 
in  the  global  cash  processing  busine 

One  way  the  bank  expanded  its 
cessing  income  was  by  moving  qui 
into  Russia.  The  bank  began  operal 
there  in  the  early  1990s,  working 
through  its  Swiss-based  private  b; 
joint  venture — the  Bank  of  New  Yor! 
ter  Maritime  Bank  of  Geneva. 

The  Bank  of  New  York,  in  turn, 
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Bank  of  New  York  officials  also  helped  its  Russian  busii] 
customers  obtain  the  latest  tools  in  computer  bankii 


came  one  of  the  first  foreign  banks  to 
set  up  correspondent  relationships  with 
Russian  banks.  One  Russian  bank, 
Inkombank,  averaged  more  than  250  wire 
transfers  a  day  with  the  Bank  of  New 
York.  When  Inkombank  applied  to  set 
up  a  representative  office  in  the  U.S., 
Gurfinkel  Kogalovsky,  the  now-suspended 
head  of  BONY's  Eastern  European  busi- 
ness, wrote  a  letter  of  recommendation  in 
1996  to  Federal  Reserve  Chairman  Alan 
Greenspan.  "Having  worked  with  all  the 


friends  in  the  fight  against  money-laun- 
dering— cash-sniffing  dogs  used  at  border 
crossings. 

Small  wonder,  then,  that  bankers  and 
law  enforcement  officials  differ  about  the 
proper  response  to  the  latest  high-tech 
money  laundering  schemes.  "There  is  no 
doubt  we  could  design  a  system  that 
would  be  impenetrable  to  people  who 
want  to  launder  money,  but  I  doubt  the 
banks  would  stand  for  it,"  says  Samuel 
D.  Porteous,  director  of  business  intelli- 


The  case  of  suspected  Russia! 
laundering  seems  to  suggest  soft] 
ters  could  help.  In  August,  199j 
before  the  case  broke,  Republic 
Bank  of  New  York  filed  a  govJ 
report  noting  suspicious  transfers! 
ey  from  Russia — through  RepuJ 
BONY.  Republic  detected  the  acti\ 
a  month  after  installing  a  filteringl 
The  Bank  of  New  York  declinJ 
ment  on  whether  it  had  such  softi 
ters  at  the  time. 


THE  TMLUON-DOLl 
CLEARINGHOUSE 


ANNUAL  DOLLAR  VOLUME 
AT  CHIPS 


top  banks  in  Russia,  there  is  no  question 
that  Inkombank  is  one  of  the  most  stable, 
sophisticated,  and  technologically  ad- 
vanced commercial  banks  in  Russia,"  she 
wrote.  Inkombank  is  now  insolvent. 

Bank  of  New  York  officials  also  helped 
its  Russian  business  customers  obtain 
the  latest  tools  in  computer  banking.  At 
least  one  of  the  accounts  under  investi- 
gation was  equipped  with  a  product  that 
enables  the  account  holder  to  transfer 
money,  a  government  source  says. 

The  quandary  for  banks  is  that  each 
time  they  introduce  a  new  service,  they 
may  inadvertently  be  helping  money 
launderers.  And  it's  a  dilemma  that  will 
only  deepen  as  technology  develops.  In- 
deed, the  Financial  Action  Task  Force 
on  Money  Laundering  warned  this  year 
that  criminals  could  begin  using  smart 
cards,  online  banking,  and  electronic  cash 
to  launder  money. 

Just  consider  the  potential  threat  from 
smart  cards — which  electronically  store 
cash.  They  would  enable  criminals  to 
move  money  in  bulk  without  using  banks 
at  all.  And  because  they  are  plastic,  the 
cards  might  even  elude  one  of  man's  best 


gence  for  Kroll  Associates  Canada,  the 
Canadian  arm  of  the  investigative  firm. 
"It's  a  question  of  how  much  people  want 
to  spend." 

There  is  precedent  for  action.  Cur- 
rently, banks  use  software  that  screens 
transfers  to  make  sure  they  don't  go  di- 
rectly to  enemies  of  the  U.  S.  The  Trea- 
sury Dept.'s  Office  of  Foreign  Assets 
Control,  or  ofac,  prints  a  detailed  list  of 
countries,  companies,  and  people  that 
aren't  allowed  to  receive  wires.  Banks 
have  staffs  that  do  nothing  but  monitor 
transfers  to  make  sure  money  isn't  being 
sent  to  the  likes  of  Saddam  Hussein  or 
Slobodan  Milosevic. 

But  there's  a  big  difference  between 
the  ofac  list  and  a  search  for  money 
launderers.  The  ofac  list  requires  banks 
to  look  for  particular  needles  in  the 
haystack  of  fund  transfers.  Detecting 
money  laundering  would  require  pro- 
grams that  would  notice  transfers  ex- 
ceeding amount  or  frequency  parame- 
ters. Transfer  messages  are  short  and 
not  particularly  standardized.  Comput- 
ers could  be  faked  out — and  the  result 
could  be  just  reams  of  paper. 


▲  TRILLIONS  OF  DOLLARS 

DATA:  CHIPCO 


BANKS  OWN  THE  CLEARING  HOU 
FOR  INTERBANK  PAYMENT  SYSTI 
IN  NEW  YORK 


But  more  monitoring  would  be  a 
sell.  This  year,  federal  officials  dr 
proposed  rules  that  would  have 
ened  "know  your  customer"  require 
after  fierce  protests.  "We  don't  nee< 
laws  and  regulations,"  says  Jo 
Byrne,  senior  counsel  at  the  Am 
Bankers  Association.  "The  easiest  tl 
to  overreact." 

That  raises  the  question  of  wh 
monitoring  could  be  done  at  the 
puter  highways  that  carry  transfer: 
chips,  say.  But  again,  that's  unlikel 
we  took  a  role  like  that,  we  would 
to  do  things  for  the  irs,  try  to 
down  deadbeat  dads,  things  like  t 
says  George  F.  Thomas,  senior 
president  at  CHIPS.  "It's  the  b 
responsibility." 

It  should  be  someone's. 

By  Gary  Silverman  in  New  York, 
Margaret  Coker  in  Moscaw,  Joseph 
ber  in  Toronto,  Laura  Cohn  in  W 
ington,  and  Carol  Matlock  in  Paris 


For  a  Q&A  with  Russian  banking  kingpi 
Alexander  Smolensky,  see  the  Sept.  20 
sue  online  at  www.businessweek.com. 
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MUTUAL  FUNDS 


ANATOMY 
OF  A  STEAL 

Bought  for  a  song,  RS  Investment  makes  a  comeback 


Trying  to  sell  a  mutual- 
fund  company  during  a 
stock-market  meltdown 
is  like  hawking  a  beach- 
front cottage  in  a  hurricane. 
That's  the  bind  G.  Randy 
Hecht  was  in  a  year  ago 
when  he  sought  a  buyer  for 
Robertson  Stephens  Invest- 
ment Management,  the  firm 
he  headed.  Many  fund  com- 
panies looked,  but  not  one 
made  even  a  lowball  offer. 
Hecht  and  other  employees 
ended  up  buying  the  unit  for 
a  song  from  its  owner,  Bank 
of  America  Corp.  Now  it 
looks  like  Hecht  got  the  deal, 
or  perhaps  the  steal,  of  the 
year. 

It  wasn't  just  the  stock 
market,  blindsided  by  Russia's 
debt  default  and  the  collapse 
of  Long-Term  Capital  Man- 
agement, that  scared  off  buy- 
ers. The  biggest  problem  was 
the  performance  of  its  flag- 
ship, the  Robertson  Stephens 
Contrarian  Fund.  The  mutual 
fund  had  been  heavily  mar- 
keted in  the  mid-1990s  as  a 
safe  harbor  in  stormy  times. 
But  for  the  second  time  in 
two  years  the  fund's  value 
was  melting  down  faster  than  " 
the  market  itself.  Contrarian  had  more 
than  $1  billion  as  recently  as  1996,  but  a 
river  of  red  ink  and  the  resulting  share- 
holder exodus  had  whittled  it  down  to 
$90  million  by  September  of  last  year. 
ROCK  BOTTOM.  "We  were  seen  as  dam- 
aged merchandise,"  says  James  L.  Calli- 
nan,  portfolio  manager  of  RS  Emerging 
Growth  Fund.  So  last  November,  the 
Bank  of  America,  which  had  acquired 
this  unit  through  a  megamerger,  agreed 
to  sell  to  Hecht  and  an  employee  group 
for  $20  million — about  1%  of  assets,  a 
rock-bottom  price  as  long  as  the  asset 
erosion  didn't  worsen. 

But  as  Hecht  and  the  bankers  were 
working  out  the  details,  the  hurricane 


at  the  end  of  February  when  p 
closed.  Hecht  estimates  that  thie 
mance  rebound  and  asset  grow 
the  company  a  private  market  1 
about  $160  million — based  on 
fund  industry  acquisitions  price 
range  of  3%  to  5%  of  assets. 

Though  Hecht  is  still  chair 
CEO,  there  have  been  some  si 
changes  since  the  buyout.  Las 
the  firm  renamed  itself  RS  Inv 
Management  (rsim).  The  reason 
the     right    to    use    the     Ro 
Stephens    name    for    $10    mil 
BankBoston  Corp.,  which  a 
its   onetime   parent,   inve 
bank  Robertson  Stephens 
Bank  of  America. 

Some  portfolio  manager: 
changed  their  status  as  well 
E.  Elijah  left  to  set  up  his  o 
but     continues     to     mana 
Valuer  Growth  and  Informati 
funds  as  a  subadvisor.  Rick 
hedge-fund  specialist  and  co-: 
er  of  Contrarian,  also  start 
own  shop  but  retains  a  suba< 
arrangement.  Still,  because  t 
is  now  employee-owned,  it 
easier  to  attract  investment 
says  Larry  Lieberman  of  The 
Group,  a  fund  industry  recrui 
The  firm  needs  to  repair  i 
utation  with  investors,  esp 
with  independent  investmerj 
visers  such  as  Michael  Hen 


RS's  Returns  Rebound! 


TOTAL  RETURN* 


RS  FUNDS 


1999* 


1998 


CONTRARIAN  40.8%   -32.5%  -2< 

DIVERSIFIED I  GROVVTH  53.1        16.4       29 

EMERGING  GROWTH 621 28.0 47 

GLOBAL  NATURAL  RESOURCES     4ll -345     -17 


DEALMAKER: 


CEO  Hecht  led  an  employee      GL9BAL  YALUE 1.3 10.6 N, 


buy otd  when  the  firm  drew  no  bidders 


headed  out  to  sea.  The  market 
bottomed  early  in  the  fourth 
quarter,  and  fund  performance 
bounced  back  strongly.  Five 
funds  are  up  in  excess  of  40% 
so  far  this  year,  and  all  but  two 
of  the  10  funds  are  beating  the 
Standard  &  Poor's  500-stock  index.  Cash 
started  to  flow  back  to  the  firm,  mainly 
to  Callinan's  rs  Emerging  Growth  Fund, 
the  firm's  leading  performer  this  year. 

Some  cash  is  even  starting  to.  trickle 
into  Contrarian,  which  is  enjoying  a 
bounceback,  up  40.8%.  Total  assets  under 
management — including  separately  man- 
aged accounts  and  hedge  funds — now 
stand  at  $4.5  billion,  up  from  $2.9  billion 


INFORMATION  AGE  47.0        52.2         6 

MICRbCAP  GROWTH  222        -0.6       30 

MlbCAP  OPPORTUNlfiES  231 11.8        22. 

PARTNERS  f.O 27.3 lgj 

VALUE  +  GROWTH  Ill 214 13" 


Appreciation  plus  reinvestment  of  dividends  and  capital  gains 
Through  Sept.  7 

DATA:  MORNINGSTAR  INC.,  RS  INVESTMENT  MANAGEMENT 
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of  Hengehold  Capital  Managemen 
Cincinnati  who  once  flocked  to 
funds.  "I  once  had  a  lot  of  faith  in 
Stephens,"  says  Hengehold,  talk 
about  the  portfolio  manager  of  C 
trarian  and  a  founder  of  the  inv 
ment  bank.  Hengehold  put  his  clie 
into  the  fund,  whose  concentrated 
sitions  in  undervalued  stocks  and  shi 
sale  positions  gave  it  some  traits  r> 


bustne 


dhh 


134  BUSINESS  WEEK  /  SEPTEMBER  20,  1999 


more 


v> 


FROM 


lagers 

wel. 

his  c 

Banag 

rmatk  | 

lick 

d  cm  :: 

start 

?ubad 

k  tli > 

,it 


your 


compui 


\mpaq  and  Windows  NT  Workstation. 

A  Better  Business  Solution. 
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COMPACl\  Microsoft 


The  Compaq  Deskpro®  EN 
Series  running  Microsoft® 
Windows  NT8  Workstation 
is  the  solution  that  addresses  the 
changing  needs  of  your  business. 
Windows    NT    has    increased 
reliability',  performance^  and  the 
familiar   Microsoft     Windows6 
interface.  Windows  NT  services  and  advanced  management  features 
from  Compaq  ensure  that  industry-leading  Compaq  Deskpro 
products  integrate  seamlessly  into  your  organization.  Windows 
NT  Workstation  on  Compaq  Deskpro  —  it's  the  solution  that's  all 
business.  For  more  information  or  to  get  Windows  NT  Workstation 
on  a  Compaq  Deskpro,  consult  your  Compaq  Authorized  Reseller 

or  go  to  Compaq's  Web  site:    WWW.COmpaq.COtn 


in  it    It  Corporation  All  nghii  ific-rwd  Muroiolt.  Wmdowi.  m d  Window  NT  at  tiihci  ir^mtrrd  tradtnurki  or  indtmirt.!  of  Microvolt  Corporation  in  thr  United  Statu  ind/or  othr-i  (ountno  Other  product  and  company  runwi 
C  I  odutb  are  licensed  to  sptem  builders  by  Hitroioll  Lcrnung,  Inc .  j  wholly  owned  subsidiary  ol  Mitroiott  Corporation 

fth  Window  OS  Uif r  Reliability  Study  |o/98|    hrimpjiiti  using  Window  Nl  WorVstation  wrr  about  three  limes  less  likely  lo  eipenenrr  senous  system  stoppages  than  users  ot  Windows  9S  surveyed 
H  i  )  compared  Window  Nl  Woiimtioii  4  0  to  Windows  98  operating  systems  using  IS  Dans'  \l\)\\  Winston* '  98  I  0  on  computers  witti  64MB  ol  MM  lest  performed  without  irnliuiion  by  ID  0)  makes  no  representations  or  • 


waned  herein  may  be  thr  trjofmjrki  ol  their  respective  owners 


i  Winston*  is  i  resnitered  trademark  or  trademark  of  ID  be  m  the  Ui  and  Mfcf  c— Wo. 


Finance 


hedge  fund.  When  Contrarian  started 
to  slip  in  1997,  even  as  the  market  was 
rising,  he  held  for  about  two  months 
and  then  sold  out. 

Stephens  plays  a  much-reduced  role 
today.  Last  September,  Hecht  assigned 
Andrew  Pilara,  who  runs  other  RS 
funds,  and  Barry  to  join  Stephens  as 
co-managers  of  what's  now  called  The 
Contrarian  Fund.  Each  runs  about  a 
third.  The  trio  approach  improved  per- 
formance by  diversifying  what  had  be- 
come a  concentrated  fund,  damping  its 
volatility.  A  rebound  in  natural  resource 
and  energy  prices  and  the  surge  in  tech 
stocks  bought  on  the  cheap,  such  as 
Qualcomm  Inc.  and  Apple  Computer 
Inc.,  also  helped. 

Going  forward,  RS  Emerging  Growth 


Fund  may  be  more  problematic.  Stand- 
ing at  just  over  $400  million  at  the  start 
of  the  year,  the  fund  is  now  $1.2  bil- 
lion, and  size  can  slow  performance.  But 
Callinan,  who  joined  the  firm  in  1996,  in- 
sists size  is  not  an  issue.  He  says  he  ran 
far  more  money  in  his  previous  fund, 
Putnam  otc  Emerging  Growth.  "When 
it  went  from  $885  million  to  $2.6  bil- 
lion, the  fund  was  in  the  top  25%"  of  its 
peer  group,  says  Callinan.  But  the  per- 
formance of  RS  Value  +  Growth,  a  hot 
fund  in  the  early  1990s,  has  slowed  in 
recent  years  as  its  assets  grew  and  it 
evolved  into  a  large-cap  portfolio. 

Even  if  the  funds  continue  to  hum, 
the  firm  needs  better  distribution.  Most 
of  its  money  has  come — and  gone — 
through  mutual  fund  supermarkets  such 


as  those  run  by  Charles  Schwo  i 
and  Fidelity  Investments.  Hjiht 
the  firm  is  getting  inflows  frolU 
Lynch  &  Co.'s  mutual-fund  wrajacc 
program,  and  he's  also  courtg 
companies'  wraps  and  401(k)  pais 
reason  Hecht  had  sought  a  fundm 
buyout  was  to  gain  new  disjflJ 
channels,  "but  now  I  think  we  v, 
better  on  our  own." 

Whether  rsim  has  turnedm 
enough  to  command  the  premifc 
ation  of  $160  million  is  debat« 
Hecht  says  the  firm  has  no  inn 
putting  itself  on  the  block  ytj 
Says  Hecht:  "Frankly,  we're  | 
our  independence." 

By  Jeffrey  M.  Laderman  in 
with  Louise  Lee  in  San  Franc 


CREDIT 


BIG  CARDS 
ON  CAMPUS 

Affinity-card  issuers  are  stepping  in  with  megabucks 


You  might  say  that  Joseph  E.  John- 
son, president  emeritus  of  the  Uni- 
versity of  Tennessee,  thinks  like 
any  savvy  chief  executive  officer. 
When  the  university  hit  what  he  called 
"a  point  of  crisis"  last  year  because  of 
inadequate  state  fiscal  support,  Johnson 
forged  one  of  the  most  lucrative  corpo- 
rate sponsor  deals  ever. 

In  a  $16  million  arrangement  with 
First  USA,  the  credit-card  division  of 
Bank  One  Corp.,  the  bank  is  the  sole 
marketer  of  the  university's  Visa  "affin- 
ity" credit  card — a  card  adorned  with 
the  school's  picture  and  logo — to  the 
university's  students  and  alumni.  "A  lot 
are  concerned  that  we're  soaking  our 
students,  but  we  decided  to  do  this  in  a 
reputable  way  rather  than  to  let  just 
any  issuer  on  campus  to  solicit.  Plus 
we  needed  the  funds,"  says  Johnson, 
who  retired  last  month.  In  addition  to 
the  $16  million,  divvied  up  over  the 
course  of  seven  years,  the  university 
receives  0.5%  of  every  transaction 
charge,  which  could  amount  to  an  esti- 
mated $4  million  annually. 

More  colleges  and  universities  face 
similar   budgetary   problems,   and 
credit-card  companies  are  rushing  in 
to  fill  the  gap.  Card  companies  pay  for 


everything  from  mentoring  programs 
lecture  series  to  cap-and-gown  rentals 
"You're  finding  much  more  of  a  will- 
ingness for  schools  to  cut  all  kinds 
of  creative  sweetheart  deals  with 
corporations  for  big  money,"  says 
Lewis  MandeO,  dean  of  the  State 
University  of  New  York  at  Buf- 
falo's management  school  and  the 
author  of  three  books  on 
credit  cards. 

The    deals    obvi 
ouslv  benefit 


to 


schools,  but  the  real  winners 
companies.  Credit-hungry  stud 
often  a  card  issuer's  best  custoi 
spite  the  fact  that  most  don't 
credit  history  or  even  a  job.  "I 
first  card  you  get,  chances  ar| 
hold  on  to  it  for  a  long  tim 
Robert       B.       McKinley,       c 
CardWeb.com  Inc.,  a  credit-car 
ing  service.  Studies  show  that  s 
keep  their  first  credit  card  for 
age  of  15  years. 

Card  marketers  also  like  stude 
cause  70%  of  those  with  cards  i 
year  colleges  have  $2,000  or  n 
revolving  debt,  according  to  th 
sumer  Federation.  And  ironical 
dents  are  less  of  a  credit  ris 
the  general  population  becaus 
»     parents  often  pay  their  bills 
%  TOO  FAR?  Once  a  bank  sec 
captive  student  audience, 
market  other  products  such 
mortgages,  car  loans,  and,  in 
ister  twist,  debt-c 
dation  loans  t( 
students 
credit-car 
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JDEdwards 

I  nterpriie    Soft  ware 


While  everyone  knows  that  e-business  is  the  answer  in  the  information  economy,  nobody 
seems  to  understand  the  real  question:  How  do  I  use  this  new  business  model  to  drive  operating 
efficiencies  that  improve  profitability  and  increase  shareholder  value  almost  immediately? 

At  J.D.  Edwards,  we  not  only  understand  the  question,  but  we've  got  the  only  real  answer. 
Since  the  power  of  e-business  is  its  ability  to  rapidly  deliver  return  on  investments,  we  offer  the  only 
enterprise  software  that  brings  together  all  the  key  solutions  for  global  e-business.  It's  a  web-based, 
virtual  and  collaborative  supply  chain  that  enables,  manages  and  optimizes  business  relationships 
with  any  trading  partner  or  customer.  In  any  part  of  the  world.  In  real  time. 

Because  once  the  21s'  century  kicks  in,  the  ones  who  succeed  will  be  the  ones  who  efficiently 
harness  ideas  and  put  them  into  action  throughout  their  extended  enterprise. 

So  go  ahead.  Run  with  it.  You  can't  afford  to  be  left  standing  on  the  dock.  For  more  information, 
call  (800)  727-53.W  or  visit  us  at  vvwrw.jdedwards.com 


CJ.D  Edwards  Woild  Source  I  lompany,  I9M  J  l>  Edwards  is  ,i  registered  trademark  m  J  I)  Edward!  &  (  ornpan)    I  he  name!  "I  M  other  product!  and 
I  I)  Edwards  used  here jj  are  trademarks  01  registered  trademarks  ol  I  l>  Edward;  World  Source  Compaq 
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"If  you've  got  a  card  with  your  college  on  it,  it's  like  ba 
part  of  a  club.  There's  pride  involved" 


debt.  "They've  got  'em  and  they  know 
it,"  says  Robert  Manning,  a  sociology 
professor  at  Georgetown  University  and 
author  of  a  recent  study  on  students 
and  credit  cards. 

Indeed,  a  growing  concern  is  that 
affinity-card  programs  have  encroached 
too  far  into  academia's  supposedly  hal- 
lowed halls.  At  the  University  of  Ot- 
tawa, MBNA  Corp.,  the  largest  affinity- 
card  issuer,  started  an  alumni-student 
mentoring  program  last  year.  At  the 
University  of  Hawaii,  MBNA  provides 
video  production  ser- 
vices and  airtime  to  "en- 
sure continuance"  of  the 
weekly  uh  Today  radio 
and  TV  show.  Says  Man- 
ning: "You  can't  tell  me 

GEORGETOWN:  MBNA 
pays  for  rights  to 
market  its  card  there 


-li 


I  V 


campus  and  to  control  the  process.  But 
what  difference  does  it  make  if  you're  a 
student  with  $10,000  of  debt  on  an  affin- 
ity card  vs.  another  type  of  card?"  asks 
Manning. 

One  of  the  reasons  affinity  cards  have 
become  so  popular  and  lucrative  for 
both  colleges  and  credit-card  issuers  is 
that  the  cardholders  are  more  loyal.  "If 
you've  got  a  card  with  your  college  on 
it,  it's  like  being  part  of  a  club.  There's 
pride  involved,"  says  McKinley.  Part  of 
that  loyalty  stems  from  the  idea  that 

LLLL, 


to  student  mailing  lists  and  ca 
directly  on  campus,"  says  ManJ 
In  a  typical  First  USA  or  MB] 
for  example,  the  bank  is  the  ' 
suer  allowed  to  market  on  car 
through  student  and  alumni 
lists — a  coup  for  any  card  is 
these  days  of  cutthroat  competl 
the  college  market.  At  the  Univl 
Tennessee,  for  instance,  there  al 
270,000  alumni  and  26,000  stud) 
addition  to  untold  numbers  of 
who  are  also  solicited  at  sporting 


MbN.A 


r.rrrr  tonr-  -'  Center 


THE  PLASTIC  INVASION 


that  having  a  credit- 
card  issuer  controlling 
student  media  won't  im- 
pact editorial  decisions." 
Manning's  Georgetown 
University  gets  paid  an 
undisclosed  sum  by 
MBNA  for  rights  to  the 
Georgetown  affinity 
card.  Also,  MBNA  con- 
tributed $2  million  sev- 
eral years  ago  to  fund 
what  is  officially  called  the  MBNA  Ca- 
reer Education  Center. 
"DANGEROUS."  In  the  face  of  all  of  this, 
student  credit-card  debt  is  mounting, 
due  primarily  to  aggressive  card  mar- 
keting and  students'  lack  of  credit 
knowledge.  According  to  the  Consumer 
Federation  study,  debt  among  college 
students  has  almost  tripled  since  1990. 
"That's  why  these  mega  credit-card 
deals  are  more  dangerous  than,  say, 
whether  a  college  chooses  to  be  a  Coke 
campus  or  a  Pepsi  campus  or  give  all  of 
its  athletes  Nike  shoes,"  says  Mandell. 
Because  of  worry  over  student  debt, 
a  growing  number  of  colleges  and  uni- 
versities are  restricting  or  banning  cam- 
pus-card marketing  by  non-affinity-card 
issuers.  Still,  most  schools,  especially 
large  state  schools,  are  not  nearly  as 
quick  to  turn  down  blockbuster  affinity- 
card  deals.  "Colleges  will  say  they've 
done  a  deal  with  a  single  issuer  in  order 
to  get  competing  card  marketers  off 
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MBNA  $0.3  million  for  alum 

mentoring  program 

First  USA      $  1 6  million  for  athleti 
scholarships;  other  n^ 


Hi 
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the  cardholder  is  donating  to  his  or  her 
school  or  alma  mater  each  time  the  card 
is  used.  In  most  affinity-card  deals,  in 
addition  to  an  up-front  flat  fee  some- 
times as  much  as  several  million  dol- 
lars, a  college  receives  half  of  a  per- 
cent of  the  purchase  value  of  each 
transaction  made  with  the  card. 

In  addition,  schools  are  often  paid 
anywhere  from  $5  to  $20  on  each  new 
account  that  is  opened  and  sometimes  a 
small  percentage  of  loans  outstanding. 
But  card  issuers  emphasize  that  each 
deal  they  make  is  unique.  "We  make 
proposals  to  schools  based  on  their  par- 
ticular needs  and  the  information  they 
give  us,"  says  Jeff  Unkle,  a  First  usa 
spokesman. 

For  their  part,  card  issuers  and 
schools  often  argue  that  affinity  cards 
are  tied  to  the  alumni  association,  not 
the  school  itself,  but  this  can  be  mis- 
leading. "In  these  deals,  the  contracts 
typically  specify  that  issuers  have  access 


DATA.  BUSINESS  WEEK 

Although  schools  and  card  com; 
are  pleased  with  the  deals,  som 
tions  are  not.  This  spring,  the  Te: 
state  legislature  nearly  passed 
that  would  have  prohibited  credi 
solicitations  on  campuses  altogi 
thus  terminating  the  university's 
The  bill  will  be  reintroduced  next 
As  part  of  the  pending  bankruptc 
Congress  is  considering  a  proposa 
would  allow  credit  cards  to  go  to  p| 
under  21  only  if  they  have  parent 
proval  or  are  financially  independ 

"We  realize  that  students  may 
credit  experience,  but  most  of  the 
extremely  responsible  and  handle 
it  cards  as  well  or  better  than 
adults,"     says     Brian     Dalphon| 
spokesman  for  mbna. 

As   affinity-card   programs   re 
highly  lucrative  for  both  colleges 
card  companies,  they  will  likely  con 
to  remain  bmoc — big  money  on  ca: 
By  Marcia  Vickers  in  New 
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NET 


A  SQUEEZE 
'  MINDSPRING 


giants  muscling  into 
ccess,  even  indies  that 
better  service  will  have 
md  more  to  compete 

irtiiig 

^—arles    Brewer   knows    a   good 
■King  when  he  sees  it.  Take  three- 
^■-'gged  dogs,  for  instance.  The  CEO 
If  MindSpring  Enterprises  Inc. 
)wn  used  to  his  girlfriend's  three- 
Rottweiler,  Henri,  tagging  along 
m  to  the  Atlanta-based  Internet 
provider  he  started  five  years 
when  the  couple  broke  up — and 
8   his  visitation  rights  to  Henri — 
•  adopted  another  three-legged 
■iler,  Louie.  Today,  Louie  has  his 
ell-worn  easy  chair  in  Brewer's 
"ffl  d  office,  and  between  phone  calls 
;etings,  gets  a  biscuit  or  a  pat. 
ver  shows  the  same  dogged  de- 
to  his  customers.  Inspired  by  his 
•oblems  getting  online  six  years 


ago,  Brewer  has  made  customer  ser- 
vice his  mantra  at  MindSpring.  It's  a 
strategy  that  has  enabled  him  to  com- 
pete quite  ably  in  the  shadow  of  the 
Goliath  of  the  industry,  America  Online 
Inc.,  which  boasts  more  than  19  million 
subscribers.  By  encouraging  his  cus- 
tomer reps  to  spend  as  much  time  as 
necessary  to  make  the  caller  happy, 
MindSpring  has  grown  from  a  desk  in 
Brewer's  studio  apartment  to  become 
the  nation's  fifth-largest  ISP,  with  more 
than  1.2  million  subscribers.  "We've  been 
able  to  compete  because  we  please  cus- 
tomers better,"  says  Brewer,  noting  that 
30%  of  new  customers  join  based  on  a 
friend's  recommendation. 
FREEBIES.  But  a  host  of  new  competitive 
threats  is  raising  thorny  questions  about 
the  viability  of  the  dozen  or  so  large 
independent  isps  like  MindSpring.  PC 
makers  Dell  Computer  Corp.  and  Gate- 
way Inc.  are  locking  up  potential  sub- 
scribers by  bundling  discounted  Internet 
access  with  new  PCs.  On  the  low  end, 


upstarts  such   as   NetZero   Inc.  and 

Freci.net.  are  offering  cut-rale  or  even 
free  access  to  those  willing  to  walk- 
through ads  on  their  way  to  the  Web. 
At  the  same  time,  cable  and  phone 
companies  are  starting  to  aggressively 
roll  out  high-speed  Web  access  at  a  dis- 
counted price  to  customers  of  their  oth- 
er services. 

Some  analysts  question  whether  the 
second-tier  independents  can  survive. 
"The  game  is  going  to  change  dramati- 
cally," predicts  Harry  Fenik,  vice-presi- 
dent for  analysis  at  Zona  Research  Inc. 
in  Redwood  City,  Calif.  He  believes  the 
best  prospect  for  these  isps  is  that 
they'll  be  acquired  by  larger  rivals,  like 
AT&T  or  Microsoft  Corp.,  that  are  look- 
ing to  add  customers.  "The  best  day 
for  these  isps  is  the  day  the  check  is  in 
the  mail,"  says  Fenik. 

If  the  buyout  offer  doesn't  come, 
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Enrollment  is  limited  to  250  executives.  One  phone  call  reserves  your  spot. 

Call  800-682-6007  to  register  or  get  more  information. 

Or  register  online  at  www.conferences.businessweek.com/1999/ebiz. 

To  get  the  latest  on  the  conference  program,  visit  the  conference  website, 

or  call  800-682-6007  and  ask  for  document  #110. 
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what  then?  Analysts  say  the  indepen- 
dents' best  strategy  is  to  develop  valu- 
able new  services  like  hosting  high-pow- 
ered E-commerce.  Just  providing 
consumer  Web  access  won't  be  enough. 
Investors  are  skeptical  as  well:  Mind- 
Spring's  stock  has  tumbled  58%  since 
April,  and  the  stocks  of  other  publicly 
traded  ISPs,  such  as  Prodigy  Commu- 
nications, EarthLink 
Network,  and  One- 
Main.com,  are  down 
52%  to  64%. 

Independent  ISPs 
insist  the  threats  are 
overblown.  They  say 
there  always  will  be 
demand  for  Net  ac- 
cess from  companies 
that  deliver  it  with 
strong  customer  ser- 
vice at  a  reasonable  price.  And  they 
dismiss  the  notion  that  newcomers  like 
Dell,  Gateway,  and  other  PC  makers  that 
just  jumped  into  Net  access  can  match 
them  customer  rep-for-rep.  "It's  like  me 
saying  I'm  going  to  sell  PCs  from  a  Tai- 
wanese manufacturer  and  do  as  good  a 
job  as  they  do,"  says  Charles  G.  Betty, 
chief  executive  of  EarthLink,  which 
boasts  2,100  customer-service  agents  for 
its  1.4  million  customers. 

The  independents  also  argue  that 
without  the  high  overhead  of  giants  like 
AT&T,  Microsoft,  or  the  cable  companies, 
they  will  always  be  able  to  compete  ag- 
gressively. Typically,  they  charge  con- 
sumers about  $19.95  a  month — a  cou- 
ple of  bucks  cheaper  than  aol  and  AT&T. 
MindSpring's  Brewer  prides  himself  on 
the  company's  lean-and-mean  culture: 
His  desk  came  from  a  friend's  attic,  and 
the  armchair  in  his  office  was  a  freebie 
left  over  after  a  garage  sale. 
GROWING  PAINS.  Still,  Brewer  is  hav- 
ing a  hard  time  keeping  his  costs  low 
and  growing  rapidly  at  the  same  time. 
Mindspring  has  spent  $310  million  ac- 
quiring Sprynet,  Netcom,  and  more  than 
40  other  ISPs  to  achieve  the  scale  it 
needs  to  compete  with  the  big  boys. 
But  the  Netcom  deal  meant  reporting 
losses  in  each  of  the  past  two  quar- 
ters— ending  an  impressive  streak  of 
five  profitable  quarters  in  an  industry 
where  profits  are  in  short  supply. 

And  even  though  MindSpring's  $150 
cost  for  acquiring  a  new  customer  is 
lower  than  the  $400  that  some  isps 
spend,  it  still  has  trouble  matching  PC 
makers'  low  outlay.  Campbell  Angus, 
president  of  eisa.com,  a  Dallas-based  PC 
maker  that  recently  started  bundling 
Internet  service  in  the  Dallas  and 
Boston  markets,  says  his  only  cost  is 
the  $50  commission  he  pays  retailers 


Acquisitions,  though 

necessary  for 

growth,  hurt  service 

in  the  short  run 


for  each  new  account  they  sell.  "I  think 
it  would  be  very  difficult  for  them  to 
compete  with  that,"  says  Angus. 

Acquisitions  have  brought  other  prob- 
lems, too.  Customer  churn,  while  still 
lower  than  the  industry  average  of 
about  8%  per  month,  edged  up  to  near- 
ly 5%  per  month  in  the  first  half  from 
3.3%  last  year.  And  technical  difficul- 
ties  with    Netcom's 
E-mail  service  caused 
average  -wait  times 
for    callers    seeking 
help  to  surge  to  sev- 
en minutes  in  July — 
more  than  twice  the 
average  for  the  first 
half.  Brewer  says  the 
Netcom  woes  are  be- 
hind him,  and  he  has 
doubled  the  number 
of  employees  in  call  centers  this  year  to 
handle  the  increased  support  calls. 

But  that's  an  added  expense — and  it's 
clear  that  independent  isps  are  going 
to  have  to  open  their  wallets  even  wider 
to  stay  in  the  game.  For  one  thing, 
they're  investing  to  push  into  higher- 
margin  businesses.  MindSpring,  for  in- 
stance, provides  dedicated  lines  for  3,000 
business  customers  and  hosts  the  Web 
operations  of  55,000  customers. 

Another  big-ticket  item  for  the  inde- 
pendents: aggressive  marketing.  Earth- 


Link  recently  began  giving  awai 
digital  video  camera  to  anyo 
signs  up  for  90  days  of  service 
bor  Day,  MindSpring  unveiled 
ever  TV  advertising  campaign 
est  piece  of  a  $90  million  ma 
campaign  that  is  double  last  yea 
get,  virtually  assuring  that  Mine 
will  continue  to  lose  money. 
GUMP-TION.  The  quirky  TV  spots 
will  air  in  as  many  as  26  cities 
prime  time,  feature  a  Forrest 
like  character  sitting  on  a  pari* 
with  his  dog,  chatting  up  pat 
about  MindSpring's  virtues.  "I  lov 
the    protagonist    tells    one    sti 
"MindSpring  says  that  to  me 
time.  Not  with  those  words,  < 
but  that's  what  they're  feeling.''' 

But  even  memorable  ads  may 
enough  to  turn  even  an  isp  as  la 
MindSpring— without  the  war  c 
an  AT&T  or  a  Microsoft — into  a 
hold  name.  "MindSpring  is  star 
little  late,  and  my  fear  is  that 
going  to  have  to  increase  spendi 
to  stay  even,"  says  FAc/Equit 
lyst  Jeff  Sadler. 

If  so,  MindSpring  may  be  lefl 
bling  along  in  the  ISP  market's 
tier  until  one  of  the  big  players 
it  up. 

By  Dean  Foust  and  David 
in  A 


lei 


How  MindSpring  Stacks  Up 

■ 

ISP 

MEMBERS  TODAY 

MEMBERS  MID-  98 

STATUS 

MILLIONS 

MILLIONS 

(Hide 

AOL 

19.6 

13.9 

It's  skillfully  differentiating  its  AOL,  Com 
puServe,  and  Netscape  brands.  The  lates 
The  Netscape  service  is  a  freebie  in  Euro| 

MSN 

1.8 

1.8 

A  cherished  spot  on  the  Windows  interfac 
hasn't  paid  off— yet.  Look  for  it  to  buy 
another  ISP  to  gain  members. 

AT&T 
WORLDNET 

1.5 

1.1 

It  has  the  golden  brand,  but  AT&T  has  yet 
to  take  full  advantage  of  its  ability  to  burl 
phone  and  ISP  offerings. 

EARTHLINK 

1.4 

.7 

A  close  relationship  with  Sprint  has  helpel 
but  EarthLink's  agreement  to  co-market  w| 
Microworkz  PCs  flopped. 

MINDSPRING 

1.2 

.4 

The  Atlanta  company  is  sticking  with  its  J 
formula  of  providing  top  customer  service] 
Plus,  it's  launching  a  huge  ad  campaign. 

►«* 

PRODIGY 

1.1 

.8 

The  online  pioneer  was  fading  until  new 
management  came  on.  Its  purchase  of  Cal 
&  Wireless'  subscribers  got  it  going  again. 

\ 
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the  people  who  can  get  the  best  out  of  yours. 


Improving  Busmess  Results  Through  Piopk 
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Annuities  That  Won't 
tcl  Cause  You  Pain 

Lower  fees  and  better  guarantees  help  meet  investing  needs 


i 

ions  ins 


BY  MIKE  McNAMEE 

Variable  annuities  are  the  stealth  invest- 
ment: Many  own  them,  but  few  will  ad- 
mit to  it.  The  insurance  industry's  an- 
swer to  mutual  funds,  variable  annuities 
get  little  respect.  They  largely  deserve 
that  fate.  True,  annuities  allow  you  to 
delay  taxes  on  your  earnings.  But  in 
turn,  you  pay  higher  expenses,  tie  up  your  mon- 
ey longer,  and  complicate  your  retirement  and 
estate  planning.  Worse,  half  of  all  annuities  are 
sold  to  confused  401(k)  and  in- 
dividual retirement  account 
savers,  who  end  up  paying  ex- 
tra for  a  tax-deferred  invest- 
ment in  an  account  that  already  postpones  taxes. 
To  shed  its  bad  reputation,  the  annuity  in- 
dustry is  hitting  the  market  with  a  raft  of  new 
products.  Fees  are  falling,  savers  are  getting 
new  and  cheaper  ways  of  reclaiming  the  cash 
that  they've  invested,  and  insurers  are  offering 
better  guarantees  against  investment  disasters. 
"This  market  is  finally  coming  around  to  con- 
sumerism," says  Stanley  Hargrave,  a  planner 


rnitv  at 


Insurance 


and  consultant  at  ims/cpas  in  Riverside 
These  innovations  improve  the  odds 
variable  annuity  could  serve  as  a  usefu 
tion  to  your  retirement  nest  egg.  But  don't 
for  your  checkbook  without  a  thorough  ai 
(table).  You'll  only  want  to  consider  an  anr 
you've  maxed  out  your  other  tax-deferre 
ings,  such  as  401(k)s  and  traditional  or 
IRAS.  And  you'll  need  to  devote  effort  tc 
tering  the  Rube  Goldberg  complexity  of 
ities'  many  parts.  An  annuity,  warns  accoi 
James  A.  Shambo  of  L: 
Planning  Concepts  Inc. 
orado  Springs,  Colo.,  is  ":  * 
plex  product  that  only 
people  can  use  well." 
FASTER  GROWTH.  A  variable  annuity  is 
surance  policy  wrapped  around  a  set  of  n  L 
funds.  The  mutual  funds,  called  "subacco  |, 
resemble  the  choices  you'd  get  from  a  func 
ily,  ranging  from  stock  indexes  to  money 
Unlike  401(k)  contributions,  annuity  pren  111 
are  paid  with  aftertax  dollars.  But  your 
ings  aren't  taxed  immediately,  so  they 


lor  an  ai 
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foster.  You  pay  for  that  break 
in  three  ways.  First,  you 
ace  ;i  10%  t;ix  penalty 
if  yon  spend  earnings 
before  age  -r>!)!/.  Sec- 
ond, when  you  do 
withdraw  funds,  all 
the    earnings    are 
J    taxed  as  ordinary 
income — even  those 
that  accrued  as  cap- 
ital gains.  That  can 
double    the    tax    on 
stock  gains. 

Then  there  are 
the  fees.  The  aver- 
age variable  annu- 
ity charges  a  steep 
2.11%  of  assets 
each  year,  accord- 
ing to  Morningstar 
Inc.  Mutual  fund 
expenses  average 
1.37%.  The  differ- 
ence: Insurance  costs, 
^  primarily  a  charge 
known  as  mortality  and 
expense,  or  m&e,  that  cov- 
ers death  benefits  and  insurers' 
:osts.  Morningstar  figures  that  M&E  and 
insurance  costs  average  1.27%  on  top  of 
xpenses  of  0.84%.  Insurers  pay  less  for 
because  they  buy  in  bulk.  But  between 
id  the  lost  capital-gains  tax  break,  most 
ie  annuities  may  need  15  years  to  match 
ertax  performance  of  a  taxable  account. 
HEAD.  Insurers'  fat  fees  created  an  open- 
mutual  fund  giants.  They  sell  annuities  di- 
to  investors,  eliminating  the  6%-plus  sales 
ssions  insurers  pay  agents.  But  annuity 
;  will  get  a  jolt  in  October,  when  tiaa- 
the  big  pension  fund  for  academics,  rolls 
'  new  Personal  Annuity  Select  nationwide, 
oduct  will  feature  total  costs  of  just  0.37%. 
-  ref  calculates  its  annuity  can  outperform 
i  low-cost  mutual  fund  in  just  six  years, 
inuity  at  first  will  offer  just  one  subac- 
;eful  a  stock  index  fund.  TIAA-CREF  will  add  a 
ml  and  and  three  more  stock  funds  next  year. 
;h  i  selling  annuities  as  a  simple  product  with 
mi  sts,"  says  Chairman  John  H.  Biggs. 
'em  ides  cutting  its  own  fees,  tiaa-cref  is 
g  a  study  that  says  insurers  charge  too 
rt  [  for  an  annuity's  guaranteed  death  bene- 


fits the  promise  to  re!  urn  your-  premiums  when 
you  die,  even  in  a  hear  market.  "Kvori  in  the 
worst  cases,  a  basic  guaranteed  death  benefit  is 
worth  only  11  basis  points, "or  0.11%  of  as  <  t  , 
says  Moshe  A  rye  Milevsky,  a  researcher  at  York 
University  in  Toronto,  who  did  the  study. 
ESCAPE  HATCH.  One  reason  insurers  charge 
more  is  to  provide  escape  hatches  for  in- 
vestors fearful  of  locking  up  funds  for- 
ever. Fidelity  Investments,  the  biggest 
direct  seller  of  annuities,  announced 
Sept.  7  that  investors  can  elect  a  richer 
death  benefit.  Fidelity  will  guarantee 
that  an  annuitant's  estate  can  collect 
the  highest  value  of  the  account  on  any 
previous  anniversary  of  the  account's 
opening,  even  if  the  funds  have  slumped 
since.  Investors  who  choose  that  fea- 
ture will  pay  0.2%  a  year  on  top  of  Fi- 
delity's 1.76%  average  fee.  Fidelity  also 
joined  a  growing  list  of  issuers  to  elim- 
inate surrender  charges.  These  fees, 
usually  5%  to  7%,  are  levied  when  an 
investor  cashes  out  an  annuity  in  its 
first  seven  years.  Insurers  use  the 
charges  to  help  cover  commissions.  Di- 
rect sellers,  notably  Vanguard  Group 
and  T.  Rowe  Price,  led  the  way  on  wip- 
ing out  the  charges. 

As  baby  boomers  age,  sellers  are 
starting  to  focus  on  the  second  stage  of 
an  annuity's  life:  the  payout.  An  annuitant 
can  pull  out  all  the  accounts'  funds — pay- 
ing a  sizable  tax  bill  in  the  process — or 
take  occasional  withdrawals.  But  insurers 
hope  more  investors  will  opt  for  "annu- 
itization"— taking  their  proceeds  as  a 
stream  of  monthly  checks.  These  pay- 
ments can  be  fixed  or  variable;  in  either 
case,  they're  guaranteed  not  to  fall  below 
a  minimum  amount  during  the  life  of  the 
owner.  (Joint  annuities  are  also  available  to  cov- 
er the  life  of  the  owner  and  a  spouse  or  heir.)  Is- 
suers argue  that  today's  fortysomethings,  lacking 
deftned-benefit  pensions,  will  crave  a  guaranteed 
income  source. 

Annuitization  hasn't  caught  on,  largely  be- 
cause investors  don't  want  to  surrender  control 
of  their  money.  T  Rowe  Price  addresses  that 
fear  with  its  new  Income  Account  immediate 
annuity,  which  starts  paying  out  at  once.  The 
fund  lets  investors  pull  out  without  penalty  in 
the  account's  first  five  years.  John  Hancock  Mu- 
tual Life  Insurance  tackles  another  retiree  fear 


ONLINE  INFO 


CONSUMER  INSURANCE  GUIDE 

www.insure.com/life/annuity 

Offers  annuity  basics,  Morn- 
ingstar performance  data 

ANNUIHNET.COM 

www.annuitynet.com 

Features  in-depth  educational 
info  on  annuities  and  mild 
sales  pitches  for  the  company's 
eAnnuities 

VARIABLE  ANNUITIES  ONLINE 

www.variableannuityonline.com 

For  $9.95  a  month,  you  get 
portfolio  trackers  and  perfor- 
mance analysis 

FUNDMASTER  MARKETING  GROUP 
www.fundmaster.com/calc.htm 

Provides  a  calculator  to  compute 
annuity  returns  and  payouts 

ANNUITIES  ONLINE 

www.annuity.com 

Has  basic  information  and 
comparisons  for  five  sponsors' 
products 


;    we  you  maxed  out 
401(h),  IRA,  and  oth- 
Hrement  options?  The 
ints  give  you  the  same 
eferral  as  a  variable 
ity,  at  lower  cost. 

vn  you  go  for  15  years 
Tut  tapping  the 
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Is  an  Annuity  Right  for  You? 


funds?  With  higher  fees 
and  no  tax  break  on  capital 
gains,  annuities  can  take 
that  long  to  match  mutual 
funds'  aftertax  return. 

►  Will  you  need  the  funds 
before  you  turn  59'A? 
Annuities  cany  a  10%  tax 


penalty  on  earnings  with- 
drawn before  then. 

►  Can  you  afford  to  spread 
annuity  payouts  over  many 
years?  Collecting  annuity 
earnings  as  a  lump  sum  can 
push  you  into  a  higher  tax 
bracket. 


►  Are  you  likely  to  spend 
your  annuity  before  you 
die?  Annuities  in  an  estate 
face  income  and  estate  tax- 
es, and  don't  enjoy  the 
stepped-up  basis  that  wipes 
out  capital-gains  taxes  on 
most  inherited  assets. 
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with  a  new  annuity  that,  for  an  additional  0.35% 
annually,  pays  extra  if  the  owner  or  a  spouse 
goes  into  a  nursing  home  or  needs  home  health 
care.  For  most  retirees,  however,  long-term  care 
insurance  would  be  cheaper. 

Do  consumers  want  more  features?  Shane 
Chalke,  president  of  AnnuityNet.com,  says  an- 
nuities "won't  become  a  mainstream  investment 
until  they're  simpler."  His  Leesburg  (Va.)  firm 


sells  basic  annuities — with  fees  averagir 
and  usually  no  surrender  charges — via 
ternet.  Indeed,  the  Net  also  teems  with  | 
advice.  The  info  you  gather  will  help  l 
yourself  to  understand  fees,  surrender 
investment  choices,  and  payout  options.  I 
dustry  can  keep  cutting  annuities'  fees  an 
ing  their  flexibility,  investors  might  even 
ing  to  admit  to  owning  them. 


About.com:  About-Face? 

The  badly  beaten  Net  stock  shows  signs  of  life 


BY  AMEY  STONE 


.*  2*H  ft    *  ,i 
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bout.com  really  burned  investors  this  sum- 
mer. After  its  March  initial  public  offering, 
it  surged  to  a  high  of  100  and  then  stum- 
bled to  19/<>  by  early  August.  But  in  recent 
i  weeks,  About.com  has  been  on  the  mend 
(chart).  Fans  of  the  company  are  drooling  over 
rapidly  growing  revenues  and  traffic. 
And  in  the  peculiar  ways  of  Internet 
analysts,  some  pros  think  that  even 
though  it  has  mounting  losses  and 
isn't  expected  to  turn  a  profit  until 
late  2001,  it's  a  value  play. 
MOVING  UP.  About.com  operates  650 
online  guides,  managed  by  real  peo- 
ple, on  a  broad  range  of  topics.  It  ba- 
sically functions  like  a  search  engine, 
but  instead  of  ^discriminate  listings, 
the  guides  offer  original  content, 
links  to  other  sites,  and  chat  rooms. 
The  company  changed  its  name  from 
MiningCo.com  in  May  and  launched  an  expensive 
branding  campaign  that  seems  to  be  paying  off. 
In  Media  Metrix'  July  traffic  rankings  of  the 
top  50  Web  sites,  About.com  jumped  from  20th 
to  17th.  with  8.3  million  separate  visitors. 
About.com  toppled  ZDNet  Group  from  its 
perch  as  the  No.  1  news,  information,  and  en- 
tertainment site.  "Its  reach  and  ability  to  gen- 
erate  advertising  revenues  are  increasing 


ABOUT.COM'S 
WILD  RIDE 


100 


40 


0, 


STOCK  PRICE 


SEP  3,  '99 


MAR.  24,  '99 
▲  DOLLARS 
DATA  BL0OM8ERG  FINANCIAL  MARKETS 


markedly,"  says  Wit  Capital  analyst  Joi 
Rohan,  who  expects  About.com  to  be  al 
site  by  yearend.  Meanwhile,  About.conj 
enues  are  growing  quickly.  For  the  first 
took  in  $6.1  million,  11  times  more  til 
$548,000    it    garnered    in    1998's    firs 
About.com  recently  signed  deals  to  be  ill 
among  search  providers  on  Netscape  Nel 
and  to  be  listed  in  search  results  on  Altf 
Amid  such  encouraging  news,  Rohan  rail 
revenue  projection  for  2000  from  $62.5  mi 
$70  million  and  lifted  his  12-to-18-mont| 
target  from  60  to  65. 

Steve  Harmon,  chief  executive  of  Sar 
cisco  Internet  investment  firm  e-harm| 
thinks  About.com  is  cheap  ba 
what  he  calls  market  cap  per  | 
user.  With  a  $400  million  mark 
About.com   is    valued    at   $ 
unique,  or  separate,  user;  the 
top  10  Web  site  is  around  $50(] 
lyst  Derek  Brown  of  Volpe 
Whelan  also  finds  About.com  I 
gain  by  looking  at  its  enterpri| 
ue — market  capitalization  minu 
plus  debt.  About.com  has  $61.5 1 
in  cash,  and  Brown  estimates 
terprise  value  at  5.6  £imes  est! 
2000  revenues,  well  under  the  multiples  for| 
(11.5),  CNET  (15),  and  Yahoo!  (37.8). 

There  are  some  concerns  for  investors, 
ly  About.com's  losses.  Due  mainly  to  promt 
spending,  the  company  lost  more  than  $20  : 
in  the  second  quarter,  compared  with  a  $3  i 
loss  a  year  before,  ceo  Scott  Kurnil 
he'll  spend  less  on  marketing  in  the 
^t         and  fourth  quarters.  While  that  wil 
^  the  bottom  line,  some  fe 

site's  need  for  humans  t 
vide  content  will  limi 
fast  the  company  can 
And  the  six-month  I 
insider  sales  followii 
ipo  expires  Sep 
possibly    creati  ,er/- 
glut  of  shares,     a. 
If  you  re  a  di 
fan  of  About.com  stock  cessing 
have  to  be  willing  to  a 
revenue  and  traffic  gi 
in  place  of  current  pi  p 
But  after  investors 
so  badly  let  down,  it 
be  a  while  before  th 
willing  to  return  Aboui 
to  its  lofty  heights. 
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WHO'S    LOOKING    AFTER    YOU? 

te  Fund  has  more  experience  with  workers'  compensation  insurance  than  any  other  company.  For  85  years, 
ifornia  employers  have  counted  on  us  to  be  there  to  insure  their  businesses.  Today  we  continue  to  make 
cessing  and  managing  claims  easier:  you  can  report  claims  24-hours  a  day  through  our 


•free  call  center.  We  also  give  you  loss  control  services  that  can  prevent  accidents  and       compensation 

3  '  ^  INSURANCE 


ntl  |p  costs  down.  So  your  business  will  be  insured.  And  protected. 

WIS 

Call  your  broker  or   1-888-STATE   FUND 
www.  scif.com 

tit  Irom  "Angel  Encounters"  by  Karen  Goldman 


FUND 

Get  More.  Worry  Less. 
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A  DIAL  TONE 
IS  ONLY  A 
FOUNDATION 
ON  WHICH  TO 
BUILD. 


tilt 


WHAT  YOU  DO  WITH  IT  IS  UP  TO  Yl 

DSL      •      INTERNET      •      VOICE      MAIL      •      CALLER      ID      •      CENTR 


F1VEHC 


Get  Pacific  Bell  Small  Business  Solutions  and  discover  just  how  much  horsepowei 

phone  line  can  muster.  You  can't  make  a  more  affordable  investment  in  your  company.  You 
already  got  the  basics,  but  add  services  like  Voice  Mail,  Caller  ID  and  FasTrak  DSL  and  t 
productivity  rocket  skyward.  Call  1-800-750-BELL  or  visit  our  website  at  www.pacbell.co 


km 


Services  offered  by  Pacific  Bell  or  an  affiliated  company.  Pacific  Bell  DSL  is  tariffed  as  'ADSL 
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owth  Stocks  in  Disguise' 

\g  some  spice  to  a  large-cap  portfolio 


David  Kahn  and  Donald  Bessler,  managers 
of  the  $124  million  Managers  Capital  Ap- 
preciation Fund,  focus  on  large-cap  stocks, 
but  they've  spiced  up  their  portfolio  ivith 
some  midcaps  and  beaten-down  growth 
names.  Considerably  more  volatile  than  its  peers, 
Managers  Capital  Appreciation  is  up  26.6% 
through  Aug.  31.  Kahn  and  Bessler  signed  on 
last  October  when  their  Santa  Monica,  Calif, 
firm,  Roxbury  Capital  Management,  was  hired 
as  an  adviser  to  boost  the  fund's  large-stock 
holdings.  Since  then,  the  average  market  value  of 
the  stocks  in  the  fund  has  risen  from  $29.7  bil- 
lion to  $69.8  billion.  Roxbury  manages  £6.8% 
of  the  portfolio;  Boston-based  Essex  Investment 
Management,  which  has  a  mandate  to  invest  in 
companies  of  all  sizes,  runs  the  rest.  Kahn  and 
Bessler  talked  recently  with  Bill  Gerdes  of  Stan- 
dard &  Poor's  Fund  Adviser  (www.personal- 
wealth.com): 

Q:  How  do  you  invest  for  the  fund? 
KAHN:  We  look  for  market  leaders  with  sustain- 
able earnings  growth  of  16%  to  18%  [a  year] 
and  higher.  Returns  on  capital  drive  shareholder 
value  —  Our  emphasis  on  return  on  capital  al- 
lows us  to  look  beyond  accounting  distortions, 
such  as  pooling  of  assets,  to  get  at  a  com- 
pany's instrinsic  value.  We  tend  to  have  a 
concentrated  portfolio  of  30  to  35  names  to 
overweight  our  best  ideas.  Roughly  15% 
of  the  [Roxbury-managed]  portfolio  is  in 
special  situations  and  companies  with  mar- 
ket caps  of  $3  billion  to  $10  billion. 
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Q:  What  are  the  market  leaders  in  the 
portfolio? 

BESSLER:  In  retailing,  for  example,  one 
of  our  largest  positions  is  Home  Depot. 
Costco  is  a  recent  addition.  [Both]  are 
category  killers  with  the  best  manage- 
ment in  their  subsectors.  We  like  cvs. 
It  has  a  very  focused  management. 


,ug.  31  "Average  annual 


DATA:  MANAGERS  CAPITAL 
APPRECIATION  FUND 


Q:  What  are  some  of  your  special  situa- 
tions and  midcap  holdings? 
KAHN:  The  special  situations  are  growth 
stocks  in  disguise — companies  with 
great  businesses  clouded  by  poor  as- 
sets. CBS,  with  its  outstanding  radio 
business  and  relatively  lackluster  TV 
performance,  is  an  example.  With  midcaps,  we 
look  for  tomorrow's  growth  leaders.  Our  mid- 
cap  growth  holdings  include  Capital  One  Fi- 
nancial and  Cardinal  Health. 


LIFE'S  A  BEACH:  Kahn  and  Bessler's  Santa 
Monica  firm  handles  £6.8%  of  Managers 

Q:  Do  you  follow  any  particular  theme? 
BESSLER:  The  convergence  of  technology,  me- 
dia, and  communications  is  a  major  theme.  A 
bevy  of  companies  is  fighting  for  access  to  the 
consumer.  We  don't  think  we  can  pick  the  win- 
ners of  that  battle,  but  we  feel  comfortable 
with  infrastructure  companies  and  content 
providers.  Our  infrastructure  holdings  include 
Sun  Microsystems,  Cisco  Systems,  and  Oracle, 
and  our  content  holdings  include  Liberty  Me- 
dia and  Yahoo!  We're  convinced  there  is  a 
shortage  of  good  content. 

Q:  What  are  the  fund's  sector  weightings? 
KAHN:  Some  46.8%  in  technology,  10.5%  in  con- 
sumer staples,  and  10.1%  in  communications. 

Q:  What  are  the  largest  holdings  in  Roxbury's 
part  of  the  portfolio? 

KAHN:  Sun,  Texas  Instruments,  Cisco,  CBS,  and 
Intel.  One  of  our  convergence  plays,  Texas  In- 
struments, has  changed  from  a  diversified 
technology  company  to  become  the  leading 
producer  of  digital  signal-processing  chips. 
Cell  phones,  modems,  and  Internet  devices  all 
use  these  chips. 

Q:  What  have  you  bought  recently? 
KAHN:  Amgen.  It  has  an  accelerating  return 
on  capital,  and  we  expect  its  revenues  to  dou- 
ble in  four  years.  It's  introducing  a  new  drug 
called  ilira,  for  rheumatoid  arthritis. 
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•oblem;  every  other  company  is  getting  nch  from  commerce.  Solution:  call  on  CyberCash 
>re  years  providing  online  merchant  solutions  than  anybody  else  in  the  business.  Bar  none. 
Call  l'800'666-5777  or  visit  our  website.  And  get  your  piece  of  the  e-pie. 


CYBERCASH 


BusinessWeek  Investor 


Economic  Indicators 


Retail's  Details 

Why  monthly  sales  reports  are  required  reading 


BY  KATHLEEN 
MADIGAN 


This  is  the  third  in 
an  occasional  series 
of  stories  explaining 
how  major  economic 
reports  can  affect  the 
stock  and  bond 
markets. 


A 

nil 


s  the  consumer  goes,  so  goes  the  expansion. 
That's  an  essential  mantra  among  econo- 
my watchers  because  consumer  spending 
accounts  for  two-thirds  of  real  gross  do- 
mestic product.  Not  surprisingly,  the  month- 
ly retail  sales  report  produced  by  the  Census 
Bureau  of  the  Commerce  Dept.  is  a  must-have 
for  investors. 

Since  the  advance  data — the  first  tally  of 
sales — are  released  about  nine  business  days  after 
the  end  of  every  month,  the  retail  sales  report  is 
the  government's  first  look  at  how  consumers 
are  behaving.  According  to  Evelina  M.  Tainer, 
chief  economist  for  the  Web  site  Econoday 
(www.econoday.com),  stock  and  bond  markets  are 
usually  divided  in  their  hopes  for  the  retail  num- 
bers. "The  bond  market  likes  sluggish  retail  sales 


Shop  Till 
You  Drop 

A  list  of  the 
major  retail 
reports 


RETAIL  SALES 


MONTHLY  The  Census  Bureau 
surveys  4,100  retailers  month- 
ly. Dollar  values  are  not  ad- 
justed for  price  changes. 


CHAIN-STORE  SALES 


MONTHLY  Reports  by  big 
retailers  on  monthly  sales 
compared  with  sales  from 
a  year  ago.  The  most  im- 
portant comparison  is  for 


sales  in  stores  open  at 
least  a  year. 


RETAIL  SURVEYS 


WEEKLY,  USUALLY  TUESDAYS 

Two  private  surveys  track 
weekly  retail  activity:  LJR 
Redbook  Research  and 
BTM/Schroder.  Both  reports 
compare  the  percentage 
change  in  the  latest  week's 
number  with  the  previous 
week  and  to  a  year  ago. 


because  that  points  to  a  slower  overalej 
my,"  while  "strong  retail  sales  are  mi 
stocks,"  she  says,  because  that  signahfoe 
business  activity.  Except  that  right  nit, 
kets  aren't  reacting  to  retail  sales  nufce) 
the  usual  way.  Today,  Tainer  notes,  bjfe 
kets  are  wary  that  an  overheated  econpjj 
impel  the  Federal  Reserve  to  hike  shrt 
interest  rates  for  the  third  time  since  J] 
The  August  retail  report  comes  ou 
a.m.  on  Sept.  14.  It's  one  of  the  last  m 
nomic  indicators  to  be  released  before 
eral  Open  Market  Committee's  next  ratj 
meeting  Oct.  5.  Wall  Street  expects  an 
crease,  vs.  0.7%  in  July.  But  with  re 
already  running  a  robust  9%  ahead  of  1; 
pace,  another  strong  report  may  spell 
day  for  fixed-income  and  equity  invest 
You  can  see  the  report  as  it  is  rel 
www.census.gov/cgi-bin/briefroom/Bri 
The  report  that  Wall  Street  folio 
such  keen  interest  has  a  complex  ma 
starts  out  as  mail-in  surveys  to  stores 
from  mom-&-pop  establishments  to  meg 
The  advance  report,  such  as  the  one 
Sept.  14,  carries  results  from  about  4 
tailers.  In  the  following  month,  the  num 
be  revised  to  cover  more  complete  sak 
for  up  to  10,000  vendors.  But  adjustmei 
to  be  modest.  Retailers  from  car  dealer 
partment  stores  to  restaurants  are  co\ 
the  government's  report.  Web  retailers 
eluded  as  well,  but  their  sales  still  accc 
less  than  1%  of  the  nearly  $3  trillion  in 
retail  activity. 

Given  that  most  Americans  are  inv 
shoppers,  you  may  think  that  interpreting 
tail  numbers  is  a  straightforward  matt 
analyzing  the  numbers  can  be  as  tricky  as 
a  swimsuit  that  fits  well.  For  one  thing,  t 
are  grouped  by  stores,  not  by  types  ( 
chandise.  Buy  a  bottle  of  aspirin  at  tl 
Food  Lion,  and  it  shows  up  as  a  grocer 
receipt,  not  as  a  pharmacy  sale.  And  Tain 
tions  that  sales  of  motor  vehicles,  some  20' 
retail  buying,  are  notoriously  volatile.  Tha 
Census  publishes  a  nonauto  retail  numbe 
at  that  figure  for  the  real  trend  in  coi 
spending,  says  Tainer,  especially  if  dealer 
tives  have  temporarily  boosted  ca 
for  a  month. 

Because  retail  sales  are  not  ac 
for  inflation,  Tainer  also  warns  in\ 
to  be  wary  of  price  changes.  For  ex 
rising  energy  prices  can  boost  ss 
gasoline  stations,  even  though  th( 
tallied  by  gallons  may  show  no  incr< 
all.  The  retail  sales  data  eventuallj 
their  way  into  the  monthly  con 
spending  report  as  well  as  into  the 
terly  gdp  release.  And  policymake , 
the  report  as  a  major  clue  for  tr;| 
the  economy's  health.  That's  why  if 
looking  for  early  information  on  he 
economy  is  doing,  the  retail  sales 
should  be  high  on  your  shopping  li{0n 
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GL  Options 


memory  64mb  100mhz  non-parity    "multimedia  Add  a  fast  40x-17x  internal  cd-rom'      network  Add  a  10/100kbps  etherjet  PCI  management 
sdram  enhances  performance.  to  handle  software,  database,  multimedia  apps.      adapter  to  manage  your  PCs  over  a  network. 
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EXACTLY  WHEN  AND  WHERE 


C.  Michael  Armstrong, 

Chairman  and  CEO, 
AT&T  Corp. 


Jonathan  Bulkeley, 

CEO, 
bamesandnoble.com 


Brad  Chase, 

VP,  Consumer  and  Com- 
merce Group,  Microsoft 


Mark  Cuban, 

Chairman  and  President, 
broadcast.com 


Robert  Davis, 

CEO,  Lycos,  Inc. 


GLOBAL 

I  CONVERGENCE 
SUMMIT 

SEPTEMBER  30,  1999 

Marriott  Marquis,  New  York  City 

Right  now,  media,  communications  and  technology 
are  converging  at  breakneck  speed.  Each  day's  news 
threatens  to  collapse  old  business  models  and  creates 
new  opportunities.  Which  is  precisely  why  the  leaders 
of  these  industries  are  meeting  at  The  1999  Global 
Convergence  Summit. 

Dozens  of  top  executives  will  share  their  insights 
and  the  latest  news,  including: 

■  Jim  Banister,  Executive  Vice  President, 
Wamer  Bros.  Online 

■  Kevin  K.  Carton,  Global  Entertainment  and  Media 
Practice  Leader,  PricewaterhouseCoopers 

■  James  F.  McDonald,  President  and  CEO, 
Scientific-Atlanta 

■  Kevin  J.  O'Conner,  Chairman  and  CEO,  Doubleclick 

■  Jason  Olim,  President  and  CEO,  CDNow  Peter  Georgescu, 

Chairman  and  CEO, 

■  William  Rouhana,  Jr.,  Chairman  and  CEO,  WinStar      Young  &  Rubicam  inc. 
Communications  ,«__ 

■  William  L.  Schrader,  Chairman  and  CEO,  PSINet 

■  William  J.  Schroeder,  President  and  CEO,  Diamond 
Multimedia  Systems,  Inc. 

■  Robert  Tercek,  Senior  Vice  President,  Digital  Media, 
Columbia  TriStar  Sony  Pictures  Entertainment  Group 

■  Jay  S.  Walker,  Founder  and  Chairman,  Priceline.com 

Will  the  frontrunners  today  have  a  lock  on  the  future? 
Will  you  lead  or  be  left  behind?  Find  out  September  30, 
1999  at  the  Marriott  Marquis  in  New  York  City. 

For  more  information  on  The  1999  Global 
Convergence  Summit,  or  to  find  out  more  about 
sponsor  and  speaker  opportunities: 

Go  to:    http://conferences.businessweek.com/ 

1999/convergence 
e-mail:    julie_terranova@businessweek.com  Bin  Joy 

phone:     888-239-6878  Co-founder  &  Chief  Scientist, 

fax  on  demand:  888-239-6878,  document  #100  Sun  Microsystems 


Thomas  Jermoluk, 

Chairman,  President,  and 
CEO,  Excite@Home 
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The  Barker  Portfolio 


MERRILL  GIVES  YOU 
A  BARGAINING  CHIP 

Something  tells  me  sales  of  Prozac  must  have 
zoomed  in  June.  That's  when  Merrill  Lynch's 
army  of  14,800  brokers  learned  that  their 
firm  had  come  up  with  a  new  scheme  for  pricing 
its  services,  including  a  plan  to  offer  online  trades 
for  $29.95  each — effectively  slashing  one  big  way 
they  make  a  living.  If  I  were  a  broker  at  Men-ill 
or  any  other  full-service  firm,  I'd  want  to  ask  for 
the  big  bottle  of  Prozac,  extra-strength,  plus 
two  Advil  on  the  side. 

But  I'm  not  a  broker,  and  what's  a  major 
downer  for  many  of  them  spells  happier  days 
for  the  rest  of  us.  Merrill's  cut-rate  online  trading 
service,  which  matches  discount  brokerage  leader 
Charles  Schwab's  in  price,  isn't  set  to  begin  until 
December.  But  more  important  to  anyone  who 
prefers  a  full-service  broker  to  a 
discounter  is  Merrill's  new,  easy- 
to-grasp  schedule  of  fees.  It's 
available  now  in  Merrill's  new 
"Unlimited  Advantage"  account. 
Its  simple  and  relatively  low 
rates  give  investors  a  weapon  to 
negotiate  the  most 


BY  ROBERT  BARKER 


You  can  use  its  new, 
relatively  low-rate 
schedule  of  financial 
services  to  get  a 
better  deal  from 
your  broker 


The  Price  of  Full  Service 

MerrilVa  New  Standard 


TYPE  OF  ASSET 


Merrill,   are   offering  clients  more 

You  can  still  do  business  the  old  way,  I 
sion  by  commission,  at  Men-ill.  But  undeij 
scheme,  the  firm  offers  a  battery  of  servk] 
financial  planning  and  investment  resean 
vice  and  trading  any  way  you  want — vial 
phone,  or  the  Internet.  Merrill  also  th| 
checking  and  other  banking  services, 
mortgages,  electronic  bill  payment,  and 
Management  Account.  The  price:  1%  a  yea 
uity  assets,  and  0.3%  on  fixed-income  anc 
market  investments  (table).  Those  rates| 
clients  with  more  than  $1  million,  and 
minimum  fee  of  $1,500  a  year. 
NO  "EXTREME"  TRADING.  This  fee  schedi 
work  for  everyone.  While  Men-ill  highligl 
limited"  trading,  it  actually  excludes  dayl 
and  investors  using  other  strategies  hf 
"extreme."  How  much  trading  is  too  muc 
rill  is  vague  about  that.  Trading  150  or  2(| 
a  year  wouldn't  set  off  alarms,  says  Josep 
feld,  a  big  Merrill  broker  in  Manhattan 
Nor  would  you  get  your  money's  wortrl 
rarely  trade,  or  if  yonl 
less  than  $100,000.  On  t| 
$1,500  minimum  fee  wc 
to  1.5%.  There  are  ched 
ternatives.  Put  $100,o{ 
PaineWebber  account,  [ 
stance,  and  you  can 


ANNUAL  FEE 
PER  $100,000* 


brokerage  - trades  a  year  for  $750 


FIXED  INCOME  OR  CASH 


service  for  their  money. 

How?  By  demanding  terms 
at  least  as  favorable  as  what 
Merrill,  the  world's  largest  bro- 
kerage firm,  now  offers.  The 
most  maddening  reality  of  dealing  with  most  full- 
service  brokers  is  all  the  uncertainty  over  fees. 
The  game  works  this  way:  Firms  post  high  stick- 
er prices  and  then,  if  forced,  start  discounting — 
typically  up  to  30%  at  a  broker's  discretion.  This 
leaves  clients  either  exhausted  or  wondering  if 
they're  getting  rooked. 
It's  a  lousy  way  to  run 
a  fiduciary  relationship. 
The  smarter  firms 
know    this    and,    like 


300 


•Lower  rates  for  balances  above  $1  million 
minimum  fee  is  $1,500 

DATA.  MERRILL  LYNCH  &  CO. 


But  if  you're  an  acq 
vestor  with  a  larger 
Merrill's  offer  is  a  good 
lomon  Smith  Barney's  Aj 
plan,  for  example,  limii 
trading  more  strictly,  yet  nominally  costs 
$500,000  all-stock  account  there  runs  \ 
year.  Merrill's  1%  fee  would  come  to  just| 
A  $3  million  account  would  cost  $26,87£ 
lomon  Smith  Barney,  $25,000  at  Merrill. 

Does  that  mean  you  should  rush  over 
rill?  Not  necessarily — especially  not  if 
good  advice  and  service  from  your  currc 
ker.  What  you  should  do,  though,  is  take 
fee  schedule  and  use  it  to  get  your  best 

Chances  are,  you  can.  The  only  thing 
hate  more  than  price  competition  is  talking 
it.  They'd  rather  keep  you  focused  on  sor 
fuzzier — the  value  they  offer.  Fine,  but 
hurt  you  to  refocus  them  on  price.  They'll 
As  one  veteran  Florida  broker,  a  former  [ 
man  who  now  works  for  a  big  rival  firm  t| 
brokers  are  realists.  "Competition  drives 
he  said.  "I'll  match  [Merrill]  in  a  heartbea 

Merrill's  main  rivals,  such  as  Pained 
already  plan  to  announce  new  ways  td 
their  services.  If  we're  lucky,  online  tradil 
more  pressure  from  discount  brokers  a| 
Internet  will  force  the  full-service  crowd 
making  us  happier,  slashing  prices  and 
customers  a  better  deal. 

For  barker. online,  go  to  www.businei 
com/investor/  or  AOL,  keyword:  BW  Daii 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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Controlling  viruses  on  the  desktop  is  not  enough  anymore.  Now  you  need  to  worry  about 
malicious  code,  email  attachment  bombs,  spammers  and  URLs  that  are  productivity  sinks  and 
even  potential  liability  threats  to  your  company. 

That's  why  Trend  Micro  provides  InterScan®,  a  VirusWall®  that  inspects  and  filters  inbound  and 
outbound  SMTP.  HTTP  and  FTP  traffic,  right  at  the  firewall  and  email  server. 
Partners  such  as  Check  Point.  Compaq.  Hewlett-Packard.  Lotus.  Lucent  Technologies  and 
Sun  Microsystems  have  chosen  Trend  Micro  to  be  part  of  their  security  solution  offerings. 
For  further  information  call  1-800-228-5651  or  1-408-257-1500  (  www.       virus.com^ 

www.trend.com 


RECENT  AWARDS 

INFOWORLD  PRODUCT  OF  THE  YEAR  1998 
NETWORK  COMPUTING  EDITORS  CHOICE- 
NETWORK  MAGAZINE  PRODUCT  OF  THE  YEAR  1999 
PC  MAGAZINE  EDITORS  CHOICE' 

Inc.  All  company  and/Of  product  names  are  (he  properly  ol  Iheir  respective  trademark  owners 


TREND. 

MICRO 


So 9  how  exactly  £ix»e  they  disabled? 

There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  National  Organization  on 
Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourage 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

The  CEO  Council  helps  fund  the  programs  of  N.O.D.  Whether  we  are  developing  local  voluntary 
disability  projects  or  providing  first-time  work  internships  for  teenagers  with  disabilities, 
our  goal  since  1 982  has  been  the  full  and  equal  participation  of  people  with  disabilities  in 
all  aspects  of  life. 


THESE  MEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN. 


MILLENNIUM  CIRCLE 

The  J.  C.  Penney  Company,  Inc.,  James  E.  Oesterreicher 
Merrill  Lynch  &  Company,  Inc.,  David  H.  Komansky 

TRUSTEES'  CIRCLE 

The  McGraw-Hill  Companies,  Harold  McGraw  III 
Provident  Companies,  Inc.,  J.  Harold  Chandler 
United  Parcel  Service,  James  P.  Kelly 

CHAIRMAN'S  CIRCLE 

American  Express  Company,  Harvey  Golub 

BusinessWeek,  David  G.  Ferm 

CIGNA  Group  Insurance,  John  K.  Leonard 

Fannie  Mae,  James  A.  Johnson 

Gannett  Broadcasting,  Cecil  L.  Walker 

Microsoft  Corporation,  William  H.  Gates  III 

Reicher  Capital  Management,  Jeffrey  P.  Reich 

The  Riggs  National  Bank  of  Washington,  DC,  Joe  L.  Albritton 

UNUM  Corporation,  James  F.  Orr  III 

VICE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Neil 

Chrysler  Corporation,  R.J.  Eaton 

Citibank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhard  Pfeiffer 

Eastman  Kodak  Company,  George  M.C.  Fisher 

Fortis  Benefits  Insurance  Company,  Robert  B.  Pollock 

H.J.  Heinz  Company,  Anthony  J.F.  O'Reilly 

Mobil  Corporation,  Lucio  A.  Noto 

New  York  Stock  Exchange,  Richard  A.  Grasso 

Pfizer,  William  C.  Steere,  Jr. 

Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 

T.  Rowe  Price,  George  A.  Roche 

USF&G,  Norman  P.  Blake,  Jr. 

PRESIDENT'S  CIRCLE 

Allstate,  Jerry  D.  Choate 
Ameritech,  Richard  C.  Notebaert 
CBS,  Inc.,  Michael  H.  Jordan 


Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 

CNA,  Dennis  H.  Chookaszian 

Dorsar  Investment  Company,  Stephen  L.  Feinberg 

Exxon  Corporation,  Lee  Raymond 

GTE  Corporation,  Charles  R.  Lee 

Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman,  Jr. 

Kellogg  Company,  Arnold  G.  Langbo 

Kemper  Insurance  Companies,  David  B.  Mathis 

Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 

Mattel,  Inc.,  Jill  E.  Barad 

Northrop  Grumman,  Kent  Kresa 

Owl  Hollow  Enterprises,  Philip  E.  Beekman 

Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 

Venator  Group,  Roger  Farah 

The  Washington  Post  Company,  Donald  E.  Graham 

Wm.  Wrigley,  Jr.  Company,  William  Wrigley 

Xerox  Corporation,  Paul  A.  Allaire 

LEADERSHIP  CIRCLE 

Alex  Lee,  Inc.,  Boyd  L.  George 

Allegheny  Teledyne,  R.P.  Simmons 

AMP  Incorporated,  Robert  Ripp 

Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  III 

Avon  Products,  Inc.,  James  E.  Preston 

Bell  Atlantic,  Raymond  W.  Smith 

Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 

Computer  Associates  International  Inc.,  Charles  B.  Wang 

Cubic  Corporation,  Walter  J.  Zable 

The  Dun  &  Bradstreet  Corporation,  Volney  Taylor 

Duracell  North  Atlantic  Group,  Ed  DeGraan 

Fisher  Scientific  International,  Inc.,  Paul  M.  Montrone 

Ford  Motor  Company,  Alexander  J.  Trotman 

General  Electric  Company,  John  F.  Welch,  Jr. 

General  Motors  Corporation,  John  F.  Smith,  Jr. 

Hartford  Life,  Lowndes  A.  Smith 

Henry  Ford  Health  System,  Gail  L.  Warden 

The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 

Household  International,  William  F.  Aldinger 

Ingersoll-Rand,  James  E.  Perrella 

Johnson  &  Johnson,  Ralph  Larsen 


Don't  put  a  limit  on 
what  can   be  accomplighed." 
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i  Inc.,  Gordon  M.  Binder 
sen  Corporation,  Jerold  W.  Wulf 
ten  Worldwide,  W.  Robert  Grafton 
Daniels  Midland  Company,  Dwayne  O.  Andreas 
ink  of  New  York,  Thomas  Renyi 
ince  Haussmann,  Louis  B.  Lloyd 
x>ds,  Charles  R.  Shoemate 
earborn,  Inc.,  William  R.  Cook 
stone/Firestone,  Inc.,  Masatoshi  Ono 
r  International,  Inc.,  Ronald  A.  McDougall 
yn  Union  Gas  Company,  Robert  B.  Catell 
s  Schwab  &  Co.,  Inc.,  Mr.  Charles  R.  Schwab 
tn  Corporation,  Kenneth  1.  Derr 
ex  Odeon  Corporation,  Allen  Karp 
r  Group,  Inc.,  Albert  R.  Gamper,  Jr. 

<a-Colo  Bottling  Group  (Southwest),  Inc.,  Edmund  M.  Hoffman 
e-Palmolive  Co.,  Reuben  Mark 
st  Corporation,  Ralph  J.  Roberts 
II  Limited  Partnership,  William  f.  Conned 
Hospital,  Denny  O'Malley 


Christopher  Reeve 

Vice  Chairman  of  N.O.D. 


Deloitte  &  Touche  LLP,  J.  Michael  Cook 

The  Dexter  Corporation,  Inc.,  K.  Grahame  Walker 

Dominion  Resources,  Inc.,  Thomas  E.  Capps 

DSC  Communications  Corporation,  James  L.  Donald 

EG&G,  Inc.,  John  M.  Kucharski 

Ernst  &  Young  LLP,  Philip  A.  Laskawy 

Fleet  Financial  Group,  Terrence  Murray 

Forbes  Magazine,  Malcolm  S.  Forbes,  Jr. 

Frank  Russell  Company,  Michael  J.  Phillips 

Franklin  Templeton  Group,  Charles  B.  Johnson 

Genentech,  Inc.,  Arthur  Levinson,  Ph.D. 

The  Gillette  Company,  Alfred  M.  Zeien 

Golden  Rule  Insurance  Company,  John  M.  Whelan 

The  Goodyear  Tire  &  Rubber  Company,  Samir  Gibara 

Graybar  Electric,  Carl  L.  Hall 

Guardsmark,  Inc.,  Ira  A.  Lipman 

Hasbro,  Inc.,  Alan  G.  Hassenfeld 

Huntsman  Corporation,  Jon  M.  Huntsman 

Illinois  Tool  Works,  Inc.,  W.  James  Farrell 

John  Hancock  Financial  Services,  Stephen  L.  Brown 

Johnson  Publishing  Company,  Inc.,  John  H.  Johnson 

The  Jordan  Company,  John  W.  Jordan  II 

J.P.  Morgan  &  Company,  Inc.,  Douglas  A.  Warner  III 

Keebler  Company,  Sam  K.  Reed 

Kmart,  Floyd  Hall 

Matsushita  Electric/Panasonic,  Yoshinori  Kobe 

The  May  Department  Stores  Company,  David  C.  Farrell 

MidAmerican  Energy  Company,  Stanley  J.  Bright 

Motion  Picture  Association  of  America,  Inc.,  Jack  Volenti 

Multifoods,  Gary  Costley 

Northeast  Utilities,  Michael  G.  Morris 

NYNEX,  Ivan  G.  Seidenberg 

Olin  Corporation,  Donald  W.  Griffin  , 

Oshman's  Sporting  Goods,  Inc.,  Alvin  N.  Lubetkin 

The  Perkin-Elmer  Corp.,  Tony  L.  White 

Pitney  Bowes,  Inc.,  Michael  J.  Critelli 

The  Prudential  Insurance  Company  of  America,  Arthur  Ryan 

The  Reader's  Digest  Association,  Inc.,  Thomas  O.  Ryder 

Reebok  International  Ltd.,  Paul  Fireman 

Republic  New  York  Corporation,  Walter  H.  Weiner 

Rockwell,  Don  H.  Davis 

Safeway  Inc.,  Steven  A.  Burd 

SERD/BTS,  Mercedese  M.  Miller 

Shaklee,  Charles  Orr 

SmithKline  Beecham,  Jan  Leschly 

Sprint,  William  T.  Esrey 

State  Farm  Insurance  Companies,  Edward  B.  Rust,  Jr. 

Tribune  Broadcasting  Co.,  James  C.  Dowdle 

VF  Corporation,  Mackey  J.  McDonald 

W.R.  Grace  &  Co.,  Albert  J.  Costello 
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With  the  Sprint  PCS  Clear  Wireless  Workplacer  you  get  a  simple,  cost-efficient  way  to 
help  employees  at  all  levels  work  better.  We  offer  the  only  all-digital,  all-PCS  nationwide 
network  built  from  the  ground  up,  serving  more-than  280  major  metropolitan  areas. 
You  get  clear  calls  and  a  volume  discount  that  applies  to  all  users  nationwide.  Plus  we 
offer  management  reporting  software  that  helps  you  analyze  and  forecast  wireless  costs. 
Which  means,  everyone  in  the  virtual  office  can  be  more  productive,  including  yourself. 


The  Sprint  PCS  Clear  Wireless  Workplace      1-888-214-1559  or  www.sprintpcs.com/clear 


Sprint 


The  clear  alternative  to  cellular." 


Sprint  PCS 


1999  Sprint  Spectrum  LP.  All  lights  reserved.  Sprint,  Sprint  PCS  and  the  diamond  logo  are  registered  trademarks  of  Sprint  Communications  Company  L  P.  used  under  license 
Sprint  PCS  Phone  is  a  trademark  ot  Sprint  Communications  Company  LP 
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LATELY,  A 
LITTLE  LACKLUSTER 


If  you  haven't  heard  of  PICO  Holdings  (PICO), 
you're  not  alone.  It  gets  hardly  any  coverage 
on  Wall  Street.  But  Pico  is  seen  by  some  as  a 
value  play:  It  has  water  and  land  assets,  insur- 
ance businesses,  and  a  Net  venture  to  boot.  The 
stock  is  trading  way  below  the  value  of  its 
parts — and  doesn't  reflect  the  worth  of  its  In- 
ternet link,  argues  Amit  Wadhwaney  of  New 
York's  J.  Whitman. 

Pico's  assets  include  Nevada  Land  &  Resource, 
valued  by  Wadhwaney  at  $71  million,  or  $6.60  a 
share;  Vidler  Water  in  the  Southwest,  worth  $8  a 
share;  two  property  and  casualty  insurers  worth 
$6.20;  and  other  assets  he 
values  at  $6.25. 

Pico's  Web  connection 
comes  from  its  44%  stake 
in  HyperFeed  Technologies, 
a  provider  of  financial  data 
and  news  to  professionals 
and  consumers  worldwide. 
HyperFeed  is  the  owner  of 
PCQuote.com,  which  is 
scheduled  to  go  public  in 
weeks,  at  11  to  13  a  share. 

Right  now,  HyperFeed  represents  the  lowest 
value  in  Pico's  diversified  holdings,  he  says.  But 
it  also  has  the  largest  potential  for  growth.  He 
figures  that  if  PCQuote.com  trades  at  12  a  share, 
it  would  imply  a  valuation  of  $188  million.  Hyper- 
Feed will  retain  half  of  PCQuote.com's  15  million 
shares  outstanding.  To  Pico,  that  would  mean 
an  aftertax  value  of  $31  million,  or  $3.20  a  share, 
estimates  Wadhwaney.  But  that's  a  very  lowball 
figure,  he  maintains. 

He  says  PCQuote.com  could  rapidly  shoot  up, 
just  like  many  other  Internet  IPOs.  He  calcu- 
lates that  every  $1  change  in  the  per-share  price 
of  PCQuote.com's  will  mean  a  25<2-a-share  change 
for  Pico.  Pico  earned  18<2  in  the  quarter  ended 
June  30,  on  sales  of  $14.5  million.  Says  Wad- 
hwaney: "Any  surprises  will  be  on  the  upside." 
Pico  currently  trades  at  $20  a  share.  All  in  all, 
says  the  analyst,  PICO  is  worth  at  least  $30. 
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n  this  market,  it  isn't  enough  to 
meet  earnings  expectations:  Com- 
panies need  to  beat  the  so-called 
whisper  numbers.  That's  what  DSP 
Communications  (DSP)  learned  when 
its  second-quarter  earnings  met  con- 
sensus estimates  but  were  below  whis- 
per figures.  Shares  of  DSP,  a  leading 
developer  of  chip  sets  for  the  cellular, 
pes,  and  wireless-phone  markets,  dived 
from  31  to  23  in  just  two  days. 

But  some  analysts  remain  bullish. 


Matthew  Robisull  of  Ferrifl  Baker  Watts  up- 
graded his  rating  '<>  atrong  buy,  with  an  un- 
changed 12-month  target  of  40.  And  Warburg 

Dillon  Bead's  Jeffrey  Schlesinger  stayed  with 
his  strong-buy  opinion.  DSP  has  rebounded  to  27. 

The  stock  may  heat  up  even  faster:  Several 
pros  believe  that  DSP  is  being  eyeballed  as  a 
buyout  by  Motorola  and  Conexant  Systems,  a  de- 
veloper of  technology  to  combine  analog  and  dig- 
ital functions.  Both  companies,  says  a  California 
investment  manager,  would  round  out  their  prod- 
ucts with  dsp's  technology,  dsp's  products  have  a 
high  level  of  software  components. 

Ferris  Baker's  Robison  points  out  that  DSP 
provides  "digital  signal  processing  algorithms 
and  code,  along  with  application-specific  circuitry 
in  the  form  of  chip  sets  for  wireless  handsets," 
which,  the  analyst  says,  has  the  largest  unit  vol- 
ume electronics  market  worldwide,  dsp  is  well 
positioned,  he  adds,  to  benefit  from  the  strong 
worldwide  demand  for  wireless  handsets,  par- 
ticularly in  Japan,  Korea,  and  China.  Motorola 
declined  comment,  dsp  didn't  return  calls.  Conex- 
ant spokesman  Michael  Stugrin  says,  "We're  in 
the  process  of  looking  for  acquisitions  and  we  ex- 
pect to  do  a  deal  at  the  appropriate  time."  But 
he  wouldn't  comment  on  dsp  specifically. 

GENESIS:  A  STRONG 
START  ON  THE  WEB 

What  a  difference  a  year  made  for  J.  W.  Gen- 
esis Financial  (jwg),  a  full-service  broker- 
age. Its  stock  has  streaked  from  5  to  16. 
Also,  jwg  acquired  Genesis  Merchant  Group  Se- 
curities last  year  for  $15.8  million — and  this  year 
its  institutional  sales  and  research  unit  for  $4  mil- 
lion and  its  clearing  operations  for  $59  million. 

Cash-rich,  with  about  $60  million,  jwg  is  di- 
versifying into  the  Internet:  It  has  formed 
mvp.com,  a  Web  portal  designed  to  provide 
lifestyle  info:  sports,  health 
and  fitness,  and  financial 
services,  jwg  has  hired  for- 
mer National  Football 
League  star  John  Elway  to 
spearhead  mvp.com  as  its 
spokesman.  The  former 
Denver  Broncos  quarter- 
back owns  50%  of  mvp.com. 
With  the  Internet  unit 
likely  to  go  public  after  it 
gains  momentum  (it  will  be 
launched  at  Super  Bowl  XXXIV  in  January,  2000), 
"this  is  the  time  to  buy  into  J.W  Genesis,"  says 
Charles  Payne,  an  analyst  at  Wall  Street  Strate- 
gies, a  New  York  research  firm.  He  sees  the 
stock  "doubling,  at  a  minimum,  in  12  months," 
helped  by  the  projected  impact  of  mvp.com  on 
jwg's  sales  and  earnings.  He  figures  mvp.com  is 
potentially  worth  $100  million.  But  even  without 
mvp.com,  he  figures  JWG  is  worth  20  a  share.  Joel 
Marks,  vice-chairman  of  jwg,  says  the  company  is 
in  talks  with  America  Online,  mvp.com  aims  to  be- 
come the  leading  lifestyle  portal,  he  says. 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Sept.  8 


%  change 
Week  Year 


GLOBAL  MARKETS 


Sept.  8 


% 
We. 


S&PSOO 

Sept.  Mar.  Sept.  Sept.  2-8 


1440, — 


Dow  Jones  Industrials  11,036.3 

Nasdaq  Composite  2808.7 

Nasdaq  100  2454.7 

S&P  MidCap  400  .                  401.8 

S&P  SmallCap  600  180.0 

S&P  SuperComposite  1500  282.3 

SECTORS  Sept.  8 


0.9 
2.1 
2.1 
0.9 
1.2 
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37.6 
69.1 
90.8 
31.7 
18.1 
31.0 


%  change 
Week         Year 


52-week  change    1-week  change 
♦  336% 

COMMENTARY 

Traders  continued  to  focus  on 
the  Federal  Reserve,  watch- 
ing for  signs  of  another  rate 
hike.  U.S.  stocks  rose  sharply 
on  Sept.  3,  when  employment 
data  suggested  that  inflation 
was  under  control.  But  the 
market  slipped  slightly  after- 
ward because  of  continuing 
fears  that  the  Federal  Reserve 
may  again  raise  rates  to  con- 
trol inflation.  Oil  prices  rose  to 
a  two-year  high  on  Sept.  7. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth  772.4  1.2  36.5 

S&P/BARRA  Value  594.5  0.8  25.4 

S&P  Basic  Materials  129.2  -0.4  19.4 

S&P  Capital  Goods  1043.5  3.2  38.7 

S&P  Energy  885.8  2.3  27.8 

S&P  Financials  130.6  -0.4  19.0 

S&P  REIT  80.3  -0.1  -5.0 

S&P  Transportation  638.1  0.2  9.1 

S&P  Utilities  253.6  -1.1  7.2 

GSTI  Internet  417.4  3.8  211.1 

Morgan  Stanley  Cyclical  585.8  1.5  40.5 

PSE  Technology  647.6  2.9  104.9 


S&P  Euro  Plus  1363.1  1.0 1 

London  (FT-SE 100)  6253.6  -0.4 1 

Frankfurt  (OAX)  5400.7  1.6! 

Tokyo  (NIKKEI  225)  17,641.4  -0.9  ] 

Hong  Kong  (Hang  Seng)  13,356.6  -1.4 1 

Toronto  (TSE  300)  7055.0  1.1  | 

Mexico  City  (IPC)  4854.3  -4.6 1 

Week 

FUNDAMENTALS  Sept.  7  ago 


S&P  500  Dividend  Yield  1.25% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  33.7 
S&P  500  P/E  Ratio  (Next  12  mos.)*  23.6 
First  Call  Earnings  Revision*  -0.58  % 

'First  Call  Corp. 


TECHNICAL  INDICATORS 


Sept.  7 


1.24' 

31.1 

23.2 

-0.32' 

Week 
ago 


l<* 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1293.2      1289.1 
40.0%      38.0 < 
0.61  0.56 

1.34  1.36 


BEST-PERFORMING        Last 


GROUPS 


month  °o 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


Semiconductors 

Instrumentation 

Drugs 

Electrical  Equipment 


16.7 
13.6 
13.4 
11.7 


Semiconductors 
Instrumentation 
Communictions  Equip. 
Computer  Systems 


145.3 

142.9 

88.3 

88.2 


Medical  Prods.  &  Supplies  10.3      Diversified  Manufacturing    72.9 


Housewares  -20.0 

Apparel  Manufacturing  -16.0 

Pollution  Control  -12.7 

Airlines  -11.1 

Regional  Telephone  Cos.  -10.2 


Pollution  Control 

Manufactured  Housim 

Toys 

Apparel  Manufacture 

Homebuilding 


M  - 


MUTUAL  FUNDS 


I  S&P  500"  ■ 
1-week  total  return 


I  U  S  Diversified 


All  Equity  Week  ending  Sept  7 

52-week  total  return 


1        2        3        4        5        6     %       9        18      27       36      45       54 
Data  Morningstar,  Inc.                                          "Vanguard  500  Index  fund 
EQUITY  FUND  CATEGORIES 


Leaders 

Four-week  total  return 


Laggards 

%  Four-week  total  return        % 


Technology 
Japan 
Health 

Small-cap  Growth 
Mid-cap  Growth 

Leaders 

52-week  total  return 


15.1  Precious  Metals  -0.4 

11.8  Natural  Resources  0.2 

9.9  Mid-cap  Value  1.1 

9.6  Small-cap  Value  1.2 

9.4  Real  Estate  1.2 

Laggards 

%  52-week  total  return  % 


Technology 

Pacific/Asia  ex-Japan 

Japan 

Diversified  Pacific/Asia 

Communications 


128.6  Precious  Metals  3.3 

89.3  Real  Estate  6.8 
86.5  Europe  14.5 

78.4  International  Hybrid  14.9 
74.0  Small-cap  Value  16.1 


INTEREST  RATES 


KEY  RATES 


Week      Year 
Sept.  8      ago        ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
1-YEAR  TREASURY  BILLS 


4.80%  4.77%  5.10% 
4.80      4.97      4.88 
5.25      5.30      4.81 


BLOOMBERG  MUNI  YIELD  EQUIV 

Taxable  equivalent  yields  on  AAA-rated,  ta 
municipal  bonds,  assuming  a  31%  federa 
10-yr.  bond 


GENERAL  OBLIGATIONS  4.88% 
TAXABLE  EQUIVALENT      7.07 


10-YEAR  TREASURY  NOTES 
30-YEAR  TREASURY  BONDS 
30-YEAR  FIXED  MORTGAGE  i 


5.93 
6.07 
8.00 


5.99  4.95 
6.08  5.28 
8.00      6.76 


INSURED  REVENUE  BONDS  5.08 
TAXABLE  EQUIVALENT     7.36 

tBanxQuote,  Inc. 


■  ill 

m 


BW  PRODUCTION  INDEX 


Change  from  last  week:  0.1% 


INDUSTRIAL  OUTPUT 

150 Aug  28=150  0 

1992=100 


Change  from  last  year:  6.6% 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  hit  a  recorc  ,: 
week  ended  Aug.  28.  The  month 
August  also  soared  to  150  from 
of  147.4.  The  unaveraged  inde 
dipped  to  149.9,  from  150.3  in  t 
week.  After  seasonal  adjustment 
of  trucks,  coal,  and  rail-freight 
creased.  Crude  oil  output  fell  4.3 
erating  capacity  at  only  93.4% 
steel,  autos,  electric  power,  and  I 
also  down. 


111,11! 


I  THE  WEEK  AHEAD 


■rial 


RETAIL  SALES  Tuesday,  Sept.  14,  8:30 
a.m. edt*  Retail  sales  probably  increased 
a  big  0.8%  in  August,  says  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  division  of  The  Mc- 
Graw-Hill Companies.  A  jump  in  motor-ve- 
hicle purchases  lifted  sales.  But  even 
excluding  cars,  retail  receipts  likely  rose 
by  a  healthy  0.4%  last  month.  In  July, 
overall  sales  advanced  0.7%  and  non-auto 
sales  increased  0.3%. 

CONSUMER  PRICE  INDEX  Wednesday,  Sept, 
15,  8:30  a.m. edt  ►  Consumer  prices  for  all 
goods  and  services  likely  increased  0.3%  in 
August,  but  the  gain  was  probably  only 


0.1%  when  food  and  energy  prices  are  ex- 
cluded. In  July,  the  total  cpi  rose  0.3%, 
while  the  index  excluding  food  and  fuel 
edged  up  0.2%. 

BUSINESS  INVENTORIES  Wednesday,  Sept. 
15,  8:30  a.m. edt  ►  Inventories  held  by 
manufacturers,  wholesalers,  and  retailers 
probably  grew  a  solid  0.4%  in  July,  says  the 
s&p  mms  survey.  In  June,  inventories  in- 
creased 0.3%. 

INDUSTRIAL  PRODUCTION  Thursday,  Sept.  16, 
9:15  a.m. edt*-  The  s&p  mms  median  fore- 
cast expects  that  industrial  output  in  Au- 
gust was  unchanged  from  its  July  level. 


Back  then  the  heat  wave  pumped  u;  n 
gy  use,  and  total  industrial  output 
by  0.7%.  The  average  operating  rate 
all  industry  in  August  probably  fell  t 
80.5%  from  July's  80.7%. 

HOUSING  STARTS  Friday,  Sept.  1 7,  8:. 
a.m.EDTP-  Housing  starts  likely  slippe 
an  annual  rate  of  1.63  million  in  Aug: 
down  slightly  from  1.66  million  in  Jul 


n 
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BusinessWeek  ONLINE, 


For  more  investment  data  and  th 

components  ot  the  production  inde) 

visit  www.businessweek.com. 
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Deutsche  Bank  54 
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International  112 
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(DU)  112 

DSP  Communications  (DSP)  159 
DTE  Energy  (DTE)  94 


Earthlink  Network  (ELNK)  139 
eBay  (EBAY)  6 
Econoday  150 
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This 

Week, 

Online 


Business  Week  presents 
frequent  live  conferences 
and  chats  on  America  On- 
line-your  opportunity 
to  ask  questions  about 
timely  topics. 


<-- 


Tuesday 

What's  the  weather  forecast 
for  the  stock  market — and 
the  economy — as  we 
approach  2000?  That's  one  of 
the  many  questions  BW's 
chief  economist,  William 
Wolman,  will  have 
provocative  answers  for. 
Sept.  14 
4:30  p.m.  EDT 

Thursday 

Amerindo  Technology  is  one 
of  the  top-ranked  mutual 
funds  in  that  sector,  and  its 
director  of  research,  Emeric  J. 
McDonald,  will  tell  us  about 
tech  stocks  that  have  done 
best  for  the  fund — and  those 
with  the  most  promise  for  the 
future.  Sept.  16 
9  p.m.  EDT 


AOL  keyword:  BW  Talk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
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For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E  Ryl  C  A 


Editorials 


FLEXIBILITY:  THE  ANSWER  TO  BURNOUT 


Americans  are  working  more  hours  than  the  Japanese 
these  days,  and  nationwide  burnout  appears  to  be  in 
the  making.  Not  that  people  complain  about  the  prosperity.  It's 
just  that,  logging  2,000  hours  a  year  on  the  job,  they're  tired, 
stressed  out,  and  often  a  little  manic.  Weary  middle-aged 
men  are  already  bailing  out  of  Corporate  America,  taking 
early  retirement,  at  a  record  rate.  Working  moms  increasing- 
ly are  stretched  to  the  breaking  point  between  family  and  of- 
fice. And  even  a  growing  number  of  young  Net  hotshots  are 
crashing  and  burning  under  the  load.  This  fall,  as  people  return 
to  the  office  and  kids  go  back  to  school,  it  may  be  time  for  cor- 
porate managers  to  begin  thinking  about  redesigning  work. 
The  conventional  50-,  60-,  or  70-hour  workweek  (do  you  know 
anyone  working  only  40  hours?)  isn't  working.  Creativity, 
productivity,  and  eventually  profitability  are  sure  to  suffer  un- 
less companies  begin  to  show  some  real  flex. 

Take  the  geezers  (page  108).  In  1970,  83%  of  men  be- 
tween 55  and  64  were  still  working.  That's  down  to  68% 
and  falling,  despite  a  strengthening  job  market.  Options,  a  ris- 
ing stock  market,  and  hefty  pay  packages  are  allowing  an  in- 
creasing number  of  managers  to  jump  ship  into  early  re- 
tirement. After  decades  of  late  nights,  living  on  the  road,  and 
weekend  work,  they're  bailing.  And  with  no  regrets.  Corpo- 
rate loyalty  is  low  after  years  of  downsizing  (which  often  tar- 
geted highly  paid  middle-aged  men  who  had  to  join  the  ranks 
of  the  "retired"). 

The  real  crisis  is  just  ahead  as  the  giant  Baby  Boom  gen- 
eration moves  into  its  fifties,  with  many  already  rich  enough  to 
retire  early.  Corporations  may  soon  find  themselves  in  a  seri- 
ous crisis — an  age-related  brain  drain.  Decades  of  experience, 
knowledge,  and  contacts  are  about  to  walk  out  the  door. 


Moms — and  dads — can't  w7alk,  but  they  can  get  s 
that  they  spend  less  quality  time  with  their  employe: 
income  parents  are  logging  260  more  hours  a  year 
than  they  did  a  decade  ago,  according  to  the  Econo 
cy  Institute,  and  while  that's  buying  a  better  mate: 
is  stressing  families  to  the  max  (page  83). 

The  answer  to  burnout  is  flexibility.  This  is  as  ■ 
58-year-old  male  senior  managers  as  for  working 
Moms,  this  year's  version  of  Soccer  Moms.  What  net 
done  is  fairly  clear.  Reengineer  the  job  to  end  workii 
office  eight,  ten,  or  twelve  hours  at  a  time.  En 
telecommuting,  which  cuts  endless  hours  of  real-tii 
muting.  Support  three-  and  four-day  workweeks 
work  around  projects  that  must  be  completed  at  a 
date,  allowing  people  to  organize  their  own  time. 

A  business  week  poll  shows  that  nearly  three  qu 
American  adults  want  the  government  to  do  more 
working  families.  And  making  the  working  life  ez 
Minivan  Moms  is  becoming  an  important  issue  for  Re] 
and  Democrats.  Both  George  W  Bush  and  Vice-P 
Al  Gore  are  courting  them.  Some  63%  of  women  anc 
men  say  they  would  be  more  likely  to  vote  for  a  me 
Congress  who  favors  expanding  the  Family  &  Medic 
Act  to  cover  such  things  as  regular  medical  exams, 
also  pressure  to  change  federal  law  to  allow  peo] 
work  extra  hours  to  take  their  compensation  in  t 
rather  than  pay. 

But  90%  of  Americans  also  think  companies  sh 
more  now.  Corporate  America  has  got  to  get  more  fle 
has  been  a  long  time  since  people  called  their  job 
race."  Increasingly,  they  are  doing  that  again. 


c 


BANKS  SHOULD  COME  CLEAN  ON  LAIINDERIN* 


The  Russian  money-laundering  story  is  a  scandal  in  more 
ways  than  one.  It  is  a  failure  of  federal  law,  government 
regulation,  and  bank  self-discipline.  The  advent  of  high-speed 
electronic  wire  transfer  systems  that  move  trillions  of  dollars 
every  day  make  the  policing  of  money  laundering  more  diffi- 
cult, but  not  impossible.  Banks  shouldn't  hide  behind  tech- 
nology to  excuse  illegal  behavior. 

The  truth  is  that  commercial  banks  find  the  business  of 
moving  money  around  the  world  for  high-net-worth  individ- 
uals extremely  profitable.  They've  been  in  it  for  decades. 
Some  banks  even  have  a  history  of  working  with  U.  S.  intel- 
ligence agencies  to  move  money  quietly.  Countries  with  poor 
economic  policies  often  experience  capital  flight,  and  banks 
have  been  there  to  facilitate  the  transfer.  In  the  process,  le- 
gal and  illegal  monies  often  get  commingled,  which  appears  to 
be  the  case  with  Russia.  Back  in  the  '70s  and  '80s,  hundreds 
of  billions  of  dollars  left  Latin  America  for  the  U.  S.  and 


Europe  through  commercial  banks.  They  know  how 
They  therefore  know  how  to  stop  it.  Certainly  fed 
needs  updating.  Money  laundering  laws  cover  only  six 
crimes  and  need  to  be  broadened.  Regulators  have  t 
monitor  the  flow  of  electronic  funds  through  wire  sys 
well.  But  banks  bear  the  major  responsibility.  Bank 
York  clearly  courted  Russian  capital  fight  by  employii 
pie  connected  to  that  country's  new  political  and  fl 
elite.  When  a  torrent  of  tens  of  billions  began  pouring 
Moscow,  bony  should  have  surmised  that  a  portion 
flow  might  be  illegal.  The  bank  should  have  called 
feds.  Instead,  it  appears  that  a  competitor  in  the  busi 
moving  money  for  the  world's  rich,  Republic  National  I 
New  York,  blew  the  whistle. 

Money  laundering  is  a  gray  area  of  global  bankin 
bankers  have  been  operating  in  these  shadows  for 
time.  They  should  know  right  from  wrong. 
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The  issue  of  global  warming 

has  given  rise  to  heated  debate. 

Is  the  burning  of  fossil  fuels 

and  increased  concentration  of 

carbon  dioxide  in  the  air  a  serious 

threat  or  just  a  lot  of  hot  air? 
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(Each  Shell  company  is  a  separate  and  distinct  entity.  In  this  advertisement,  the  words    She 


us    and  'our''  refer,  in  some  places,  to  the  Royal  Dutch/Shell  Group 


and  in  others  to  an  individual  Shell  company  or  companies  where  no  useful  purpose  is  served  by  identifying  the  specific  company 
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Shell  believes  that  action  needs  ro  be  taken  now,  both  by 

companies  and  their  customers.  So  last  year,  we  renewed 

3ur  commitment  not  only  to  meet  the  agreed  Kyoto  targets 

to  reduce  greenhouse  gas  emissions,  but  to  exceed  them. 

/Ve're  working  to  increase  the  provision  of  cleaner  burning 

natural  gas  and  encouraging  the  use  of  lower-carbon  fuels 

for  homes  and  transport.  It's  all  part  of  our  commitment  to 

iustainable  development,  balancing  economic  progress  with 

environmental  care  and  social  responsibility.  Solutions  to 

the  future  won't  come  easily  particularly  in  today's  business 

climate,  but  you  can't  find  them  if  you  don't  keep  looking. 


WE  WELCOME  YOUR  INPUT  CONTACT  US  ON  THE  INTERNET  AT  WWW  SHELL  COM/CUMATE  OR 
EMAIL  US  AT  TELL  SHELL@SI  SHELL  COM'  OR  WRITE  TO  US  AT  THE  PROFITS  &  PRINCIPLES  DEBATE: 
SHELL  INTERNATIONAL  LTD,  SHELL  CENTRE,  LONDON  SE1  7NA  UK 
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leading  to  results. 


At  Deutsche  Bank  our  people  are 
committed  to  creating  superior 
value  for  our  clients.  We  all  commit 
ourselves  to  the  partnership  with  our 
clients.  It  is  not  an  attitude  that  just 
happens.  We  inspire  it.  We  promote  it. 
We  reward  it. 

We  are  committed  to  being  the  best 
in  the  industry  in  making  our  clients 
successful  -  another  reason  why 
Deutsche  Bank  is  leading  to  results™' 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
l-WAY  PATROL 

HOW  AMAZON  GOT  ON 
IBM'S  BAD  SIDE 

IT  ONLY  TAKES  ONE 

thing  for  a  company 
not  to  have  Ama- 
zon.com publicly  list 
what  books  its 
employees  are 
buying  through 
its  Web  site:  A 
simple  request 
from  the  compa- 
ny. But  at  IBM,  that  request 
came  from  the  top,  and  in- 
cluded a  pointed  e-mail 
from  IBM  Chairman  Louis 
Gerstner  Jr.  on  the  virtues 
of  Internet  privacy.  More- 
over, IBM  employees  even 
considered  boycotting 
Amazon.com. 

When         Gerstner 
learned     that     Ama- 
zon.com was  publicly  listing 
the  buying  habits  of  IBM  em- 
ployees, he  was  not  happy. 
On  Sept.  2,  he  asked  his  em- 


ployees if  they  were  as  upset 
as  he  was  that  IBM  was  one 
of  Amazon. corn's  "Purchase 
Circles."  which  list  the  top 
purchases  at  companies — 
though  not  of  individuals 
there.  Gerstner  also  wanted 
to  know  if,  "as  a  statement  of 
our  firm  belief  in  Internet 
privacy,"  employees  would 
boycott  Amazon.com. 

Within  hours,  some  5,000 
employees  answered  Gerstnen 
!»•")',    didn't    want   to   be    in 
Amazon.com's  voluntary  pro- 
gram.  Before   Gerstner 
could  tell  Amazon.com 
CEO  Jeff  Bezos,  some- 
one tipped  off  Bezos, 
who  then    removed  IBM 
from  the  list.  Gerst- 
ner later  sent  Be- 
zos a  polite  but 
pointed  message 
about      privacy: 
"I'm  certainly  not 
telling  you  how  to  run  your 
business,  but  I  do  urge  you 
to  view  this  as  an  enormously 
important  issue."      Ira  Soger 


TRADE  TIFFS 

PEACE  TALKS  BEFORE 
THE  TRADE  WARS 

PROTESTERS  OF  ALL  STRIPES 

are  planning  to  converge  in 
Seattle  for  the  World  Trade 
Organization  Summit,  start- 
ing Nov.  30.  That  promises  a 
raucous  scene  during  the 
talks.  U.  S.  negotiators,  how- 
ever, hope  to  present  a  calm 
and  united  front,  boosted  by 
a  pre-conference  summit  be- 
tween a  major  labor  and 
business  leader. 

On  Sept.  28,  afl-cio  Pres- 
ident John  Sweeney  and  U.  S. 

SWEENEY:  A  calm  front 


Chamber  of  Commerce  Pres- 
ident Thomas  Donohue  will 
hold  private  talks.  The  two 
will  seek  "constructive  solu- 
tions," says   Donohue.  The 
Advisory      Committee      on 
Trade  Policy  and  Negotiations 
(ACTPN),  a  business  group  set 
up  to  advise  the  U.  S.  nego- 
tiator's, has  so  far  been  dead- 
locked on  what  advice  to 
give.  Labor  union  members 
hate  the  wto's  push  to  glob- 
alization and  oppose  expan- 
sion of  wto  powers,  other 
than  more  enforcement  of  la- 
bor and  human  rights.  Big 
Business,  on  the  other  hand, 
generally  endorses  free  trade. 
The  odds  that  Donohue 
and  Sweeney  may  bridge  so 
big  a  gap  aren't  great.  But 
at  least  they're  talking.  Last 
February,  Sweeney  became 
the     first     labor     chieftain 
to    address    the    Chamber 
board.  Donohue  spoke  at  the 
afl-cio's  winter  meeting  in 
Florida.       Paul  Magnusson 


TALK  SHOW  "In  general,  I  do  not  believe  in  spying 
against  one's  country?? 

— Britain 's  Melita  Norwood,  87  a  longtime  Soviet  spy 


AFTERLIVES 

MODEM  OPERANDI 

HE   HAS  VVEATH- 

ered  two  corpo- 
rate bankrupt- 
cies and  two 
divorces.  So 
what  is  modem 
inventor  Dennis 
Hayes  up  to 
now?  By  day, 
the  40-year-old 
Atlanta  entre- 
preneur, whose 
modems  once 
dominated  the 
industry,  advis- 
es startups 
through  his  Vir-  " 
tual  Resources  consulting 
firm.  But  at  night,  Hayes  in- 
dulges a  thirst  for  shock 
rock  at  his  new  Atlanta  club, 
the  Whisky  Rock,  a  divey 
joint  that  sits  on  Atlanta's 
seedy  Buford  Highway. 

In  college,  Hayes  listened 
to    Janis    Joplin    and    Jimi 


wrong  at 


HAYES:  Baud-y  hobby 


Hendrix.  Now  his  taste 
to  the  likes  of  Marilyn 
son  and  Rob  Zombie.  L^ 
ing  the  mus 
"has    been 
drinking  out! 
firehose, 
been    a 
fun,"    he 
Hayes  hints- 
club  gig  ma 
the  first  act 
second      ca 
"I'm    not 
where  it  all 
yet,"  he  mu 
"but  I'm  ev 
ating  opport 
ties     to     cr( 
'   linkages  betw 
my  day  job  and  my  n 
job." 

In  1997,  Hayes  held  st   J 
worth  $135  million  in  a 
structured  Hayes  Corp 
after  a  second  bankrup 
he  will  only  say  now  t 
he     has     "enough     to 
on."  Dean  Fc 


CARD  SHARPS 

AMEX'  NEW  CARD; 
HOW  HIP  CAN  IT  BE? 
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AMERICAN  EXPRESS  WANTS 
tech-savvy  customers  for  its 
new  Blue  credit  card,  de- 
signed for  online  buyers.  But 
AmEx'  hipper-than-thou 
marketing  bid  is  like  hearing 
your  dad  use  the  word  "jig- 
gy,"  and  may  misfire,  warn 
some  advertising  pros. 

AmEx  recently  sponsored 
a   Sheryl   Crow   concert   in 


New   York's   Central   Ps 
The  company  also  used 
Blue  Crew  of  36  bike-heln 
ed,  backpack-wearing,  Sp 
dex-clad  street  canvasser: 
give  out  blue  tickets 
could   win   entree   to 
concert.  The  Blue  Crew 
rives  soon  in  other  cit 
with   new   prizes 
says  it's  all  designed 
"cut  through  the  clutter 
card  offers." 

Will   techies   log  on 
Blue?   "The  younger  ccK, 
sumer  gets  the  feeling  th 
are  being  played,  and  th 
sets  off  the  B.S.  detecto 
says     William     Heater, 
Heater  Advertising,  who  h 
worked  on  Reebok  and 
finiti  accounts.  Adds  "Jell 
Helm,  who  headed  the  ci 
ative  team  for  Timberlai 
ads:    "I    think    people    si 
through  concerts  and  gifts 
would  drop  all  of  that  co: 
blue  backpack  stuff  and  co 
centrate  on  the  card.  I'd  1 
that  do  more  of  the  work 
Maybe  AmEx  should  just  a 
its  age.  Roy  Furchgo* 
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"I  wanted  the  best  protection 
available  and  APC  delivered. 


Fred  Lugano,  weathenzation  com,  Vermont 


]  million  computer  users  can't  be 
/vrong  about  APC  power  protection 

ad   'ersonal  computer  users  across  the  country  recognize  APC 

IIS  a  leader  in  power  protection.  Now,  home  users  are  finding 

■t  si 

.  Multiple  uses  for  APC  products.  Some  use  their  APC  to  run  a 

,  elevision  or  small  refrigerator  during  a  disaster.  Others  will 

.  evil 

'POrtlitose  their  APC  Uninterruptible  Power  Supply  (UPS)  as  a  "power 

crej 

>ridge"  to  give  them  enough  time  to  get  their  power  genera- 

lllL  ors  started.  Still  others  will  use  APC  to  protect  sophisticated 

St  iudio  and  visual  equipment  from  damaging  electrical  surges. 

I  'usiness  users  enjoy  the  dependability  of  APC,  the  $25,000 

._  (Liquipment  protection  guarantee  that  comes  with  all  APC 

1  JPSs,  and  the  Lifetime  Guarantee1  that  comes  with  all  APC 

— ;urge  protection  products. 
;  Pan 
I   /isit  your  reseller  or  the  listed  retailers  and  try  one  today! 


-.'i>    »> 


:  ■«• ; 


APC  provides  legendary 
surge  protection  for  all 
your  equipment  needs. 


unn—n 


\n  APC  UPS  gives  you: 

tied 

Enough  outlets  to  protect  your  com- 
puter plus  displays,  printers,  scanners 
and  more 

1  (0    Emergency  battery  power  for  continuous 
uptime  through  brief  power  outages 
to  help  save  your  data 


d  th 

ectoi 


I 
J  'ou  can  find  APC  power  protection  products  at  these  stores  or  visit  httpJlfiomo.apcc.com  and  click  on  "how  to  buy"  to  find  your  nearest  reseller. 


rial 


Telephone/network  surge  suppression 
to  maintain  your  online  connection 


•  Auto-shutdown  software  which  saves 
your  files  and  data,  even  when  you're 
away  from  your  computer 

APC  safety  and  reliability  benefits: 

•  User-replaceable  batteries  reduce 
service  costs 

•  Easy  overload  recovery 

•  Site  Wiring  Fault  indicator 


APOBack-UPSPrcfSOO: 
[ib    "APC's  latest  plugs  into  a  USB  port,  making  it 
1     completely  painless  to  protect  your  PC  from 
power  snafus  and  electrical  spikes. " 
■  PC  Computing  4/99 


Audible  and  visible  alarms  alert 
you  to  power  events  as  they  occur 

$25,000  equipment  protection 
guarantee  (U.S.  and  Canada  only) 
'See  policy  for  details 

"Best  in  Class"  longest  runtime 
guarantee  (5-40  minutes) 


COMPUSA  U*r       MicrWUtEHOUSE     COW)  • 


PC  Connection 

■iOi  'Mr.    .:< 


Legendary  Reliability" 


Enter  to  win  the  APC  Home  Power  Protection  Package. 

Enter  to  win  APC's  legendary  power  protection  for  your  entire  home,  home  office  or  small  business,  a  $3000  value!  All  entrants  will  also  receive  an  "Are  You  at  Risk"  Kit. 
[See  APC's  Web  site  for  complete  promotion  details) 

I  Enter  now:  Visit  http://promo.apcc.com  Key  Code  n652z  •  Call  888-289-APCC  x8777  •  Fax  401 -788-2797 

,Uj    SI999  American  Power  Conversion  All  Trademarks  are  the  property  of  their  owners  APC3E9CF-US    •  PowerFax  I800)347-FAXX  •  E-mail:  apcmfo@apcc  com  •   132  Fairgrounds  Road,  West  Kingston,  Rl  02892  USA 
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Up  Front 


MAD  AVE. 


SCRATCH,  SNIFF, 
THEN  CLICK 

PROCTER        &        GAMBLE 

smells  online  profits  for 
this    Christmas    season. 
The  consumer-products 
company,  a  licensee  of  > 

t  fashion  giant  Hugo 

j  Boss,  is  selling  boss, 
a  new  $49  bottle  of 

i  men's  cologne,  ex- 
clusively via  the 
Net.  In  an  attempt 
to  harness  the  mar- 
keting cachet  of  the 
Net,  boss  is  for  sale 
only  at  retailer  Jas- 
min.com,  bypassing 
department  and  l 
cosmetics  stores  un- 
til next  March. 

Typically,  one-third  of  all 
fragrance  sales  are  in  De- 
cember. The  hope  is  that  this 
initial  Net-only  distribution 
strategy  will  reinforce  the 
brand  as  one  that  "drives  in- 
novation and  change,"  says 


t3 

.3 


Marketing  Director  Achim 
Daub. 

But  how  will  boss's  target 
consumers — men  earn- 
ing more  than  $70,000 
and  the  women  who  love 
them — get  a  whiff  of  the 
stuff  before  they  buy?  No 
problem.  P&o  will  also 

\use  30  million 
"scratch-and-sniff" 
ads  in  magazines 
such  as  Esquire, 
GQ,  Cosmopolitan, 
and  Yahoo!  Internet 
Life  to  introduce 
boss  and  drive  Web 
traffic. 

Net-only  market- 
ing not  innovative 
enough  for  you? 
ell.  Daub  dreams 
hat  one  day,  the 
world  will  have  Internet 
Smell-o- Vision.  "We'll  figure 
out  how  to  transport  scent 
molecules  by  telephone.  Five 
years  from  now,  you'll  be  able 
to  watch  TV  and  smell  the 
sweat  of  Charles  Bronson." 
Uh  huh.         Dennis  Berman 


ILL  WINDS 

POUND-FOOLISH  ON 
OFFICE  PSYCH  CARE 

THE  LACK  OF  MENTAL  HEALTH 

coverage  for  most  U.  S.  work- 
ers can  be  a  hardship  for  em- 
ployers as  well  as  employees. 

COSTS  OF 
DEPRESSION 

LOSS  FOR 
LOW-SALARY  WORKER 
$182  per  month 

LOSS  FOR 
HIGH-SALARY  WORKER 
$395  per  month 

DATA:  HEALTH  AFFAIRS 

A  study  cited  in  the  October 
issue  of  Health  Affairs  says 
mental  illness  can  cost  bil- 
lions— up  to  $4,700  per  year 
per  person  in  lost  efficiency. 
It  would  cost  less  if  health- 
care plans  were  more  gener- 
ous with  mental-health  bene- 
fits. According  to  "Depression 


In  The  Workplace:  Effects  on 
Short-Term  Disability,"  partly 
funded  by  the  National  Insti- 
tute of  Mental  Health,  work- 
ers without  adequate  psychi- 
atric coverage  skip  1.5  to  3.2 
more  days  of  work  monthly 
than  their  covered  co-work- 
ers. Says  Richard  Frank,  a 
Harvard  University  professor 
who  co-wrote  the  study,  better 
benefits  "will  get  [employees] 
back  to  work  quicker  and 
make  them  more  productive." 

Insurers  have  traditional- 
ly seen  clinical  depression, 
which  affects  up  to  10%  of 
the  population,  as  lengthy 
and  difficult  to  treat,  so  they 
have  offered  just  minimal 
mental-health  coverage.  But 
many  plans  don't  yet  account 
for  the  new  drugs  and  short- 
er therapies  being  developed. 

Some  companies,  such  as 
Levi  Strauss,  take  strong  ac- 
tion to  alert  employees  to  the 
dangers  of  clinical  depression. 
That  may  turn  out  to  be  an 
example  of  doing  well  by  do- 
ing good.        Mica  Schneider 


OVER  THERE 

A  WATCHDOG 
FOR  EURO  FOOD? 

EUROPEANS  ARE   FEELING 

increasingly  uneasy  about 
food  safety  these  days.  In  re- 
cent years,  diners  have  dealt 
with  mad-cow  disease,  diox- 
in-ridden  chickens  in 
Belgium,  recalled 
Coke,  and  at- 
tempts by  U.  S. 
companies  to 
export  geneti- 
cally modified 
"Frankenstein 
foods,"  as  op- 
ponents call 
them. 

So  the  new  president  of  the 
European  Commission,  Ro- 
mano Prodi,  wants  to  calm 
consumers — and  skirt  a  trade 
war — by  creating  a  strong 
European  food-safety  agency, 
"an   independent    European 


food-and-drug  agency  to 
win    back    consumer    c 
dence,"  says  Prodi.  It  w 
be  modeled  after  the  I 
Food  &  Drug  Administrat 
Drug  and  biotech  con 
nies  such  as  Monsanto 
Novartis  like  the  idea 
pan-European  regulator,  w. 
they  think  could 
fy  regulations 
help  depoliti 
food-safety 
sues.       M 
Europea 
for  exam 
feel  Brita 
then-Pri 
Minis 
John    Ma 
was  slow  to  d 
with  mad-cow  disease. 

So  expect  Prodi  to  form; 
propose  the  idea  in  the 
shortly.  As  far  as  rules  abc 
food  go,  the  U.  S.  and  Eurc 
could  soon  be  dining  at  1 
same  cafe.  William  Echiks 


THE  BIG  PICTURE 


SHOW  YOU  THE  MONEY?  ITS  WITH  VARIABLE  PAY 

Big  raises  aren't  in  store  in  2000.  But  companies  will  spend 
16%  more  on  performance-related  bonuses.  That  spending 
will  total  9.6%  of  payroll  next  year,  up  from  8%  in  1998. 


PAY  RAISES  FOR 
SALARIED  WORKERS* 


SURVEY  OF  1,113  EMPLOYEES 


0 


'90         '92        '94        '96        '98        '00 

▲  PERCENT  INCREASE  EST. 

*F0R  EMPLOYEES  EXEMPT  FROM  OVERTIME,  DUE  TO 

SUPERVISORY  OR  ADMINISTRATIVE  DUTIES 

DATA:  HEWITT  ASSOCIATES 


FOOTNOTES  Predicted  e-commerce  site  visits  by  1999  holiday  shoppers:  1 .3  billJOII;  number  of  transactions:  144  million 
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DATA:  NET  EFFECT  SYSTEMS,  JUPITER  COMMUNICATIONS,  FORRESTER  RESEARCH,  NIELSEN/NETRATINC 


Two  more 
ways  oneworld 
revolves  around  you. 


With  the  addition  of  Iberia  and  Finnair  to  the  oneworld"' alliance, 
international  travel  becomes  even  easier  and  more  rewarding  than 
ever  before.  Because  now  you  can  look  forward  to  recognition  on 
seven  of  the  world's  finest  airlines.  With  access  to  even  more  lounges. 
Smoother  transfers.  And  the  ability  to  earn  and  redeem  frequent  flyer 
miles  to  even  more  destinations.  Now,  with  over  250,000  people  at 
your  service  to  help  you  enjoy  every  trip,  www.oneworldalliance.com 

revolves  around  you. 


AmericanAirfnes 


BRITISH  AIRWAYS 


Canadbn  Airlines 


^ 


I  Cathay  Pacific 


(f//V/V/7/ff 


IBERIAm 


^kJQAMTAS 


benefits  available  1  ■■     one  ways.  Canadian  Airlines.  Cathay  Pacific, 

i  eria  and  Qantas  are  all  trademarks  of  thi     *  •:■  companies 
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What  drives  our  quest  for  kno 


It's  our  instinct  to  demand  more.  It's  also  t. 

Some  of  a  child's  earliest  words  are  "What"  and  "Why" 
It's  as  if  curiosity  and  the  desire  to  know  are  fundamental  to  the  human  condition 

The  spur  urging  the  development  of  our  civilization 

ritance.  Driven  by  a  need  to  seek  out  creative  solutionr 

To  choose  a  goal  and  meet  all  challenges  along  the  wa; 

To  develop  entirely  new  technologies  beyond  the  vision  of  others 

This  is  the  spirit  at  the  heart  of  Toshiba.  You'll  find  concrete  expression  of  this  i 

products  such  as  PCs,  copiers,  media  storage  devices  and  semiconductors. 

It's  just  a  part  cUbr  contribution  to  humanity's  pursuit  of  knowledge. 

Toshiba  -  answering  your  need  to  know. 


Toshiba  sh 


t  driving  Toshiba 


Demand  More 
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DON'T  CONFUSE  NSI 
WITH  A  MONOPOLY 


"What's  in  a  name.com?  Plenty"  (Le- 
gal Affairs,  Sept.  6)  correctly  identi- 
fied "many  important  issues  about  the 
future  of  the  Internet.  Unfortunately, 
the  article  also  contained  several  mis- 
perceptions  about  Network  Solutions 
Inc.  (nsi). 

xsi  does  not  have  a  government  con- 
tract for  domain  name  registrations.  NSI 
entered  into  a  cooperative  agreement 
with  the  National  Science  Foundation 
(since  transferred  to  the  Commerce 
Dept.)  that  provided  nsi  the  opportuni- 
ty to  register  names  in  four  domains. 
xsi  invested  the  more  than  $250  mil- 
lion in  hardware,  software,  and  highly 
trained  personnel  to  meet  the  explosive 
growth  of  name  registrations,  nsi  had  to 
take  all  the  risk  including  legal  liability. 

xsi  does  not  have  a  monopoly  on  do- 
main name  registrations,  xsi  did  have 
the  exclusive  right  to  register  names 
in  four  of  the  250  domains  currently 
available.  Through  hard  work  and  in- 
vestment, it  turned  that  opportunity 
into  a  thriving  business.  But  today,  even 
those  four  domain  names  are  open  to 
competition.  In  fact,  one  of  NSl's  com- 
petitors just  announced  that  it  has 
signed  up  its  1  millionth  customer  in 
the  dot.com  domain — a  number  equal 
to  almost  20%  of  nsi's  entire  customer 
base. 

The  intellectual  property  developed 
by  nsi  while  registering  domain  names 
is  not  public  property.  It  belongs  to  nsi 
under  the  terms  of  the  cooperative 
agreement.  As  with  thousands  of  other 
companies  and  universities  that  have 
entered  into  agreements  with  the  Na- 
tional Science  Foundation,  information 
developed  as  a  result  of  original  work 
and  private  investment  belongs  to  the 
originator,  not  the  government. 

Finally,  after  working  nonstop  for 
four  years  to  develop  and  maintain  key 
infrastructure  that  makes  the  Internet 
work  reliably  and  securely,  nsi  certain- 
ly does  oppose  efforts  that  would  allow 
the  system  to  be  disrupted  by  political 
wrangling.  We  owe  it  to  our  more  than 


5  million  customers  around  the  v 
not  to  let  that  happen,  and  we  take 
business  responsibility  very  serioua 
Michael  A.  Dal 
Chair 
Netwrork  Solutions 
McLean,' 

SHED  NO  TEARS 
FOR  THE  IPO  TYCOON 


w '   ■ 


"Inside  an  Internet  IPo"  (Cover  St 
Sept.  6)  was  fascinating  reading, 
please  don't  expect  us  to  shed  tear 
sympathy  for  the  "five  weeks  of  j. 
boredom"  and  the  two  weeks  of 
cruciating"  early  mornings  and  1 
days  for  the  owners  to  land  their  mi 
hundred-million-dollar  windfalls.  T 
need  to  spend  a  day  following  a  nurs 
an  intensive-care  unit  on  a  10-day  s 
(with  no  stock  options)  to  underst; 
words  like  excruciating  and  to  be  m 
grateful  for  their  compensation.  An< 
few  sleepless  nights  in  the  lab  with 
underpaid  biomedical  researcher  str 
gling  to  get  a  grant  application      ki 
proved  for  a  cancer  study  might  h 
put  their  own  nights  of  suffering  in 
tel  suites  in  better  perspective. 

No  one  should  begrudge  the  choit 
or  financial  successes  of  the  entrep  f 
neur.  Just  don't  describe  this  roll 
coaster  experience  of  an  IPO  in  su  : 
mythic  and  tragic  human  terms 

Ronald  S.  Newbow 
Acton,  Ma 


IS  BARAD  IN  OVER  HER  HEAD 
AT  MATTEL? 


I:,,' 

taunt 


Street-smart  investors  bailed  out  rketei 
Mattel  Inc.  stock  months  ago,  and  tl 
analysts,   burned   in    1998,   won't  1 
fooled  again  soon  ("Searching  for  Tur 
around  Barbie,"  The  Corporation,  Sej  F  RIGHT 
6).  Unfortunately  for  Mattel  and  i ,«,.,. . 
shareholders,  the  worst  is  probably  y  'jZ 
to  come.  In  "A  p 

Throughout  her  tenure  at  Mattel,  CE  talysis  I 
Jill  E.  Barad  has  made  numerous  a  id  with] 
sumptions  that  could  continue  to  ha\  e-fee  cha 
disastrous  implications  for  the  toymake  ution  to 
Not  the  least  of  which  is  the  assumptio  t„  parti 
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RRECTIONS  &  CLARIFICATIONS 

ie  illustrated  gatefold  accompanying 
read  carefully,"  (Special  Report  on  Glob- 
Investing,  Sept.  13)  in  some  editions  er- 
neously  showed  the  former  British  colo- 
al  flag  of  Hong  Kong  instead  of  the 
irrent  one. 

"Perking  up  PICO"  (Inside  Wall  Street, 
>pt.  20),  investment  firm  M.  J.  Whitman 
as  incorrectly  identified  as  J.  Whitman. 
the  same  column,  "Genesis.-  A  strong 
x  art  on  the  Web"  inadvertently  dropped  a 
ord.  It  should  have  read  "Also,  JWG  ac- 
jired  Genesis  Merchant  Group  Securities 
st  year  for  $15.8  million — and  this  year 
)ld  its  institutional  sales  and  research 
lit  for  $4  million  and  its  clearing  opera- 
3ns  for  $59  million." 

-Tli 



iayslLt,  at  $3.5  billion,  the  acquisition  of 

irning  Co.  is  somehow  good  for  Mat- 

The  brands  at  the  Learning  Center 

ancient  in  software  years  and  fea- 

sitli  e  fairly  generic  characters. 

.' 'stiii  Moreover,  because  of  the  generic 

w  ;  keup  of  the  Learning  Center  brands, 

lit  hi  i  margins  earned  on  the  current 

E in  1  billion  in  sales  will  begin  to  erode. 

i  next  wave  of  educational  software 

am  ^elopment  will  incorporate  new  tech- 

itrepi  ogies  with  better,  more  interesting 

roll  iracters  who  already  appeal  to  the 

u  get  market  and  their  parents. 

Meanwhile,  the  market  for  used  edu- 

ional  CDs  will  continue  to  grow,  as 

ir  quality  grows  and  the  initial  users 

iduate  to  higher  forms  of  computer 

itainment.  Mattel,  like  makers  of 

eo  games,  will  not  share  in  this  mar- 

,.  Although  Barad  is  an  excellent 

rrketer,  she  is  in  over  her  head. 

Stephen  M.  Stauning 
St.  Joseph,  Mo. 
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If  RIGHT  WAY  TO  RUN 
REDIT-CARD  COMPANY 


In  "A  panic  over  plastic"  (News: 
alysis  &  Commentary,  Sept.  6),  I 
.d  with  interest  about  abuses  of  the 

fee  charge.  There  is  a  very  simple 
ition  to  the  problem  that  is  fair  to 
h  parties:  Scrap  the  requirement  that 
mient  must  arrive  at  the  credit-card 
npany  by  a  certain  date.  Instead,  re- 
iv  that  payment  be  postmarked  be- 
le  the  deadline. 

3ne  complication  is  that  the  time  be- 
sen  mailing  out  the  statement  and 

payment-due  date  has  shrunk.  As  a 
ult .  many  problems  arise  because  of 
itaJ  delays.  Using  the  postmark  date 
uld  avoid  such  mix-ups. 

W.  Allen  Johnson 
Ocala,  Fla. 
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Congress  will  soon  be  voting  on  the 

latest  "revision"  to  the  U.S.  Bankruptcy 
Code.  Defeated  once  by  ;i  Clinton  veto, 

this  line  is  veto-proof.  This  law  is  norni 
nally  intended  to  stop  consumer  abuse  of 
the  system.  Using  Internal  Revenue  Ser- 
vice parameters,  a  means  test  is  intend 
ed  to  stop  many  consumers  from  filing  a 
simple  Chapter  7  and  force  them  to  file  a 
complicated  Chapter  13  repayment  plan. 
Effectively,  this  will  let  the  credit-card 
companies  salvage  some  of  their  losses. 
There  is  abuse  in  the  current  sys- 


tem,  ''Hi ,  -i    in  mo  I  ca  e  ,  it  i    not 

one    party    who    i-    al    fault.    Have 

ever-  wondered  why  ynu  gel  numerou 

solicit  al  ions  for  credit   card-  in  the  mail 

even  though  you  already  have  more 
than  one  credit  card'.'  It  is  because  there 

is  profit  in  it  for  the  card  COmpanii 

A  simple  way  to  stop  consumers  from 
this  destructive  behavior  would  be  to 
limit  them  to  one  credit  card — but  then 
you  would  put  a  wrench  in  the  mighty 
credit-card  machine.  Yet  the  machinery- 
is  already  in  place  for  the  banks  to  stop 


A  sure  way  to  know  the  quality  of  a  company  is  whether 
they  stand  or  hide  behind  their  product. 
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ghteen  great  companies.  Three  short  months.  One  investment  bank. 


it  the  last  few  months  we've  been  fortunate  enough  to  lead  equity  offerings  for  companies  at  the  forefront 
heir  industries.  Whether  revolutionizing  photography  over  the  Internet,  changing  the  face  of  telecom  in 
kico,  or  spearheading  new  ways  to  treat  cancer,  these  companies  have  a  unique  story  to  tell.  Telling  that 


P.  Morgan  does  best. 


mghtfullv  positioning  each  company  in  the  best  possible  way  helped  make  each  of  these  offerings  a  dear 
cess.   Not  just  for  our  clients,  but  also  for  their  shareholders.  Of  course,  working  with  first-rate  companies 
jde  our  job  much  easier. 


an  is  the  marketing  name  for  J.P  Morgan  &  Co.  Incorporated  and  lor  its  subsidiaries 
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and  the  art  market  becomes 

transparent 


1,900,000  auction  results, 

157,000  artists,  1,898  auctioneers, 

1 ,800  new  results  every  day. 
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artprice.com 
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multiple  card  issuance.  Banks  do  not 
lend  in  other  circumstances  when  the 
borrower  is  overloaded  with  debt. 

I  tell  my  clients  credit  is  like  alcohol 
and  guns — wonderful  when  used  prop- 
erly but  deadly  when  abused.  The  cur- 
rent law  works  fine.  Changing  it  is  just 
going  to  make  our  job  more  expensive 
and  pass  the  cost  on  to  those  who  can 
least  afford  it. 

James  E.  Kuttler 
Aurora,  Colo. 

ECONOMISTS  PREDICT, 
THEREFORE  THEY  EAT 

Robert  Kuttner  makes  a  good  point 
in  "What  do  you  call  an  economist  with 
a  prediction?  Wrong"  (Economic  View- 
point, Sept.  6).  However,  I  would  sug- 
gest a  sequel  entitled  "What  do  you 
call  an  economist  without  a  prediction? 
Unemployed." 

The  key  reason  that  economists  pre- 
dict and,  therefore,  that  economists  are 
always  wrong  are  that  1)  the  clients  of 
economists  demand  that  economists 
know  the  future,  and  2)  economists  have 
to  feed  their  families  just  as  normal 
breadwinners  do.  I  challenge  Mr.  Kut- 
tner to  name  one  economist  in  a  senior 
nonacademic  position  who  survives  pro- 
fessionally without  making  predictions. 
George  P.  Roniger 
New  York 

WHAT  THE  NEW  MILLENNIUM 
WILL  BRING 

My  vote  for  the  22nd  idea  for  the 
21st  Century  would  be  the  empower- 
ment of  women  in  politics,  business,  re- 
ligion, higher  education,  science,  law, 
and  medicine  ("21  Ideas  for  the  21st 
Century,"  Cover  Story,  Aug.  23-30). 

As  Idea  3  predicts,  the  next  century 
belongs  to  the  best  and  the  brightest, 
working  in  teams  with  talented  lead- 
ers. Women  are  particularly  good  as 
team  builders,  working  toward  a  con- 
sensus as  opposed  to  hierarchical  man- 
agement. This  is  true  in  all  fields  of  en- 
deavor. Women  have  been  living  by 
their  own  clocks  forever,  so  they  should 
fit  right  in  to  Idea  5's  timeless  schedul- 
ing, and  because  they  will  have  fewer 
children,  according  to  Idea  16,  they  will 
have  more  time  to  devote  to  their  ca- 
reers. Females  will  also  fit  beautifully 
with  Idea  17  by  political  campaigning 
over  the  Internet  at  a  younger  age, 
when  they  are  still  rearing  children. 
The  remainder  of  the  ideas  should  also 
benefit  women  as  well  as  men. 

As  you  state,  smart  managers  and 
leaders  will  pursue  several  paths  at  once 


to  maximize  their  options.  That's 
we  women  are  best  at. 

Laurel  Ami<i( 
Executive  Direto 
Women's  Campaign  Scot! 
at  Yale  Univeiitj 
Trumbull,  Op 

It  is  a  shame  your  writer  for  ed'sj 
tion  did  not  interview  someone  wiji  | 
more  realistic  picture  of  the  challenge  d 
a  responsive  high  school.  The  dem^ 
on  today's  relevant  high  schools  nee 
tate  more  time  for  then-  clients — not 
Expanding  basic  knowledge,  technolj 
multi-lingualism,  human  relations,  fai 
education,  and  community  service 
out  for  more  time  and  resources  and 
better  staff  training. 

To  conclude  by  citing  some  social 
ditions  (proms,  rallies,  etc.)  as  boi 
reminds  one  of  the  adage  that  you 
out  of  life  what  you  put  in  to  it.  Ths 
what  a  few  adolescents  may  hav 
learn.  They  will  enjoy  and  get  out  of 
more  now  and  tomorrow.  Even  coll 
Norm  Goldr 
Pennington,  r 

HELPING  KIDS 
WITH  ACHING  BACKS 


I  congratulate  you  for  "Mom,  my  b 
really  hurts,"  (business  week  LifeSt 
Aug.  16),  which  addresses  a  problem  t 
has  been  largely  ignored  by  the  comp 
er  industry  and  computer  journals.  B 
injuries  and  repetitive  stress  injuries 
sociated  with  sitting  and  computing  h; 
reached  epidemic  proportions  with  adi 
and  concerns  are  growing  about  simi 
injuries  among  children. 

In  addition  to  ergonomically  corr 
computer  workstations  and  backpac 
children  need  school  chairs  and  de 
that  promote  good  posture.  They 
for  up  to  seven  hours  a  day  in  h 
wooden  or  plastic  chairs.  Other  coi 
tries  have  taken  steps  to  improve  cl 
dren's  "workstations."  A  nationwi 
campaign  was  proposed  in  Britain 
teach  kids  proper  posture  related 
ergonomics.  American  schools  shoi 
address  this  problem  today  to  preve 
unnecessary  injury  to  our  children 
Eric  Schlossbe 
Berkeley,  Ca 

INFLATION  IS 
NEVER  BENIGN' 


"Will  the  Fed  keep  turning  down  tl 
flame?"  (Business  Outlook,  Sept.  6) 
in  keeping  with  your  high  standards.! 
found    it    useful    as    always.    I    mu 
nonetheless  take  issue  with  one  point- 
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Carrying  2,412  e-commerce  transactions  securely 
Enabling  Hong  Kong  office  to  collaborate  with 
County  Kerry  office  over  the  desktop 
Freeing  up  bandwidth  for  global  corporate 
meeting  between  14  remote  locations 
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gine  enabling  your  customers  to  expand  their  e-services  on  demand.     ■HHHHHHHi 

Now  imagine  doing  it  over  your  familiar  telephone  line  or  on  wireless. 
You  can  with  ATM-enhanced  IP  solutions  from  Newbridge, 
rombining  ATM  (Asynchronous  Transfer  Mode)  technology  with  your  current 

IP  network,  you  can  run  voice,  video  and  data  over  your  existing  infrastructure. 
Which  means  you  can  be  the  first  to  roll  out  new  services. 

To  learn  how  we  can  help  yo'ur  company  quickly  and  economically,  visit  us  at  www.newbridge 
or  at  TELECOM  99,  Hall  7,  Stand  7172. 
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Readers  Repor 


not  the  main  thrust  of  your  reporib) 
to  me  an  important  one. 

You  say  "consumer  prices  were   si 
at  a  benign  2.1%  yearly  pace." 
is  nothing  benign  about  inflation  or1 
At  that  rate,  prices  double  in  33 
If  you  retire  at  60,  and  you  live 
fixed  income,  you  will  find  buying 
cut  in  half  by  the  time  you  are  9. 

When  modern  inflation  first  s 
to  soar,  after  World  War  II,  this  a 
used  to  be  talked  about  all  the  tir 
is  only  in  light  of  what  has  hap< 
since  then  that  2%  inflation  see 
nign.  In  1950,  the  average  rate  of 
tion  (in  Britain  and  Canada)  ove    I 
preceding  300  years  had  been  esse 
ly  zero.  Significant  swings  resulted 
wars  and  subsequent  depressions 
over  the  long  run,  zero. 

I  have  never  read  anything  that 
zero  inflation  is  a  bad  thing.  On  th< 
er  hand,  I  have  read  much  and 
from  my  own  experience  that  any 
greater  than  that  is  bad.  It  hurts  p< 
on  fixed  incomes,  and  that  is  an 
growing  part  of  the  population. 

G.A.  Co| 
Vancouver, 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


THIS  PALM  RATES 
A  HIGH-FIVE 


The  Visor  offers 
plug-and-play  access 
to  a  wide  range  of 
applications 

After  the  original  Palm- 
Pilot  made  its  debut  in 
1996,  even  its  design- 
ers were  amazed  by  the  vari- 
ety of  inventive  programs  that 
software  developers  wrote  for 
the  simple  platform.  Now  the 
inventors  of  the  Palm  are 
back  with  a  new  product  that 
promises  a  similar  wave  of 
hardware  inventiveness. 

The  Handspring  Visor, 
made  under  license 
from  3Com  Corp.'s 
Palm  Computing, 
is  obviously  a  first 
cousin  to  the  Palm 
III.  Unlike  the 
Palm,  it  comes  in  five 
colors  and  is  about  K- 
inch  narrower,  mak- 
ing it  more  comfort- 
able in  smaller  hands. 
But  the  Visor  has  the 
same  high-contrast 
screen  used  in  the  latest 
Palms,  the  same  buttons,  and 
the  same  shape.  And  it  uses 
the  same  Graffiti  shorthand 
for  data  entry. 

Visor  offers  all  standard 
Palm  software,  plus  some  en- 
hancements. DateBook+  adds 
expanded  views  of  your 
schedule,  including  a  detailed 
work-week  view  and  a  full- 
year  calendar.  And  the  calcu- 
lator adds  scientific,  statisti- 
cal, and  financial  functions  to 
the  basic  Palm  model.  Like 
the  Palm,  Visor  offers  the 
same  easy  one-button  syn- 
chronization of  information 
with  PCs  or  Macintoshes.  The 
basic  Visor  with  a  2- 
megabyte  memory  sells  for 
$179  ($149  without  the  sync 


cradle  used  to  connect  with  a 
PC),  while  the  Visor  Deluxe, 
with  four  times  the  memory, 
is  $249.  The  2-MB  Palm  I  He 
goes  for  just  under  $200. 
QUICK  SWITCH.  To  see  the  Vi- 
sor's most  exciting  feature, 
you  remove  a  plastic  cover 
from  the  back,  revealing  a  slot 
about  2-inches  square  and  XA- 
inch  deep.  The  slot,  called  the 
Springboard,  provides  for  a 
wide  array  of  accessories, 
from  memory  modules  that  ^ 
quickly  add  new  programs,  J 
to  more  complicated  hard- 


VERSATILE:    The  Yisoi 
can  quickly 
convert  to  a 
cell  phone  or 
use  a  probe  to 
read  the 
temperature 


installing,  no  downloading,  no 
uninstalling.  The  effect  is  to 
give  the  Visor  effectively  un- 
limited memory  with  instant 
installation  and  removal  of 
programs. 

The  hardware  accessories, 
which  will  be  coming  to  mar- 
ket over  the  next  fewT 
months,  have  the  potential  to 
be  far  more  interesting.  Rio- 
Port  and  InnoGear  plan  mph 
modules,  "Navicom  and  Mar- 
coSoft  Inc.  are  working  on 
gps  receivers,  and  Innogear 
and  Sycom  Technologies  plan 
voice  recorders. 

Communications  options  of- 
fer some  of  the  most  promis- 
ing long-term  possibilities. 
The  wireless  Palm  VII,  which 
barely  has  room  inside  for 
one  radio,  is  locked  into  using 
a  single  network  technology. 


w7are  that  con- 
verts the  Visor 
into     a     cell 
phone,  global- 
positioning 
system  receiver, 
or    an    MP3    music 
player.      Although 
the  Visor  has  no 
audio  system,  a  mi- 
crophone is  built 
into  the  unit  for 
devices,  like  the 
cell  phone  mod- 
ule, that  need  it. 

The  only  mod- 
ule available  for  me 
to  test  prior  to  the 
Visor's  launch  was  Tiger 
Woods  PGA  Tour  Golf  from 
Electronic  Arts  Inc.  While 
computer  golf  leaves  me  cold, 
the  game  demonstrates  one  of 
the  Visor's  neatest  features. 
When  you  plug  in  the  mod- 
ule, Tiger  appears  on  Visor's 
applications  menu.  When  you 
remove  it,  he  disappears.  No 


f 


But  the  Visor  can  handle 
plug-and-play  modules  that 
would  let  you  choose  any 
wireless  or  wired  voice  or 
data  network.  And  software 
developer  JP  Systems  will 
supply  a  program  that  will 
allow   mail   programs,   Web 


browsers,  or  any  other  ^pli 
cations  to  use  whatever  mm 
munications       module 
plugged  into  the  Springbia-j 
Another  plus:  The  Spij| 
board  design  makes  it 
for  modules  to  provide 
own  batteries,  a  necessit 
power-hungry  wireless 
munications,  without  gr< 
expanding  the   size   of 
complete  package. 

Another  product  pla 
for  this  fall,  the  Sensor 
ence  Kit  from  ImagiW 
(800  929-6767  or  www.i 
works.com)    shows    Vi 
versatility.  The  kit  allows 
entific  sensors,  such  as 
temperature     probes  ' 
light-and-motion  sensors 
rently   used   with   PCs 
Texas  Instruments  Inc. 
culators,  to  connect  to 
Visor.  The  first  offering  d 
bines  a  temperat 
probe  with  a 
of  software-b; 
experiments  i 
home    science 
expected  to  re 
for    between 
and  $80.  Additic 
probes    with    tl 
own     project 
may  cost  as  little 
$20.    "We're    tak 
advantage  of  eve 
thing  Handspring 
giving  us,"  says  Ch 
man  Wayne  Grant 
ImagiWorks.     "Th 
are  lots  of  opporti 
ties  to  expand  into  n 
markets."  Among 
products  being  con 
ered  is  a  wireless  he; 
rate  monitor  for  use  c 
ing  exercise. 

Handspring  is  mak 
it  as  easy  as  possible 
hardware     designers 
fashion  their  own  plug-ai 
play  Springboard  devices, 
eluding  freedom  from  any 
censing     requirements 
royalty  payments.  It  was  ji 
this  sort  of  openness  tl  [ 
produced   an   undreamed 
explosion  of  software  for  t 
Palm.  If  that  experience 
any  guide,  expect  some  rea 
interesting  ideas  to  emer 
on  the  Visor. 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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ALK  ABOUT 
MOWING  THE  BULL 


■  ,  n  here's  an  old  saying  on  Wall  Street: 
When  a  bull  appears  on  a  maga- 
L  zine  cover,  sell  your  stocks  and 
id  for  the  hills.  Yet  in  the  last  17 
its,  the  Dow  Jones  industrial  average 
naged  to  gain  1,300%,  to  over  11,000, 


a  lot  better  to  justify  Dow  36,000,  say 
James  K.  Glassman  and  Kevin  A.  Has- 
sett in  Dow  36,000:  The  New  Strategy 
for  Profiting  From  the  Coming  Rise  in 
the  Stock  Market.  They  argue  that  the 
market  already  merits  36K,  and  that 
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spite    countless    charging 
■lis   on    the    covers    of 
HNESS  WEEK  and  oth 
magazines.  Maybe 
it  old  saw  has  been 


.ried  for  good. 
Still,     with     the 


■rat: 


ck  market  having 
ne  so  far  and 
cks  trading  at 
uations  never 
n  before  in  the 
S.,  you  have  to 
jte  pause  at 
ats  coming  out 
- '  ,   the   publishing 
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lses  this  month: 
•ee  books  with 
>gressively  more 
>vocative  titles: 
w  36,000,  Dow 
000,  and  Dow 
1,000.  That's  a 
its  of  book  jack- 
that  makes  a 
mping  bull  on  a 
gazine  cover 
;m  more  like  a 
bbly-legged  calf 
pipage  109 
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Df  course,  there 
perfectly   good 
isons      why      the 
ck  market  has  per- 
med so  well  all  these 


irs.  The  extraordinary  economic 
:kdrop  includes  a  booming  economy, 
i  inflation,  rising  corporate  profits, 
unemployment,  and,  perhaps  even 

J|re  amazing,  a  U.S.  federal  budget 
plus.  In  short,  conditions  are  about  as 
)d  as  most  of  us  can  imagine  them 
>r  getting,  and  we've  already  reached 

j  |W  11,000.  What  has  to  happen  in  the 
S.,  inside  corporations,  or  around  the 
be  to  get  us  to  three  or  four  or  even 
times  the  current  level? 
Actually,  conditions  don't  have  to  get 


All  three  books 
promise  higher 
stock  prices-and 
one  requires  a 
flight  of  fancy 


stock  prices  will  advance  toward  that 
target  over  the  next  3  to  5  years  as  in- 
vestors come  to  that  conclusion,  too. 

Most  market  mavens,  even  the  bull- 
ish ones,  do  worry  about  sky-high  val- 
uations. The  stocks  in  the  Standard  & 
Poor's  500-stock 
index,  a  far 
broader  measure 
of  the  market 
than  the  30-stock 
Dow,  sell  at  more 
than  30  times  last 
year's  earnings. 
This  is  double  the 
long-term  average 
and  40%  higher 
than  in  the  early 
1960s,  another  era 
of  strong  economic- 
growth  and  low 
inflation. 

Don't  sweat  it, 
say  Glassman  and 
Hassett.  Be  bullish, 
because  the  mar- 
ket— even  at  a 
price-to-earnings  ra- 
tio of  30 — is  a  steal. 
By  their  estimates, 
a  "perfectly  reason- 
able price"  for  the 
market — they  use 
this  term  continu- 
ously in  their  book, 
usually  abbreviated 
as  PRP — is  100 
times  earnings.  To 
put  that  in  perspec- 
tive, consider  that  the 
enormously  profitable  and  near-monop- 
oly Microsoft  Corp.  trades  at  66  times 
earnings. 

Glassman,  a  Washington  Post  colum- 
nist and  fellow  at  the  American  En- 
terprise Institute  (aei),  and  Hassett, 
an  economist  and  resident  scholar  at 
the  AEI,  first  put  forth  their  bold  thesis 
in  a  Wall  Street  Journal  op-ed  piece 
last  year.  Believe  me,  as  an  aging  baby 
boomer  who'll  one  day  have  to  retire 
on  the  proceeds  of  my  401(k)  account,  I 
want  to  be  persuaded.  Unfortunately, 
their  argument  is  no  more  convincing 
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Introducing  the  all-new  Infiniti   13  0. 
It's  not  just  a   new  car. 

It's  all  the  best  thinking. 


Starting  at  $29,465.* 


©1999  Infiniti  Division  of  Nissan  North  America,  Inc.  Bose"  is  a  registered  trademark  of  the  Bose  Corporation.  'MSRPfor  2000 130  touring  model  shown  is  531,540  and  2000 130  luxury  mo( 


0% 


Ifyouweredesigninga  new  luxury 
car,  how  would  you  make  it  stand 
apart  from  the  crowd?  Would  you 
give  it  the  most  powerful  V6  in  its 
class?  Would  you  create  the  most 
spacious  cabin?  Maybe  you'd  offer 
luxury  touches  you  couldn't  find 
anywhere  else.  Surely  any  one  of 
these  achievements  would  set  you 
apart  from  today's  crowd  of  luxury 


automobiles.  Imagine  how  special 
you'd  be  if  you  claimed  all  of  them. 
Introducing  the  all-new  Infiniti'  130.' 
With  the  largest  interior  in  its 
class,  a  227-hp  engine  that's  the 
most  powerful  V6  in  its  class  and 
luxury  touches  like  a  custom-tuned 
Bose   audio  system  and  power  rear 
sunshade  that  would  be  a  surprise 
in  any  class.  The  all-new  130.  It's 
all  the  best  thinking. 


130 


^/\^<    INFINITI 


Own  one  and  you'll  understand 


m  '  S,  excluding  S525  destination  charge,  taxes,  title,  license  and  options.  Retailer  sets  actual  price. 


Books 


It's  ludicrous  to  conclude  that  a  stock's  estimated  cas 
stream  is  worth  the  same  as  predictable  bond  paymeni 


as  a  book  than  it  was  as  an  article. 

The  problem  with  their  thesis  is  that 
to  arrive  at  Dow  36,000,  you  have  to 
accept  their  proposition  that  stocks  are 
no  riskier  than  bonds.  And  that  flies  in 
the  face  of  what  economists  and  B- 
School  finance  professors  have  been  say- 
ing for  decades.  It  also  runs  counter  to 
what  we  observe  in  the  market  every 
trading  day.  Stocks  are  risky.  After  all, 
we  have  seen  big  companies  lose  20%  or 
30%  of  their  market  value  in  hours  be- 
cause earnings  came  in  a  few  pennies 
shy  of  analysts'  expectations. 

The  argument  also  runs  counter  to 
what  we  know  about  corporate  finance. 
The  lenders — first  the  banks,  and  then 

bondholders — have     first       

dibs  on  a  company's  cash 
flow.  Stockholders  only  get 
paid,  with  earnings  and 
perhaps  dividends,  if 
there's  anything  left  over. 
In  other  words,  bondhold- 
ers have  a  far  higher  prob- 
ability of  getting  paid. 
They  know  both  the 
amount  they  will  get  paid 
and  when  payments  will 
come.  A  stockholder  may 
ultimately  reap  riches,  but 
the  timing  is  anything  but 
certain.  So  it's  not  unrea- 
sonable to  conclude  that 
stocks  are  riskier  than  bonds. 

Glassman  and  Hassett  get  around 
the  short-term  volatility  of  stocks  by 
focusing  on  the  long-term  behavior  of 
stocks  in  general.  They  point  to  the 
work  of  well-known  market  expert  Je- 
remy J.  Siegel,  a  finance  professor  at 
the  Wharton  School,  to  argue  that  there 
never  has  been  a  period  of  17  years  or 
more  since  the  beginning  of  the  19th 
century  that  has  not  produced  positive 
returns  after  inflation.  Their  reasoning: 
As  long  as  you  hold  a  diversified  port- 
folio for  a  long  time,  stocks  are  not  a 
risky  investment.  That's  not  a  very  rad- 
ical idea,  and  in  fact,  it  is  one  of  the 
reasons  why  people  are  advised  to  in- 
vest in  stocks  for  long-term  goals  such 
as  retirement. 

But  where  Glassman  and  Hassett  de- 
viate from  convention  is  in  their  asser- 
tion that  since  there  hasn't  been  any 
more  risk  in  owning  stocks  over  bonds 
in  nearly  200  years,  there  never  will 
be — and  that  stocks  therefore  deserve 
much  richer  valuations.  After  all,  they 
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ask,  wouldn't  you  pay 
more  for  an  investment 
that  had  less  risk? 

To  some  degree,  yes. 
And  there's  no  arguing 
that  in  the  equity-friendly 
climate  we're  enjoying  to- 
day, investors  can  afford 
to — and  do — pay  more. 
But  Glassman  and  Hassett 
conclude  that  the  estimat- 
ed cash  stream  that  may 
come  from  a  stock  is 
worth  the  same  as  pre- 
dictable payments  an  in- 
vestor can  get  from  a 
bond.  And  that's  just  ludicrous.  Rational 

-  -  -        investors     will     always 

compensate  for  uncertain- 
ty by  discounting  the 
price  they'll  pay  for  an  in- 
vestment. That  way, 
the're  more  likely  to 
achieve  a  desired  return. 
In  contrast  to  Dow 
36,000,  the  other  books 
don't  ask  their  readers  to 
toss  out  what  they  know 
about  finance  or  make 
grandiose  assumptions 
about  risk.  Dow  40,000: 
Strategies  for  Profiting 
from  the  Greatest  Bull 
Market  in  History  pre- 
dicts that  the  Dow  will  reach  40,000  in 
2016.  Author  David  Elias,  who  runs  his 
own  money-management 
firm  in  Williamsville,  N.  Y., 
takes  an  upbeat  view  while 
making  a  lowball  forecast. 
All  it  will  take  to  reach  his 
target  is  a  9%  average  an- 
nual gain  in  stocks.  That's 
two  percentage  points  be- 
low the  average. 

Charles  W.  Kadlec,  au- 
thor of  Dow  100,000:  Fact 
or  Fiction,  is  not  making 
all  that  much  bolder  of  a 
prediction.  Kadlec,  chief  in- 
vestment strategist  for 
Seligman  Advisors  Inc. 
(and  a  onetime  BUSINESS 
week  correspondent),  puts  the  Dow  at 
100K  in  2020.  To  jump  that  hurdle,  the 
market  need  only  gain  an  average  of 
11.1%  a  year,  which  is  just  slightly 
above  what  large-company  stocks  have 
done  during  the  past  70  years. 

Both  Elias  and  Kadlec  take  readers 


down  familiar  routes  i 


i  ah 
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DOW 

36,000 

THE  NEW  STBBTI0V  FOR  rROFlTIHB  FH0K1 
THE  COMING  RISE  IN  THE  ST0GH  MARHT 


cussing  some  of  the 
damental  forces  that  | 
driving  the  long-tern 
market:  lower  tax  r 
increased  globalizatiorB| 
aging  of  the  baby  bo  |  [ 
generation,  the  end  o 
cold   war,  the  spre 
capitalism,  and  rapid 
nological  advances.  If 
read  the  financial  p 
you  already  know  the 
ry.  As  for  the  stock  I 
ommendations,  you  car 
them  anywhere. 
Kadlec,  who  has  written  the  r 
eloquent  of  the  two  books,  calls 
new  era  the  "Great  Prosperity" 
warns  there's  more  risk  to  your  fina 
health  in  being  out  of  the  market 
in  it.  For  the  stock  market  to  sta; 
the  road  to  Dow  100,000,  he  writes, 
historical  forces  that  have  powered 
bull  market  must  remain  firmly  in  p 
Some  of  them,  like  the  technolo 
revolution  and  the  aging  boomers, 
not  going  away.  The  other  trends 
likely  but  less  certain:  the  end  of 
cold  war  and  the  avoidance  of  a 
national  emergency,  the  continued 
al  spread  of  freedom  and  democr; 
and  global  economic  competition  am 
governments.  Of  course,  trend  is 
destiny,   and   conditions   can   cha 
Kadlec  warns  investors  to  watch  f< 
move  toward  higher 
es,  protectionist  trade 
cies,  or  global  monet 
instability. 

Any    of  those    fact| 
would  be  the  result  of 
guided  fiscal,  monetar 
trade  policy.  And  Kai 
believes  that  bull  mar 
die  not  from  old  age 
because  of  policy  err 
So  if,  in  years  to  come, 
market  gets  waylaid, 
could  blame  it  on  a  CO' 
eyed  Congress  or  duel 
central   bank.    But   dol 
blame  the  authors  of  D\ 
36,000,  Dow  ^0,000  and  Dow  100,0< 
That  would  be  giving  them  more  i 
ence  than  they  really  have. 

BY  JEFFREY  M.  LADERMJ 

Senior  Writer  Laderman  has  cover 

the  bull  market  for  business  week  sir, 

1982. 
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AN  ALTERNATE  WAY  TO  COMMUNICATE 
1  WHEN  YOUR  INTERNET  SERVICE  WON'T. 
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[you  feel  that  your  Internet  service  is  leaving  you  adrift,  it's  time  to  talk 
feth  UUNET,®  an  MCI  WorldCom5"1  Company.  From  high-speed  access  to 
lob  hosting  to  remote  access,  we  offer  a  full  range  of  Internet  services  that  can 
jllp  your  business  do  more.  And  as  the  world's  premier  IP  network,  we're 
pking  VPNs  and  Internet-based  faxing  not  just  a  promise,  but  a  reality.  Couple 
hat  with  network  performance  that  sets  industry  standards  year  after  year  and 
tai've  got  a  provider  that  won't  leave  you  stranded.*  So  if  your  business  could 
»e  a  partner  like  us,  call  1  800  465  1794  or  visit  us  at  www.info.uu.net. 


An  MCI  WorldCom  Company 


HE       WORLD'S      INTERNET      COMMUNICATIONS       COMPANY 


+703  206  5600  Canada:  1  888  242  0653  ©  1999  UUNET  Technologies,  Inc..  a  subsidiary  of  MCI  WorldCom,  Inc.  All  rights  reserved.  The  UUNET  logo  is  a  trademark, 
more  information:  www.uu.net/sla. 


It's  the  knowledge  that  the 
decisions  you  make  for  your 
business  are  the  right  ones-  j 
It's  the  implicit  guarantee 
that  whether  your  needs  are 
small  or  large,  they  will  be  met. 
It's  knowing  where  to  turn  for  ! 
flexible  solutions  for  your 
business,  and  that  loyalty  has 
its  benefits.  It's  the  awareness 
that  even  if  your  business  isnt 
always  predictable,  your  office 
equipment  will  be.  And  that's 
certainly  something  to  smile  about. 


ONE 


#%t  Panasonic,  we  understand  that  your  office  equipment  needs  change.  The  products  that  are  right 
your  business  today,  may  not  be  right  tomorrow.  We  understand  that  you  need  the  confidence  to  mak 
right  choice  in  this  constantly  changing  market.  You  need  technologically  advanced  products  like 
network-ready  copiers,  lightning-fast  color  printers,  Internet-smart  fax  machines  and  connected  electr 
white  boards — products  that  will  truly  make  your  business  run  efficiently,  flawlessly. 

And  most  importantly,  you  need  flexibility.  That's  why  we  developed  the  most  aggressive  office  equif 
acquisition  program  in  the  industry.  It's  called  XtraCareP/ivs  and  it  gives  you  the  unprecedented  option 
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penalty-free  upgrades  or  downgrades  on  your  equipment.  Your  business  expands,  upgrade  to  a  faster  copier.  Your 
equipment  needs  change,  trade  up  to  an  Internet  fax,  or  a  color  printer.  XtraCareP/us  gives  you  complete  flexibility, 
and  it  gives  you  the  confidence  to  run 
your  business  effortlessly. 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


DOES  ABORTION  LOWER 
THE  CRIME  RATE? 


EXPLOSIVE: 

A  new  study 
contends  that 
falling  crime 
in  the  1990s  is 
due  to  the  rise 
in  abortions 
after  Roe  vs. 
Wade 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


Crime  in  the  U. S.  has  fallen  dramati- 
cally since  1991.  By  1998,  the  homi- 
cide rate  was  down  by  more  than  one- 
third,  and  the  rates  for  all  violent  crime  and 
property  crime  were  each  down  by  around 
one-quarter. 

Many  explanations  have  been  offered  for 
the  decline,  including  increased  expenditures 
on  prisons  and  police,  better  policing  strate- 
gies, the  strong  U.S.  economy,  and  the  di- 
minished role  of  crack  cocaine.  Spending  on 
prisons  and  police  has  been  increasing  since 
the  1970s,  however,  so  this  factor  therefore 
does  not  explain  why  crime  rose  until  1991 
and  then  fell  sharply.  Better  policing  methods, 
as  promoted  by  Mayor  Rudolph  W.  Giuliani  in 
New  York,  may  be  making  a  difference.  But 
crime  rates  also  fell  substantially  in  Los  An- 
geles and  the  District  of  Columbia,  which  are 
not  renowned  for  their  policing  skills.  As  to 
the  strong  economy,  it  is  hard  to  show  gen- 
erally that  growth  in  income  and  employment 
leads  to  less  crime.  For  example,  the  economy 
performed  well  from  1983  to  1989,  while  na- 
tional crime  rates  rose.  Finally,  the  fall  in 
crime  rates  after  1991  occurred  in  places 
where  crack  cocaine  had  never  been  much  of 
a  factor. 

A  recent  study,  "Legalized  Abortion  and 
Crime,"  by  Professors  John  Donohue  of  the 
Stanford  University  Law  School  and  Steven 
Levitt  of  the  University  of  Chicago,  proposes 
a  new  causal  factor:  the  legalization  of  abor- 
tion in  the  early  1970s.  The  idea  is  that  the 
children  who  were  not  born  would  have  been 
disproportionately  likely  to  grow  up  in  pover- 
ty and  on  welfare  with  a  young  and  poorly 
educated  single  parent.  Because  these  fac- 
tors are  known  to  breed  crime,  the  children 
not  born  would  have  been  prime  candidates  to 
be  criminals  15  to  25  years  later.  Hence,  the 
absence  of  these  children  contributes  to  the 
drop  in  crime  rates  since  1991.  My  reactions 
to  this  idea:  (1)  This  is  a  surprising  hypothe- 
sis. (2)  It  may  well  be  correct.  (3)  The  impli- 
cations are  explosive  politically  and  are  likely 
to  cause  a  major  ruckus. 
TIMING.  Donohue  and  Levitt  present  three 
types  of  evidence  to  support  their  theory. 
First,  the  sharp  rise  in  legal  abortions — from 
fewer  than  750,000  in  1973  to  a  plateau  of 
around  1.5  million  a  year  since  the  early 
1980s — fits  with  the  timing  of  the  drop  in  na- 
tional crime  rates  since  1991.  The  cumulative 
effect  from  abortions  15  to  25  years  earlier 


,. 


can  also  explain  why  the  national  Crimea 
continued  to  fall  through  1998  and  is  prcb 
ed  to  keep  falling  for  a  further  10  to  20  yM 
In  fact,  the  authors  estimate  that  the  niuto 
of  abortions  and  the  consequent  reducti* 
crime  would  have  been  significantly  gr« 
had  not  the  1976  Hyde  Amendment,  whicj] 
stricted  federal  funding  of  abortions  thri 
Medicaid,  been  in  effect  in  various  forms' 

Second,  a  few  states,  including  New 
and  California,  legalized  abortion  by 
three  years  before  the  U.  S.  Supreme  C 
Roe  vs.  Wade  decision  in  1973.  As  the  th 
implies,  the  early  legalizers  experienced  ft 
crime  rates  sooner  than  the  rest  of  the  c 
try.  Finally,  abortion  rates  responded  to 
legalization  differently  across  states,  and  t 
with  the  highest  rates  of  abortion  in  the  1 
experienced  the  sharpest  drops  in  crim 
the  1990s. 

WEEDED  OUT.  The  researchers  estimate 
for  every  1,000  extra  abortions  in  197 
1976,  there  were  380  fewer  property  crh 
50  fewer  violent  crimes,  and  0.6  fewer 
ders  in  1997.  Overall,  the  abortion  effect 
counted  for  one-half  of  the  drop  in  crime 
1991  to  1997.  The  rest  is  explained  by 
creases  in  prisons,  police,  and  other  factors 
goes  unexplained. 

About  20%  of  the  abortion-related  dro 
crime  arose  because  of  the  reduced  popula 
of  15-to-24-year-olds  (the  high-crime 
group)  in  the  1990s.  The  main  effect,  howe 
is  the  reduced  frequency  of  crime  am 
those  in  the  15-to-24  age  group  who  did  n 
age  to  be  born  and  grow  up.  Appare 
abortion  particularly  weeded  out  the  child 
who  would  have  been  likely  to  follow  crim 
careers. 

Donohue  and  Levitt  argue  reasonably  t 
they  are  carrying  out  objective  scientific 
search  about  the  determinants  of  crime 
that  the  policy  implications  can  be  left  to 
ers.  The  effect  on  crime,  even  if  confirmed 
further  study,  would  probably  not  moder 
the  views  of  pro-lifers,  who  view  abortion 
murder.  Similarly,  the  evidence  would  have 
tie  influence  on  pro-choice  advocates,  who 
ready  view  a  woman's  right  to  an  abortion 
a  fundamental  liberty.  But  for  people  w 
less  extreme  views,  including  me,  the  pol  "v 
implications  could  be  important.  If  abort 
rights  turn  out  to  be  a  strong  crime  fight 
then  opinion  is  likely  to  move  in  favor 
these  rights. 
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Nothing  ensures  greater  returns  to  your  bottom  line  than  world-class  e-customer  service.  At  PRC,  that's  our  speciality. 
Unlike  self-ser.vice  web  sites,  your  customers  can  now  talk  live  to  us — with  a  simple  mouse  click.  In  effect,  giving  you 
an  instant,  direct  connection  with  the  people  who  matter  most.  If  you're  looking  for  a  solid,  established  company, 
capable  of  supporting  you  with  the  latest  e-commerce  technology — visit  www.prcnet.com  or  call  800-666-4PRC. 
Get  the  power  of  experience  today. 
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Lucent 

Customer 

Relationship 

Management 

Solutions. 

If  you  could  bring  together  all  your 
business  resources  with  everything 
you  know  about  your  customers 
(whether  they  contact  you  by 
mail,  e-mail,  Web  site,  phone  or 
fax),  what  would  it  amount  to? 

A  more  consistently  satisfying 
experience  for  your  customers 
(keep  'em  coming  back).  A  more 
profitable  revenue-generating 
opportunity  for  your  business. 

That's  the  idea  behind 
Lucent  Customer  Relationship 
Management  Solutions. 

Now  the  company  that  helps  more 
businesses  connect  with  their 
customers  (in  more  ways  than 
anyone  else)  can  help  you  do 
more  business  with  each  of  your 
customers. 


How?  Lucent  CRM  Solutions  focus 
every  part  of  your  enterprise 
(from  Internet,  to  call  centers, 
to  databases,  to  fulfillment  and 
beyond)  on  customers'  needs  and 
preferences,  building  long-term 
customer  loyalty  to  deliver  on 
your  business  goals. 

Our  leading-edge  intelligent 
software  links  customer 
interactions  across  your  entire 
company.  We  have  technology  to 
integrate  your  voice  and  data 
applications  (around  the  block 
and  around  the  world),  eliminating 
barriers  to  doing  business. 
It  adds  up  to  a  more  seamless 
experience  for  your  customers. 


The  power  of  our  strategic 
alliances  with  leading  software 
applications,  technology  and 
integration  partners  assures  yc 
a  total  CRM  Solution. 


And  (rest  easy)  Lucent  NetCare* 
CRM  Professional  Services 
can  help  you  plan,  design, 
integrate  and  manage  your 
solution  (24x7x365). 
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Economic  Trends 


BY  GENE  KORETZ 

ETHNIC  GAPS 
ON  CAMPUS 

Will  they  hamper  future  growth? 

A  major  factor  in  the  nation's  amaz- 
ing job  performance  in  recent 
decades  has  been  the  rising  educational 
achievement  of  working  Americans. 
From  1980  to  1997,  the  economy  added 
34  million  jobs  filled  by  workers  with  at 
least  some  college,  even  as  it  shed  7  mil- 
lion jobs  filled  by  high  school  dropouts. 
Meanwhile,  the  share  of  25-to-29-year- 

SHIFTING  TIDES 
AMONG  AMERICAS  STUDENTS 
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olds  with  high  school  diplomas  has 
jumped  from  75%  in  1970,  to  88%  today, 
with  two-thirds  of  high  school  grads  now 
college-bound. 

All  of  this  should  bode  well  for  Amer- 
ica's economic  performance  in  the  new 
century.  The  problem,  claim  Georges 
Vernez,  Richard  A.  Krop,  and  the  late 
C.  Peter  Rydell  in  a  recent  rand  Corp. 
study,  is  that  trends  related  to  the  shift- 
ing ethnic  makeup  of  the  nation's  popu- 
lation seem  far  less  favorable.  Specifi- 
cally, the  lagging  post-secondary-school 
attainments  of  two  growing  minorities — 
Hispanics  and  blacks — suggest  that  the 
share  of  Americans  with  college  training 
entering  the  labor  market  could  actual- 
ly start  to  decline  within  two  decades. 

By  2015,  the  study  projects  that  His- 
panics and  blacks  will  account  for  one- 
third  of  the  school-age  population  (and 
of  new  entrants  to  the  workforce),  up 
from  one-fourth  in  1990,  while  non-His- 
panic whites  will  fall  to  58%  of  the  total, 
and  the  small  but  fast-rising  Asian 
group  will  climb  to  6.2%.  The  biggest  in- 
crease will  be  among  Hispanics,  the  ma- 
jority of  whom  are  of  Mexican  origin,  a 
group  with  a  particularly  poor  record 
of  educational  attainment. 

While  Hispanics  and  blacks  have 
made  big  strides  in  high  school  gradua- 


tion levels  in  recent  decades,  the  re- 
searchers note  that  they've  made  little 
progress  in  closing  the  gaps  between 
their  college  graduation  levels  and  those 
of  non-Hispanic  whites.  If  this  pattern 
continues,  they  warn,  these  gaps  will 
widen  and  by  2015  the  share  of  adults 
entering  the  labor  force  with  college 
degrees  will  be  lower  than  in  1990. 

In  California,  with  its  soaring  Mexi- 
can population,  disparities  will  be  espe- 
cially sharp.  By  2015,  Hispanics  and 
blacks  will  account  for  40%  of  the  state's 
population  and  75%  of  its  high  school 
dropouts,  while  whites  and  Asians  will 
account  for  90%  of  college  grads. 

What  can  be  done  to  remedy  this  sit- 
uation? The  researchers  estimate  that 
added  resources — mainly  by  colleges — to 
bring  minority  achievement  up  to  white 
levels  would  cost  the  nation  about  $23 
billion  a  year.  But  they  also  find  that 
such  costs  would  be  recouped  within  a 
decade  or  so  via  lower  outlays  for  in- 
come transfer  and  social  programs  uti- 
lized by  poorly  educated  minorities. 

Increasing  educational  capacity,  of 
course,  is  only  part  of  the  answer. 
"Greater  resources  would  help  a  lot," 
says  Vernez,  "but  we  must  still  find 
ways  to  improve  minority  educational 
preparation  and  demand  for  college." 


THE  REAL 
NAFTA  WINNER 

Canada  leads  the  investment  race 

Although  U. S.  capital  was  expected 
to  pour  into  Mexico  in  the  wake  of 
the  1994  North  American  Free  Trade 
Agreement,  it  hasn't  quite  worked  out 
that  way,  notes  economist  Joseph  P. 
Quinlan  of  Morgan  Stanley  Dean  Witter. 
To  be  sure,  U.  S.  foreign  direct  invest- 
ment in  Mexico  has  risen  from  $11  bil- 
lion in  the  decade  prior  to  nafta's  in- 
ception    to     $18.1    mmmmmmmmmmmmmmmmm 


billion  from  1994 
through  1998.  But 
Canada  has  gar- 
nered $39.6  billion 
in  the  same  period. 
While  much  of 
the  Canadian  fig- 
ure reflects  re- 
invested earnings 
accruing  from 
America's  big  his- 
torical investment 
position  in  Canada, 
Quinlan  points  out 
that  U.  S.  equity 
flows    to    Canada 
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have  also  exceeded  those  to  Mexi  i  \ 
50%  in  the  past  five  years.  And  'b 
reason,  he  says,  is  that  NAFTA  ha;fo 
tered  a  more  relaxed  attitude  in  C-.&. 
toward  foreign  direct  investment  iifb 
merly  protected  sectors  of  its  ecoi 
such  as  natural  resources,  teleco 
cations,  and  financial  services. 
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CUTTING  RACK 
ON  T0RACC0  AD 

Not  every  ban  lowers  consumpt 


How  much  do  limits  on  tobaccc 
vertising   reduce    smoking? 
question  is  particularly  pertinent  t< 

A  recent  European  Commissibi 
recti ve  requires  European  Commi 
member  states  to  ban  all  forms 
bacco  advertising  except  point-of 
by  the  fall  of  2006.  Meanwhile,  as 
of  the  U.S.  tobacco  industry's  se 
ment  with  the  states,  cigarette  ma 
have  agreed  to  add  a  ban  on  out 
advertising  to  the  existing  bans  on 
radio,  and  movie  advertising.  They 
also  contribute  $300  million  annu 
over  five  years  for  public  educatioi 
tobacco  use. 

In  a  new  National  Bureau  of 
nomic  Research  study,  Henry  Saffer 
Frank  J.  Chaloupka  estimate  the  eff 
of  these  measures.  Past  bans  on  si 
forms  of  cigarette  ads,  they  note,  h 
been  offset  by  increased  outlays  in  ol  | 
media.  Thus,  total  U.  S.  tobacco-indus 
ad  spending  fell  after  cigarette  ad^ 
tising  on  broadcast  media  ended  in  1! 
but  it  soon  returned  to  earlier  levels 

An  econometric  analysis  of  the 
fects  of  various  bans  on  tobacco  ad\  , 
tising  imposed  in  22  industrial  count: 
from  1970  to  1992  underscores  the  s 
nificance  of  this  pattern.  The  two 
searchers  find  that  only  comprehend 
ad  bans  covering  a  wide  variety  of  i  p 
dia  tend  to  reduce  overall  advertis 
expenditures  and  the  level  of  toba  R 
use.  Thus,  they  estimate  that  the  sti 
gent  European  ban  set  to  go  into     pj 
feet  in  late  2006  will  cut  tobacco  c 
sumption  in  the  EC  by  about  6.9%. 

In  contrast,  Saffer  and  Chaloupka 
lieve  ending  outdoor  advertising  v 
have  little  effect  on  U.  S.  tobacco  u 
since  cigarette  companies  are  likely 
increase  spending  on  print  and  poi   p  , 
of-purchase  advertising  and  on  spons 
ships  of  sports  and  other  forms  of  pi  R 
motion.  The  industry's  contributions  I 
"counteradvertising"  on  smoking  ds  jp,, 
gers,  on  the  other  hand,  could  cut  cc 
sumption   by  as  much  as  2%,  they  sj  ^ 


34  BUSINESS  WEEK  /  SEPTEMBER  27,  1999 


f 


l\\  ISSUES 


Thit  amount  ttimu  appiai  laio  tnatui  i>i  th  otd  only 


$4,500,000,000 


An/ii  ,i 


DaimlerChrysler  North  America  Holding  Corporation 


i 


?ntto| 
ssibi 

i 
s  sett 


foey 


'lull 


$2,000,000,000 
7.20%  Notes  due  September  1,  2009 

$1,500,000,000 
6.90%  Notes  due  September  1,  2004 

$1,000,000,000 
Floating  Rate  Notes  due  August  23,  2002 

Unconditionally  Guaranteed  by 

DaimlerChrysler  AG 


Joint  Book  Runners  for  Each  Series  of  Notes 


Credit  Suisse  First  Boston 

affer 
ie  efff 
on  so 
ite,  h : 

m  ot    Credit  Suisse  First  Boston 

nidus 

\A     ABN  AMRO  Incorporated 

Goldman,  Sachs  &  Co. 

laylock  &  Partners,  L.P. 


inti 


two 

■hens 
;of 
:'!.; 
tol 
lest! 
into 
:co  c 
ft, 


Credit  Suisse  First  Boston 

Banc  One  Capital  Markets,  Inc. 
Deutsche  Banc  Alex.  Brown 


US 


Managers  for  the 
7.20%  Notes  due  September  1,  2009 


Chase  Securities  Inc. 
Merrill  Lynch  &  Co. 


BNY  Capital  Markets,  Inc. 


RBC  Dominion  Securities 

Corporation 


Salomon  Smith  Barney 


Salomon  Smith  Barney 

Deutsche  Banc  Alex.  Brown 
J.P.  Morgan  &  Co. 

The  Williams  Capital  Group,  L.P. 


Managers  for  the 
6.90%  Notes  due  September  1.  2004 


Chase  Securities  Inc. 

Dresdner  Kleinwort  Benson 


MG  Barings  /  BBL 


Scotia  Capital  Markets 


TD  Securities 


Salomon  Smith  Bamey 

Commerzbank  Capital  Markets  Corporation 
J.P.  Morgan  &  Co. 

Utendahl  Capital  Partners,  L.P. 


Poi  I    Credit  Suisse  First  Boston 

iions 


Banc  of  America  Securities  LLC 


Managers  for  the 
Floating  Rate  Notes  due  August  23.  2002 


Chase  Securities  Inc. 


q      J.P.  Morgan  &  Co. 

ut 

eVSiianca  Commerciale  Italiana 


Salomon  Smith  Barney 

Deutsche  Banc  Alex.  Brown 
SG  Cowen 


Bayerische  Landesbank  Girozentrale  DG  BANK  Hypovereinsbank  Westdeutsche  Landesbank 

Deutsche  GenossenNch.i(t*bank  AG  Girozentrale 


You 


don't 


take 


breaks, 


whu 


b 


shi 


in 


ifel 


0j 


m 


pentium®/// 


©  1999  Hewlett-Packard  Company.  All  rights  reserved.  Microsoft.  Windows,  and  Windows  NT  are  either  registered  trademarks  or  trademarks  oF  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  Microsoft  OEM  products  are  licensed  to  system 

builders  by  Microsoft  Licensing.  Inc..  a  wholly  owned  subsidiary  of  Microsoft  Corporation  Intel,  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation. 

*  SOFRES/lnterSearch  Windows  OS  User  Reliability  Study  (6/98).  Participants  using  Windows  NT  Workstation  were  about  three  times  less  likely  to  experience  serious  system  stoppages  than  Windows  95  users  surveyed. 

t  Price  is  estimated  street  price.  Actual  price  may  vary.  Monitor  not  included. 


BjOliI 


HP  Vectra  PCs  and  Windows  NF  Workstation. 
The  reliable  choice  for  business. 

You  count  on  your  computer  to  work  as  hard  as  you  do  -  so 
count  on  the  HP  Vectra  PC  running  Windows  NT  Workstation 
-  the  most  reliable  Windows  operating  system  available.' 
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ire  you  buy  a  Windows  2000-Ready  PC:  Ready  with  Windows  NT  Workstation,  ready  with  300  MHz  or  more,  ready  with  64  MB  RAM  or  more.  For  more 
tion  see  www.hp.com/windows2000/desktop. 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 

OULD  THAT  BE 

N  INFLATION  CLOUD? 

)t  demand  and  global  recovery  may  bring  price  pressures  next  year 


US.  ECONOMY 


Pretend  you're  a  policymaker 
at  the  Federal  Reserve,  and 
ir  job  is  to  worry  about  inflation  next  year.  No- 
iner,  you  think.  Inflation  has  been  all  but  dead  for  so 
g  that  trying  to  whip  up  any  worries  about  it  seems 
ntless.  But  think  again.  The  inflation  outlook  is  shift- 
,  subtly  but  undeniably. 

The  biggest  changes  come  from  the  reversal  of  the 
bal  factors  that  have  helped  to  hold  inflation  down 
sr  the  past  two  years.  Fed  policymakers  have  allud- 
to  temporary  international  conditions — falling  oil 
ces,  the  strong  dollar,  and  cheaper  imports — as  pri- 
ry  restraints  on  U.  S.  inflation.  Those  beneficial  factors 
ending  their  runs  now  that  prospects  in  Europe, 
>an,  and  the  rest  of  Asia  are  improving  (page  44). 

Already,  stronger  foreign 
demand  is  lifting  commodity 
and  supply  prices.  Firmer  ex- 
ports have  also  boosted  U.S. 
manufacturing  output,  which 
had  been  the  one  area  of  the 
economy  that  had  slowed  last 
year.  Yet  at  the  same  time, 
vibrant  July  and  August  re- 
tail sales  data  show  that  con- 
sumer-led domestic  demand  is 
not  cooling  off  (chart).  Until 
the  Fed's  main  concern — will 
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'  ioes,  the  labor  market- 
ly  continue  to  tighten. 
In  addition,  because  foreign  investments  are  starting 

-  look  more  attractive  relative  to  U.  S.  investments, 
i  dollar  has  weakened  somewhat,  especially  vs.  the 
n.  As  a  result,  import  prices  have  stopped  falling, 
id  further  downward  pressure  on  the  dollar  seems 
ely,  since  currency  traders  may  be  taking  a  closer 
»k  at  the  U.  S.  current  account  deficit — a  summary  of 
S.  international  financial  obligations — which  hit  a 
:ord  high  in  the  second  quarter. 

1  THIS  IS  NOT  TO  CONCLUDE  that  the  Fed  will 

)ve  again  at  its  Oct.  5  policy  meeting.  But  these 
ifts  in  the  inflation  landscape  will  not  be  going  away 
ytime  soon.  If  these  small  seeds  of  price  pressures 
tte  root,  policymakers  may  have  to  hike  interest  rates 
ain,  either  in  late  1999  or  early  2000.  In  fact,  they 
iy  feel  that  they  have  no  choice  if  domestic  demand 
■esn't  slow  soon. 
In  the  third  quarter,  though,  there  are  few  signs  of  a 


slowdown,  especially  by  consumers.  Retail  sales  in  Au- 
gust jumped  a  larger-than-expected  1.2%  from  July, 
on  top  of  an  upwardly  revised  1%  rise  in  July  sales. 
Even  after  accounting  for  higher  prices,  including  the 
spike  at  the  gas  pump,  real  retail  sales  are  up  a  blis- 
tering 10.1%  from  a  year  ago.  That's  the  fastest  yearly 
pace  since  the  U.  S.  economy  was  coming  out  of  the  dis- 
astrous 1981-82  recession. 

Purchases  of  motor  vehicles  led  the  August  gain, 
but  even  excluding  autos,  retail  sales  rose  a  strong 
0.7%.  Stores  selling  building  materials,  apparel,  and 
furniture  all  posted  solid  gains.  The  surprising  advance 
in  store  receipts  means  that  real  consumer  spending  is 
on  track  to  grow  at  an  annual  rate  of  4%  in  the  third 
quarter,  after  a  sizzling  4.6%  gain  in  the  second. 

THE  WORRY  FOR  THE  FED  is  that  excess  demand,  if 
left  unchecked,  will  give  businesses  the  opportunity 
to  raise  prices  soon.  Already,  shortages  of  a  few  mate- 
rials are  leading  to  some  price  pressures  at  the  pro- 
duction level. 

True,  the  top-line  inflation  data  show  no  sign  of  price 
worries.  Producer  prices  of  finished  goods  rose  0.5%  in 
August,  reflecting  the  3.7%  jump  in  energy  prices.  But 
excluding  food  and  energy,  core  prices  fell  0.1%.  And 
consumer  prices  in  August  rose  a  modest  0.3%,  mainly 
because  of  a  large  2.7%  increase  in  energy  costs.  Core 
prices  were  up  only  0.1%.  Core  consumer  prices  are  ris- 
ing at  the  slowest  yearly  pace  in  33  years. 

But  further  back  in  the  pro- 
duction process,  companies  are 
facing  higher  costs.  And  it's 
not  just  oil,  which  soared  to 
more  than  $24  per  barrel  in 
mid-September.  Core  prices  of 
intermediate  supplies,  such  as 
plastics,  paper  containers,  and 
chemicals,  are  edging  higher. 
In  August,  they  were  up  at 
an  annual  rate  of  2.9%  from 
six  months  earlier  (chart),  the 
fastest  in  any  such  period  in  four  years.  And  core  com- 
modities are  up  a  surprising  10%.  The  price  hikes  re- 
flect the  competition  among  businesses  for  a  limited 
amount  of  resources.  For  example,  the  surge  of  home- 
building  has  caused  a  20.1%  jump  in  gypsum  prices. 

When  faced  with  higher  input  costs,  producers  must 
decide  to  swallow  the  price  hikes  and  take  a  hit  on  the 
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bottom  line,  or  they  must  raise  their  prices.  What  the 
Fed  knows  is  that  when  a  business  enjoys  a  strong 
market  for  its  product,  raising  prices  is  a  whole  lot  eas- 
ier. That's  why  the  recovery  in  foreign  economies, 
which  will  lift  the  demand  for  U.  S.  exports,  adds  to  the 
Fed's  fears  that  the  U.  S.  economy  is  overheating. 

MORE  IMPORTANTLY,  the  rebound  in  foreign 
economies  spells  the  end  of  one  of  the  chief  restraints 
on  U.  S.  inflation  in  this  expansion:  the  strong  dollar. 

From  early  1997  to  August,  1998,  the  dollar  soared 
16.8%  on  a  trade-weighted  basis,  with  nonoil  import 
prices  falling  5.6%.  Since  then,  though,  the  greenback 
has  slipped  8.5%.  Consequently,  nonoil  import  prices, 
whose  steep  decline  was  greatly  responsible  for  keeping 
a  lid  on  goods  inflation,  have  been  fiat  since  April.  Im- 
port prices  will  likely  rise  if  the  dollar  weakens  further. 
And  right  now,  that  seems  a  good  bet,  as  the  global  re- 
covery begins  to  lure  money  away  from  dollar-based  in- 
vestments in  the  U.  S. 

The  trouble  is  that  the  U.  S.  has  become  very  de- 
pendent on  foreign  capital.  The  U.  S.  current  account 
deficit — the  tally  of  the  trade  deficit  and  other  inter- 
national financial  obligations — soared  to  $80.7  billion  in 
the  second  quarter,  up  from  $68.7  billion  in  the  first, 
quarter.  That  financing  requirement,  which  is  essentially 
the  shortfall  between  U.  S.  saving  and  U.  S.  invest- 
ment, hit  a  record  3.6%  of  gross  domestic  product  in 


AUSTRALIA 


the  second  quarter,  surpassing  the  previous  pei) 
1986  (chart). 

That's  getting  close  to  the  point  where  the  abil 
a  debtor  nation  to  service  its  obligations  is 
called  into  question.  As  long  as  prospects  for 
growth  and  inflation  remain  bright,  the  U.  S.  m; 
the  only  country  with  the  financial  might  to 
such  a  large  current  account  gap,  especially 
the  boost  to  savings  from  the  federal  surplus.  S 
vestors  are  beginning  to  believe  that  oversea 
vestments  are  becoming  more  secure  and  with  b 
potential  payoffs.  That  monetary  enticement  will 
some  to  sell  off  their  U.  S.  investments,  which  will 
further  downward  pressure  on  the  dollar. 

The  consideration  of  the  dol- 
lar and  import  prices  points 
to  a  key  way  in  which  Fed 
policy  has  changed  in  this  ex- 
pansion. For  years,  policymak- 
ers preferred  to  ignore — or  be 
indifferent  to — international 
turns  of  events.  No  more.  The 
inflation  benefits  from  weak 
global  economies  are  dissipat- 
ing. And  that  change  goes  a 
long  way  in  explaining  why 
the  Fed  will  be  on  high  alert  even  while  the  top-line 
flation  numbers  remain  nonthreatening. 
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Australia's  growing  economy  is 
creating  jobs,  while  scant  in- 
flation is  keeping  interest  rates 
low,  and  past  labor  market  re- 
forms are  helping  boost  productiv 
ity.  The  result:  The  economy  has 
thrived  despite  its  re- 
liance on  Asian  mar- 
kets. Moreover,  the 
growth  outlook  for  the 
coming  year  is  bright 
— maybe  too  bright. 
The  economy  will 
have  to  slow  a  notch 
from  its  4%-plus  pace 
to  prevent  the  Re- 
serve Bank  of  Aus- 
tralia from  raising  its 
policy  rate,  now  4.75%.  The  rba  is 
looking  ahead  to  the  tax-reform 
package  that  carries  a  stimulus 
equal  to  1%  of  gross  domestic 
product,  which  kicks  in  next  July. 
Also  in  July,  a  broad  10%  goods- 
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and-services  tax  will  boost  infla- 
tion temporarily,  but  it  could  also 
provide  a  cover  for  extra  price 
hikes  and  wage  demands,  if  the 
economy  is  still  running  hot. 
Some  evidence  of  slower 

growth  showed  up  in 
the  smaller-than-ex- 
pected  0.2%  quarterly 
gain  in  second-quarter 
GDP,  led  by  a  steep 
drop  in  business  in- 
vestment. Businesses 
plan  to  invest  17% 
less  in  new  plants  and 
equipment  in  the  com- 
ing year  than  they 
were  planning  to  this 
time  last  year.  That  primarily  re- 
flects cutbacks  at  mining  compa- 
nies that  have  been  hit  hard  by 
the  lowest  raw  materials  prices  in 
decades.  However,  amid  firmer 
export  prospects,  those  cutback 
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plans  could  be  overly  pessimistic. 

In  fact,  it's  too  early  to  tell  if 
the  second-quarter  slowdown  in 
gdp  will  last.  Growth  was  still  a 
strong  4.4%  from  a  year  ago,  and 
early  third-quarter  reports  look 
solid.  The  economy  posted  robust 
job  growth  during  the  past  three 
months.  Joblessness  rose  to  7.2% 
in  August,  up  from  a  nine-year 
low  of  7%  in  July.  Amid  lower  un- 
employment, the  lowest  interest 
rates  in  a  generation,  and  wages 
growing  about  two  percentage 
points  faster  than  consumer  infla- 
tion— which  was  only  1.1%  in 
June — consumer  spending  has 
strong  supports. 

So  far,  wage  growth  is  not  a 
problem,  since  productivity  is  in- 
creasing at  about  3%.  But  if  labor 
markets  continue  to  tighten  amid 
robust  demand,  wages  and  prices 
could  accelerate  next  year. 


40  BUSINESS  WEEK  /  SEPTEMBER  27,  1999 


S    II 


MSB 


p  line 


istic. 


THERE'S 

NO  SUCH  THING 

AS  A 

VIRTUAL 


PACKAGE 


With  55%  of  all  e-business  shipments,  UPS  makes  more  online  orders  a  reality  than    I     pE 
virtually  any  other  delivery  company.  Just  call  1-800-PICK-UPS  or  visit  ups.com. 

MOVING  at  the  SPEED  of  BUSINESS.' 


ups 


a&i 


^ews:  Analysis  &  Commentary 


He  will  give  the 
company's  brand 
and  regional  units 
more  autonomy 

By  the  time  Jacques  Nasser  cele- 
brates his  first  anniversary  as 
ceo  of  Ford  Motor  Co.  in  Janu- 
ary, there  will  be  little  doubt 
that  a  new  regime  is  firmly  en- 
trenched in  Dearborn,  business  week 
has  learned  that  Nasser  plans  to  an- 
nounce in  November  a  realignment  of 
the  sprawling  $143  billion  auto  maker 


that,  while  not  actually  repudiating  Ford 
2000,  the  strategic  vision  of  predecessor 
Alex  Trotman,  will  put  the  company  on 
a  different  path.  Ford  2000  centralized 
worldwide  responsibility  for  functions 
such  as  product  development,  purchas- 
ing, design,  and  manufacturing — and 
shifted  other  decision-making  power  to 
the  home  office. 

Nasser  wants  to  keep  the  efficiencies 
generated  from  central  thinking  about 
design  and  production.  But  he  wants  to 
reintroduce  the  market  focus  in  regions 
across  the  globe  that  will  give  Ford 
stronger  brands  and  more  appealing 
products.  "Ford  2000  was  a  good  idea 
carried  too  far,"  says  a  source  familiar 
with  the  new  plan.  And  no,  Nasser  is 
not  doing  a  reorganization.  "General  Mo- 


tors has  given  reorganizations  a  t  ser's  p 
name,"  sniffs  one  Ford  exec. 

Nasser  is  "trying  to  create  the  Fc  ithern 
2000  that  should  have  been  created  sser's  ii 
the  first  place,"  as  one  exec  put  it.  Tl  ers,  tie 
translates  into  a  new  organizatioi  ji  rei.J( 
chart  that  formally  recognizes  Nasse  m  Den 
heightened  emphasis  on  the  compan;  fe\ !( 
brands  and  gives  the  various  regioi  ering , 
and  brand  units  more  autonomy.  T*  imass- 
reason:  Nasser  wants  his  top  managed  ]ni 
to  be  more  entrepreneurial,  more  s  rth  Aj 
countable  for  the  profits  and  losses  th  idied 
generate.  He  also  wants  each  brand  rd's  g] 
crystallize  its  own  identity  with  cu\'; 
tomers.  The  plan,  which  still  cou:h;, 
change,  will  be  unveiled  in  Novembo: 
and  implemented  beginning  next  yeaiiij ■,■,'. 

In  one  respect,  Nasser's  move  reflect 
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demands  of  a  global  auto  business. 
mlerChrysler  Chairman  Jurgen 
rempp  acknowledges  that  he,  too,  is 
lamlining  his  management. 

>ne  of  the  clearest  examples  of  Nass- 
new  vision  is  the  plan  to  split  up  its 
th  American  auto  brands,  with  sales 
ling  $S7  billion,  into  "strategic  busi- 
I  units,"  including  Ford  Car,  Ford 
:k,  and  Mercury,  say  sources  close  to 
company.  "If  it's  different  in  the 
d  of  the  customer,  it  will  have  its 
i  [brand]  group,"  explains  another 
rce. 

NG  DIVISION.  Nasser's  goal  is  to 
:e  Ford  more  nimble  and  more  elose- 
ttuned  to  customers.  "You've  got  to 
ik  down  the  business  into  the  small- 
possible  units  to  give  the  employees 
hem  authority  and  accountability," 
:  one  source  knowledgeable  about 
plan.  That  applies  to  Ford  of  Eu- 
e  and  the  company's  ailing  South 
erican  unit,  which  lost  $226  million 
year.  Nasser  aims  to  restore  to  re- 
nal Ford  managers  such  as  Ford  of 
•ope  President  Nick  Scheele  the  pow- 
that  was  stripped  away  by  Ford 
0.  It's  not  major  surgery,  stresses 
)ert  L.  Rewey,  Ford's  group  vice- 
sident  for  sales,  service,  and  mar- 
ing.  "We're  evolving,  we're 
reorganizing." 

ince    late    1996,   when   he 
k  over  Ford's  global  auto 
up,  Nasser  has  been  quietly 
rting  the  new  vision  and 
lacing  key  executive  posi- 
is  eliminated  in  Trotman's 
rhaul.  He  has  also  been  showing 
door  to  underperformers  and  re- 
iting  all-star  managers  from  out- 
most notably  former  BMW  exec 
Ifgang  Reitzle,  who  oversees  all 
d  luxury  brands:  Lincoln,  Jaguar, 
on  Martin,  and  Volvo.  This  Premier 
to  Group  "was  the  first  step"  in 
laser's  plan,  says  one  insider.  Even 
lier,  Lincoln-Mercury's  relocation  to 
ithern  California  was  a  signal  of 
sser's  intentions.  The  division's  mar- 
iners, designers,  and  engineers  have 
n  relocated  to  the  West  Coast,  far 
[as| !  n  Detroit's  stodgy  mind-set. 

<Jow,  sources  say,  Nasser  is  even  con- 

sring  putting  Ford's  North  Ameri- 

iv,  11  mass-market  brand  units  Ford  Car, 

ig(  "d  Truck,  and  Mercury  under  a  single 

rth  American  boss.  One  name  being 

tkfidied  about  is  James  C.  Schroer, 

nillf 'd's  global  marketing  vice-president. 

Nasser's  charge-ahead  style  may  al- 

him  to  redraw  Ford  quickly,  but  it 

)  may  be  upsetting  the  United  Auto 

ej\  rkers,  as  the  two  sides  negotiate  a 

v  national  contract.  Nasser's  plan  to 


slim  down  Ford  by  spinning  off  $18  bil- 
lion Visteon  Automotive  Systems  has 
rubbed  workers  at  that  parts  unit  the 
wrong  way.  Nasser  and  Ronald  Get- 
telflnger,  the  buttoned-down  iaw  vice- 
president  who  heads  the  union's  Ford 
team,  are  both  newcomers  to  this  pres- 
sure-cooker environment.  This  could 
complicate  negotiations  over  Visteon. 

Overseas,  Nasser  has  already  in- 
stalled regional  leaders  for  Europe, 
South  America,  and  Asia  Pacific.  His 

FORD'S  ROAD  TO 
REYOND  YEAR  2000 

NOVEMBER,  1993 

Alex  Trotman  becomes 
chairman  and  CEO 
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APRIL,  1994  Trotman 
announces  his  "Ford 
2000"  plan  for  integrat- 
ed global  operations  that 
are  divided  along  func- 
tional lines  and  not  regional  or 
brand  lines 

MAY,  1994  Trotman  brings 
Jacques  Nasser,  then  head  of  Ford 
Europe,  back  to  Dear- 
born headquarters  to 
run  the  new  global 
product-development 
group 

OCTOBER,  1994  The 

U.S.  versions  of  Ford's 
so-called  world  car,  the 
Mondeo,  are  introduced 

JANUARY,  1995  Regional  operat- 
ing units  in  Latin  America  and  Eu- 
rope cease  to  exist  as  Ford  2000 
begins  to  be  implemented 

NOVEMBER,  1996  Nasser  dis- 
patches James  Padilla  to  Brazil  to 
take  charge  of  Ford's  ailing  South 
American  operations 

JANUARY,  1998  Nasser  names 
James  Donaldson  to  run  Ford 
Europe 

JANUARY,  1999  William 
Ford  is  named  chairman 
and  Nasser  succeeds  Trot- 
man as  CEO.  Nasser  begins 
brand  push 

NOVEMBER,  1999  Nasser 
is  expected  to  realign  Ford 
organization  to  strengthen 
'brand  and  regional  emphasis,  re 
fleeting  his  strategic  initiatives 


new  plan  simply  gives  them  a  greater 
say  in  running  their  operations,  and 
more  responsibility  if  their  efforts  fail. 
Scheele  says  Nasser  is  giving  him  a 
free  hand  in  Europe.  \\<'±  cutting  ca- 
pacity by  25$  and  sharing  back-office 
costs  with  Volvo  and  Jaguar.  Na 
has  also  told  him  that  the  Ford  brand 
must  stand  on  its  own  in  Europe. 
Scheele  wants  to  burnish  the  brand  by 
reminding  consumers  it  is  German-made, 
since  most  Fords  are  made  near 
Cologne.  To  reinforce  that  prestige, 
Scheele  has  relocated  headquarters  and 
R&D  there,  as  well. 

Wherever  Ford  operates,  the  central 
idea  is  to  create  bite-size,  highly  ac- 
countable regional  brand  units  that 
can  get  close  to  their  target  cus- 
tomers' tastes  and  needs.  The  goal, 
especially  for  Ford's  money-losing 
passenger-car  brands,  is  to  bring  out 
cars  with  brand  personalities  tai- 
lored to  suit  the  younger,  hipper 
buyers  who  have  nocked  to  Euro- 
pean and  Japanese  cars.  Says  one 
source  knowledgeable  about  the  plan: 
"It's  going  to  help  them  get  the  brand 
differentiation  they  want." 

Creating  such  virtual  corporations  in- 
side Ford  also  provides  another  benefit: 
training  grounds  for  future  leaders. 
Nasser  himself  cut  his  teeth  on  a  series 
of  jobs  running  regional  operations  in 
Argentina,  Brazil,  Australia,  and  Eu- 
rope. "Ford  2000  eliminated  the  training 
ground  for  all  of  Ford  Motor,"  laments 
one  former  Ford  exec.  Nasser's  new 
"strategic  business  units"  would  give  a 
new  generation  of  Ford  managers  the 
chance  to  test  their  leadership  skills 
with  hands-on  operating  experience. 

Striking  the  right  balance  between 
global  integration  and  regional  influence 
is  extremely  difficult,  management  gurus 
say.  And  auto  analysts  and  industry 
watchers  mostly  applaud  Nasser's  will- 
ingness to  adapt  Ford's  game  plan  on 
the  fly.  "He  seems  to  have  a  reason- 
ably agile  philosophy,  not  getting  locked 
into  one  strategy  forever,"  says  David 
E.  Cole,  director  of  the  University  of 
Michigan's  Office  for  the  Study  of  Au- 
tomotive Transportation.  Ford  is  likely 
to  remain  "a  company  that's  con- 
tinuously restructuring,  so  that 
tear-ups  don't  have  to  be  trau- 
matic," adds  Merrill  Lynch  &  Co. 
analyst  John  Casesa. 

Such  continuing  change  seems 
likely  as  Nasser  puts  his  stamp 
on  Ford.  So  count  on  more  shake- 
ups  and  new  business  plans  from 
the  nimble  Jac. 

By  Kathleen  Kerwin  in  Detroit,  with 
Jack  Ewing  hi  Frankfurt 
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HAPPY  DAYS 

ARE  HERE  AGAIN?  NOT  QUITE 

So  far,  Asia's  recovery  isn't  helping  American  exports  much 


On  the  steamy  streets  of  Bangkok, 
where  Asia's  economic  crisis  began, 
something  is  happening:  People  are 
heading  into  stores  again.  In  July  alone, 
retail  sales  were  up  20%  over  last  year. 
"The  government  is  right  on  track," 
glows  Suthichart  Chirathivat,  chief  ex- 
ecutive of  Central  Retail  Corp.,  Thai- 
land's major  department-store  group. 
He  thinks  rejuvenated  Thai  consumers 
could  push  retail  sales  growth  up  15% 
this  year. 

That's  good  news  for  U.S.  exporters. 
After  two  years  of  severe  economic 


woes,  Asian  economies  are  clearly  on 
the  upswing.  A  stronger  Japan  is  ex- 
pected to  help  lift  the  International 
Monetary  Fund's  estimates  of  1999  glob- 
al economic  growth,  due  out  later  this 
month.  Many  Asian  stock  markets  are 
soaring,  its  key  currencies  have  stabi- 
lized, and,  more  important,  its  citizens 
are  starting  to  buy  again.  While  that 
hasn't  yet  spurred  a  rush  to  snap  up 
U.S.  goods,  exporters  hope  the  urge  to 
buy  American  picks  up  by  the  end  of 
the  year. 

The  rebound  can't  come  a  moment 


too  soon.  The  U.S.  current  acc-fl 
deficit  soared  17.5%  in  the  second  on 
ter,  to  a  record  $80.7  billion.  Thatjj 
put  more  pressure  on  the  U.S.  d« 
which  has  struggled  as  the  Japaf 
yen  headed  toward  a  three-year 
(page  45).  While  the  dollar's  down 
drift  might  fuel  inflation  at  horrnj 
could  help  U.S.  exporters.  First 
Corp.  sees  signs  that  consumer  sj 
could  start  to  accelerate  by  the  enioft 
the  year.  It  predicts  6%  earnings  grcflj 
for  consumer  staple  companies  in  I 
Standard  &  Poor's  500-stock  index  ■ 
quarter,  with  a  23%  surge  in  the  foi 
quarter.  A  good  chunk  of  that  incr< 
is  expected  to  come  from  Asian  sal 
BOUNCING  BACK.   American   high-t 
companies  have  already  seen  Asian'  i 
rebound  as  businesses  and  consun 
in  recovering  economies  race  to  join 
Internet  Age.  Oracle  Corp.  report 
47%  rise  in  Asian  revenues  in  the 
ond  quarter,  twice  its  growth  in 
rest  of  the  world.  And  Microsoft  C 
is  boasting  that  its  Asian  sales  are 
higher  than  before  the  crisis.  Hew! 
Packard  Co.  and  Dell  Computer  C 
are  also  reporting  big  jumps.  "W 
seeing  consumer  confidence  come  ba 
says  Ron  Goh,  vice-president  of 
Computer  Asia  in  Singapore. 

Prices  of  commodities  such  as  pa    i 
metals  and  oil  are  up,  thanks  in 
to    higher    Asian    demand.    "Moc 
(growth)  would  be  an  accurate  waj 
put    it,"    says    Paul    T.  ,  Murphy, 
spokesman    for    Caltex,    a    Chev 
Corp./Texaco  Inc.  joint  venture  wl 
operates  more  than  6,000  service  ;  ».' 
tions  across  Asia.  The  tide  is  also  ti 
ing  for  construction  and  oil-field  eqi 
ment  suppliers. 

When  Asian  economies  collapsed  ft 
July,  1997,  the  sales  of  U.  S.  exporters 
consumer  staples  went  tumbling  w 
them.  Everyone  from  women  hawk  yM 
Avon  Products  Inc.  to  Coca-Cola 
distributors  saw  profits  wither  ar 
plunging  demand.  "These  guys  seen 
to  be  sensitive  sooner  than  every' 
else,"  says  Charles  L.  Hill,  First  C 
director  of  research  in  Boston. 

Unfortunately,  they  don't  seem  to 


I 


dfllBVf- 

KtWl 


ASIA  WARMS  UP 

The  demand  for  U.S. 
industrial  products 
and  high-tech  wares 
has  begun  to  heat  up, 
but  the  demand  for 
consumer  and  luxury 
goods  remains  tepid 
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Hirly  as  quick  on  the  rebound.  Ford 

V\   in-  ( 'i>.,  Iiir  example,  sold  just   3, 100 
in   Thailand   in   the   first   seven 
i  iths  of  this  year.  "We're  still  a  long 
i»  i  from  our  pre-crisis  volumes,"  says 
I    y  Kania,  president  of  Ford's  South- 
Asian  operations  in  Bangkok. 
Iven  Coke  is  feeling  guardedly  up- 
•)  t.  It  lias  watched  sales  measured  by 
•  •  volume  rise  6%  in  South  Korea 
i     close  to  15%  in  Indonesia  during 
first  six  months  of  this  year.  "We 
ect  improvement  to  be  U-shaped, 
I    V-shaped,"  says  Douglas  N.  Daft, 
i  rident  of  Coke's  Middle  and  Far  East 
up.  Gillette  Co.,  meanwhile,  says 
i 
i 

uim ; 
nsal  i 
iigli-1 


Asian  sales  rose  ll'v   in  the  flrsl  quarter 

and  11%  in  the  second  —with  even  high- 
er gains  expected  in  the  second  half. 

I!ut  the  Asian  hunger  for  prestige 
items  and  brand  names  that  was  so  ev- 
ident before  the  crisis  has  yet  to  resur- 
face. One  reason  is  that  the  dollar  is 
still  strong  against,  local  currencies  out- 
side Japan.  More  important,  i  ome  ana- 
lysts also  suspect  the  crisis  may  have 
prompted  a  permanent  shift  in  con- 
sumption patterns.  Kuala  Lumpur  engi- 
neer How  Poh  Seng,  for  example,  now 
relaxes  after  work  by  drinking  a  local 
beer  from  the  corner  store  instead  of 
sipping  a  foreign  brew  at  a  bar.  "Every- 


body's style  of  living  i,    l'-     pend  I' 

he  says.  Companiei  clearly  riot  ice  that  j 

trend.  "What  we've  seen  is  a  little  -lull  | 
away  from  corporate  entertaining  in  ex- 
pensive hostess  bars  to  more  people 
paying  out  of  their  own  [rocket,"  larr u 
Stuart  Heck,  managing  director  of  Asia 
for  Brown-Forman  Corp.,  a  liquor 
exporter. 

Bottom  line:  U.S.  companies  may 
have  to  wait  awhile  for  Far  East  sales 
to  reach  pre-crisis  levels.  But  at  least 
they  have  stopped  falling. 

By  Diane  Brady  in  Greenwich, 
Conn.,  with  Jonathan  Moore  in  Taipei 
and  bureau  reports 
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By  Brian  Bremner 

REFORM  IN  JAPAN:  MAYBE  THIS  TIME 


Uf 

^  IWWi 


SQ 


here  should  you  look  to  gauge 
the  true  intensity  of  the  Asian 
recovery?  One  of  the  most  im- 
pressive signs  has  been  the  yen's  re- 
■f-i  markable  rise.  As  investors  have  be- 
come more  convinced  that  Asia's 
largest  economy  is  serious  about  re- 
structuring, the  money  has  poured  in. 

le  hj  Portfolio  and  direct  for- 
eign investment  this  year 
has  been  flowing  in  at  an 
unprecedented  $224  billion 
annual  rate.  The  yen,  in 
turn,  has  rebounded  to 
heights  not  seen  in  three 
years,  touching  105  to  the 
v'1  dollar  on  Sept.  14.  But  be- 
hind the  scenes,  a  battle  is 

c  si  raging  whose  outcome 
may  well  determine 

i  ecjui  whether  Japan  will  stick 
with  reform  and  go  on  to 

•fii  lift  its  neighbors  from 
their  economic  malaise. 

i  Kl  The  Bank  of  Japan  and  its 
former  lords  at  the  Fi- 
nance Ministry  and  ruling 
ail  Liberal  Democratic  Party 

Neemkare  fighting  over  how  far  to  go  with 

rryoj  the  yen.  boj  Governor  Masaru  Haya- 
Caf  mi  has  been  assailed  all  summer  for 
not  boosting  the  money  supply,  cool- 
ing off  the  yen,  and  taking  the  heat 
off  big  exporters — the  traditional  re- 
sponse prescribed  by  mof. 
NEW  RELIGION.  On  the  surface,  it's 
about  arcane  monetary  strategies 
and  the  real  need  to  restore  stability 
to  the  yen.  But  it's  also  emblematic 
of  the  struggle  between  the  quick 
fixes  and  brokered  bailouts  of  the 
Old  Japan  and  the  New  Japan's 
sound  economic  policies  and  emerg- 
ing reform.  In  recent  decades,  mone- 


tary calls  were  made  by  the  LDP's 
hand-picked  finance  ministers  or  the 
Premier's  office. 

Such  politicized  monetary  policy 
brought  Japan  the  late- 1980s  bubble 
and  resultant  crash.  That  era  suppos- 
edly ended  18  months  ago,  when  the 
Diet  passed  a  new  boj  charter.  Haya- 


A  YEN  FOR  HEIGHTS?  Foreign  exchange  traders  in 


mi  wants  the  old  guard  to  get  the 
new  religion.  Fiscal  and  monetary 
quick  fixes  are  no  "panacea  for  all 
the  problems  the  Japanese  economy 
faces,"  he  says.  The  boj  has  been 
selling  yen  for  dollars,  some  $35  bil- 
lion worth,  in  interventions  since  ear- 
ly June.  But  growth  in  Japan's  broad 
money  supply  has  stayed  at  around 
3.5%  annually.  Some  old-liners  want 
the  boj  to  accelerate  the  rate  to  dou- 
ble digits  and  use  the  liquidity  to  un- 
derwrite a  tsunami  of  government 
.bonds  coming  on  stream  to  cover  a 
world-class  budget  deficit — 10%  of 
gross  domestic  product. 


Hayami  thinks  such  a  move  would 
give  the  LDP  carte  blanche  to  spend 
the  country  into  fiscal  oblivion  as  the 
ruling  party  bails  out  friends  in  con- 
struction and  banking. 
JOINT  INTERVENTION.  There's  no 
denying  an  uncontrolled  rally  by  the 
yen  to  80  to  the  dollar,  such  as  oc- 
curred in  the  spring  of 
1995,  would  crush  ex- 
ports, end  the  stock  mar- 
ket rally,  and  crush  the 
recovery.  Hayami  doesn't 
want  a  reprise  of  that, 
either.  And  he  has  called 
for  joint  intervention 
with  the  U.S.  Federal 
Reserve  to  curb  the  yen. 
His  aim  is  for  a  stable 
exchange  rate  between 
110  to  120  to  the  dollar. 
But  Hayami  isn't  inter- 
ested in  giving  a  free 
ride  to  Japanese  ex- 
porters by  pushing  the 
yen  down  to  147,  where 
Tokyo  it  stood  last  August. 

That  could  prove  toxic  to 
East  Asia.  After  collapsing  10%  last 
year,  the  now  cheaper  Asian  exports 
to  Japan  have  jumped  13%  in  volume 
terms  this  year. 

More  important,  a  strong  yen 
forces  Japanese  executives  to  stay 
focused  on  restructuring.  None  of 
this  is  much  fun — nor  is  Japan's 
record  4.9%  jobless  rate.  Yet  if 
Hayami  can  prevent  monetary  poli- 
cy from  once  again  being  hijacked 
by  old  guard  interests,  it  will  be  a 
big  victory  for  the  New  Japan. 

Bremner  is  BUSINESS  WEEK'S 
Tokyo  Bureau  Chief. 
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SUDDENLY,  THE  SUITS 
ARE  JUMPING  SHIP 

But  what  do  corporate  vets  bring  to  the  Net? 

There  goes  another  one. 
On  Sept.  24,  Mary  Al- 
ice Taylor,  a  Federal 
Express  Corp.  senior  vice- 
president,  became  the  latest 
high-ranking  exec  to  aban- 
don the  security  of  a  con- 
ventional corporation  for 
the  unstructured,  but  po- 
tentially lucrative,  future  in 
the  New  Economy.  Taylor 
will  become  chairman  and 
ceo  of  Homegrocer.com  Inc. 
in  Kirkland,  Wash.,  a  year- 
old  online  grocery  delivery 
operation  that  serves  Seat- 
tle, Portland,  and  southern 
California  regions.  "It's  cer- 
tainly not  for  the  base 
salary,  but  rather  to  be 
part  of  changing  the  way 
business  is  done  in  the  fu- 
ture," Taylor  says.  "I 
learned  a  long  time  ago 
that  when  opportunities  get 
offered  you  have  to  be  will- 
ing to  stretch  and  go  for 
them." 

Every  week  brings  an- 
other such  defection  to  the 
dot.coms.  In  June,  Ama- 
zon.com added  a  president 
from  Black  &  Decker,  and 
in  early  September,  it  fol- 
lowed up  with  a  cfo  from 
Delta  Air  Lines  and  a  chief 
logistics  officer  from  Al- 
liedSignal.  Priceline.com 
landed  a  president  from  the 
senior  ranks  of  AT&T.  Nike's 
vice-president  for  global 
sales  is  trading  in  his 
swoosh  to  become  president 
of  an  infant  online  sporting- 
goods  retailer  called  Fog- 
dog  Sports.  Says  John  T. 
Thompson,  vice-chairman  of 
search  firm  Heidrick  & 
Struggles  International  Inc.: 
"I've  never  seen  small 
emerging  companies  com- 
pete so  effectively  with  top 
corporations  for  talent — and 
win." 

Given  the  paper  million- 
aires— and    even    billion- 


From  Bricks  to  Clicks 


NAME/DATE 

PREVIOUS  JOB 

NEW  JOB 

MARY  ALICE  TAYLOR  49 

Sept.,  1999 

Sr.  VP,  FedEx 

CEO, 
Homegrocer.com 

WARREN  C.  JENSON  42 

Sept.,  1999 

CFO,  Delta  Air 
Lines 

CFO, 
Amazon.com 

TIMOTHY  J.  JOYCE  43 

Sept.,  1999 

VP,  Global  Sales, 
Nike 

President, 
Fogdog  Sports 

DANIEL  H.  SCHULMAN  41 

June,  1999 

President,  AT&T 
Consumer  Markets 

President  &  COO, 
priceline.com 

GEORGE  H.  CONRAOES  60 

April,  1999 

CEO, BBN 

CEO/Akamai 
Technologies 

JOSEPH  P.  KENNEDY  39 

Mar.,  1999 

VP  Sales,  Service  & 
Marketing,  Saturn 

Sr.  VP  Marketing, 
E-Loan 

aires — being  created  overnight  within, 
ternet  initial  public  offerings,  it's  ntpr 
prise  that  executives  are  often  I 
than  willing  to  take  the  risk.  The  1 
intriguing  question  is  why  these  p 
thinking,  improvisational  Internet 
panies  are  so  eager  to  bring  in  p 
who  have  spent  careers  clawing 
way  up  through  the  Byzantine  b 
of  Corporate  America. 

Is  the  dot.com  re  vol 
already  over?  No,  it's 
getting  more  intense 
prices  of  Net  stocks  s 
ing  wildly  and  comp 
under  increasing  pres 
from   skeptical   inves 
dot.com  enterprises 
those    that    haven't 
public     yet — must 
proving  that  profitabilil 
more  than  just  a  theon 
goal.  As  a  result,  "th 
a  demand  for  more  ex 
enced  management  e; 
in  the  life  cycle  of  t 
companies    than    we 
even  a  year  or  two 
says  Timothy  Haley,  a 
ner  at  venture-capital 
Institutional  Venture 
ners  in  Menlo  Park,  C 
BRAND-BUILDING. 
dot.com    boards    and 
vestors  want  most  at 
stage  is  brand-building 
pertise  since  .most  of 
billions  pouring  into 
companies  is  then  flo 
out  in  massive  marke 
efforts.  When  it  come; 
managing  multimillion 
lar  marketing  budgets 
building      brands       f; 
scratch,  the  Net  gen< 
tion's  much  touted  instir 
and  vision  only  go  so 
"Next  to  no  one  who  gi  yk  t 
up  in  the  Internet  eco 
my    has    any    experie 
managing  the  kind  of  m  ^ 
ey  that's  available  now 
marketing,"  says  JosepI 
Kennedy,  39,  who  left  S 
urn    Corp.    in    March 
spearhead    E-Loan    In 
marketing  effort. 

Still,  there  are  risks 
the  young  companies 
inject  fortysomethings  ii 
their  bloodstreams.  To 
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duce  the  risk  of  a  cultu  L-* 
mismatch,  Net  execs  ha  L 
come  up  with  some  simj 
tests  to  separate  the  tri 
agile     from     the     mert 
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dy.  Janina  Pawlowski,  39,  E-loan's 
ridenl  and  coo,  says  ;i  crucial  test  is 
■  people  respond  to  a  job  offer.  When 

itiatinns  dragged  on  for  three  weeks 
i  one  corporate  exec,  Pawlowski  fi- 
y  rescinded  the  offer.  "This  guy  was 
■isk-averse,"  she  says. 
Jy  contrast,  Kennedy  took  a  salary 

when  he  left  Saturn  and  managed 
relocate  from  Tennessee  to  Silicon 
ley  in  just  a  matter  of  weeks. 
hen  someone  picks  up  his  family 

moves  rapidly,  you  think:  'O.  K., 
i  is  a  person  able  to  make  quick  de- 
ons,'"  Pawlowski  concludes.  Mean- 


while, Amazon  President.  Joseph  Oalli, 
recruited  in  June  from  Black  &  Decker-, 
says  he  seeks  big-COmpany  executives 
who  are  "able  to  operate  in  an  envi- 
ronment of  ambiguity."  He  also  wants 
those  who  speak  their  minds  and  are 
unafraid  to  ruffle  feathers. 

Despite  their  increasing  need  for  tal- 
ent, Net  companies  can  afford  to  be 
picky.  Amazon.com  is  inundated  with 
15,000  unsolicited  resumes  every  week, 
although  its  latest  high-profile  hires — 
Warren  C.  Jenson  from  Delta  as  CFO 
and  Jeffrey  A.  Wilke  from  AlliedSignal 
as  chief  logistics  officer — weren't  se- 


lected  from   that  pile.   Amazon     OUghl 

them  out,  needing  then-  familiarity  with 

financial  controls  and  big-company  dl 
tribution  systems  to  expand  beyond  itl 
book-selling  operation. 

All  this  "corporate  think"  is  as  new  to 
online  enterprises  as  the  free-wheeling 
Net  atmosphere  is  for  Galli  and  his  Old 
Economy  cohorts.  And  as  Web  opera- 
tions expand,  the  challenge  for  the 
dot.coms  will  be  to  make  sure  that  their 
clicks  don't  turn  to  bricks  as  the  suits 
move  in. 

By  Paul  C.  Judge  in  Boston,  with 
Peter  Burrows  in  San  Mateo 


TERNET 


NET  MONOPOLY 
0  LONGER? 

crosoft  is  challenging  Priceline's  patent  on  Web  auctions 


Iothing  thrills  investors  quite  like  a 
legal  monopoly.  That's  one  reason 
why  priceline.com  Inc.  (page  EB  30), 
ffe  jha  broad  patent  on  a  method  of  auc- 
*»  ung  goods  and  services  on  the  Inter- 
'J.apji     rocketed  up  to  a  market  value  of 
billion  last  April  after  only  a  year  in 
ufflwness.  The  Stamford  (Conn.)  company's 
•  '  il  dness  model — letting  consumers   name 
<■  War  own  prices  for  products  such  as 
il  me  tickets  and  hotel  rooms  in  a  vari- 
m  of  the  "reverse  auction" — promised 
Iding  revolutionize  the  way  people  buy 
I  i|l  ;omobiles,    mortgages,    and 

ens  of  other  products. 
loi  And  priceline.com  has 

tainly  gotten  off  to  a 

omes  mning  start.  For  the 

lion-iarter  ended  June  30, 

enues  leaped  225%, 

if  $111.6,  from  the  pre- 

genefois  quarter.  But  that 

s  before  the  company 
so  i  d  to  meet  the  first  major 
io  ?r  >allenge  to  the  patented  tech- 
ecoi  pies  at  the  core  of  the  company's 
easiness.  On  Sept.  8,  Microsoft  Corp. — 
>fmi  parently  undaunted  by  priceline.com's 
unted  patent  protection — announced 
ins  to  offer  reverse  auctions  of  hotel 
tyoms  on  Expedia,  its  Web  travel  site, 
vrestors,  who  shrugged  off  earlier  legal 
allenges,  suddenly  got  scared  Mi- 
jsoft  might  wipe  out  priceline.com's 
ad  start.  Priceline.com  shares  fell  to 
%  on  Sept.  13,  67%  off  their  high,  be- 
*e  rebounding  to  60  on  Sept.  15  after 
iceline.com  announced  it  had  sold  a 
cord  50,000  airline  seats  in  one  week. 
tu  Were  investors  overreacting?  Will 
iceline.com  find  itself  pecked  to  death 
'  clones,  despite  its  patent?  How  well 
e  priceline.com  patent  holds  up  could 


very  well  determine  the  answers.  While 
the  law  allows  companies  to  get  patents 
on  methods  of  doing  business,  intellec- 
tual property  experts  are  increasingly 
skeptical  that  priceline.com's  will  hold 
up  in  court.  Why?  Because  reverse  auc- 
tions existed  long  before  the  Internet, 
and  just  transferring  a  selling  technique 
to  the  Web  does  not  necessarily  consti- 
tute a  novel  invention,  they  argue.  "I 
just  don't  see  it  standing  up,"  says  Greg 
Aharonian,  editor  of  the  Internet  Patent 
News  Service. 


This  patent 
is  going  to  be 
big,  really  big... 


As  I 
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'riri'li lie's  mouthpiece 

Priceline.com  and  Microsoft  are  mum 
about  any  potential  legal  conflict,  but 
investors  are  clearly  worried  that  the 
auction  patent  is  vulnerable.  "It's  only 
the  patent  that  is  holding  the  barbarians 
at  the  gate,"  says  James  McQuivey,  se- 
nior analyst  at  Forrester  Research  in 
Cambridge,  Mass.  "If  not  for  the  patent, 
what  would  priceline  have  to  stand  on?" 

The  company  says  that's  nonsense. 
Any  challenger  will  have  to  provide 
"clear  and  convincing"  evidence  that  the 
U.  S.  Patent  &  Trademark  Office  made  a 
mistake — a  tough  standard  to  meet. 
"Priceline  has  always  had  competitors," 
says  founder  Jay  S.  Walker.  "What  we 
haven't  had  is  copycats." 
TOUGH  FIGHT.  But  if  Walker  feels  so 
confident  about  the  patent's  validity, 
why  has  the  company  not  taken  on  Mi- 
crosoft? One  reason,  says  New  York  in- 
tellectual property  attorney  Barry  Rein, 
may  be  that  the  company  could  have  a 
far  tougher  time  proving  its  patent  in 
court  than  it  had  at  the  pto.  For  "a  bil- 
lion dollar  market,  [competitors]  would 
turn  over  rocks  to  find"  legal  prece- 
dents invalidating  the  patent,  he  says. 

Meanwhile,  Walker  is  fighting  a  pub- 
lic relations  battle  to  allay  investor  con- 
cerns. After  months  of  boasting  about 
his  powerful  patent,  Walker  is  now  try- 
ing to  convince  stockholders  that  the 
patent  is  less  essential  to  the  compa- 
ny's well-being.  "What  makes  priceline 
successful  is  not  one  element,"  he  says. 

Still,  the  idea  that  Walker  had  a  lock 
on  the  reverse-auction  concept  for  e- 
commerce  is  what  set  priceline.com 
apart.  Without  it,  it's  just  another  online 
retailer.  And  when  it  comes  to  selling 
travel  on  the  Net — 84%  of  priceline's 
business — the  company  still  trails  some 
nonauction  sites,  such  as  Travelocity, 
which  offer  advice  about  hotels  and 
sightseeing.  If  competitors  now  feel  free 
to  poach  the  reverse-auction  concept, 
priceline's  will  be  just  one  of  the  crowd. 
That's  not  nearly  as  appealing  to  in- 
vestors as  a  monopoly. 

By  Mike  France  in  New  York,  with 
Timothy  J.  Mullaney  in  New  York  a>id 
Diane  Brady  in  Greenivich 
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COMMUNICATIONS 


WHY  3COM  IS 
HANDING  OFF  PALM 

It  will  free  up  brains  and  cash  to  fix  all  the  rest 


As  recently  as  July,  3Com  Corp.  CEO 
Eric  A.  Benhamou  was  still  smitten 
with  the  Palm  computer.  At  3Com's 
board  meeting  that  month,  he  floated  a 
strategic  vision  that  would  have  woven 
the  popular  handheld  into  every  facet  of 
the  company's  business.  But  the  board 
didn't  buy  it.  Concerned  that  Benhamou 
and  his  team  had  taken  their  eyes  off 
the  company's  networking  business — 
source  of  90%  of  its  $5.7  billion  rev- 
enues— they  endorsed  a  management 
plan  to  divest  the  Palm  and  get  3Com 
back  to  its  network  knitting. 

On  Sept.  13,  Benhamou  did  just  that, 
announcing  a  plan  to  spin  off  Palm  Com- 
puting Inc.  in  a  public  offering  early 
next  year.  The  timing  was  odd:  The 
very  next  day,  startup  Handspring  Inc., 
a  startup  founded  by  three  former 
3Com  employees,  was  set  to  launch  a 
Palm-compatible  handheld  called  the  Vi- 
sor, priced  at  $149— $100  below  the 
cheapest  Palm.  What  made  the  timing 
doubly  odd  was  that  the  Handspring 
trio,  creators  of  the  original  PalmPilot, 
left  3Com  a  year  ago  after  failing  to 
persuade  Benhamou  to  spin  off  Palm. 
3Com  claims  that  the  date  of  the  an- 
nouncement was  a  coincidence  and  that 
the  spin-off  will  promote  Palm  software, 
which  is  used  by  both  companies,  as  an 
independent  standard  for  handhelds 
STAR  PRODUCT.  No  matter  the  reason, 
3Com's  move  was  another  whipsaw 
change  for  the  beleaguered  No.  2  maker 
of  networking  gear.  3Com  has  suffered 
brutal  competition,  sagging  prices,  and 
huge  inventory  writedowns  since  its 
$7.4  billion  merger  with  modem-maker 
U.S.  Robotics  Corp.  in  1997,  the  deal 
that  brought  it  Palm.  While  Cisco  Sys- 
tems Inc.  has  seen  revenues  soar  89%  in 
the  last  two  years,  to  $12.2  billion, 
3Com's  have  climbed  less  than  3%.  Its 
stock  is  off  50%  from  a  postmerger  high 


HANDY 
INDEED 


of  5654.  Says  Martin 
Pyykkonen,  an  analyst  with 
cibc  World  Markets:  "The 
U.S.  Robotics  deal  was  a 
real  distraction."  Its  sav- 
ing grace  was  Palm,  which 
U.S.  Robotics  bought  for 
$44  million  in  1996.  With 
nearly  5  million  units  sold, 
Palm  holds  68%  of  the 
handheld  market.  Now, 
Benhamou  is  letting  go  so 
he  can  fix  the  rest  of 
3Com.  "We  need  an  un- 
equivocal focus  on  net- 
working in  the  minds  of 
customers  and  analysts,"  he 
concedes. 

No  kidding.  The  non- 
Palm  parts  of  3Com  grew 
by  less  than  1%,  or  just 
$40  million,  in  its  most  re- 
cent fiscal  year,  ended  May 
31,  while  Palm  accounted 
for  87%  of  3Com's  $350 
million  revenue  growth. 

So  why  dump  Palm? 
3Com  figures  it  can  get 
more  value  out  of  the  unit 
by  selling  it,  and  the  $5  bil- 
lion or  more  raised  from  an  IPO  would 
go  a  long  way  toward  paying  for  the 
U.S.  Robotics  deal.  And,  admits  Senior 
Vice-President  Janice  Roberts,  "Palm 
has  diluted  our  management  focus." 

It  also  hid  some  sins.  Without  the 
boost  provided  by  Palm,  analysts  say, 
3Com  would  see  flat  or  slightly  lower 
revenues  this  year.  "3Com's  mature  mar- 
kets are  fading  faster  than  emerging 
areas  can  pick  up,"  Pyykkonen  says. 

Now,  Benhamou  is  beefing  up  3Com's 
home  and  small-business  lines  and  has 
forged  a  sweeping  partnership  with  Mi- 
crosoft Corp.  Indeed,  Benhamou  says 
getting  rid  of  Palm  will  let  3Com  get 


An  alliance  with  Microsoft 
should  keep  3Com  at  the  cent 
of  the  network  action 


BENHAMOU:  3COM  WILL  GAIN  "A  NEW  CLARITY" 


The  Paim  has 
provided  most 
of  3Com's 
recent  revenue 
growth 


1998 

1999 

CHANGE 

MILLIONS 

NETWORKING  PRODUCTS 

$2,350 

$2,610 

11% 

MODEMS/NETWORK  CARDS 

2,810 

2,590 

-8 

PALM  COMPUTERS 

264 

570 

116 

DATA.  3COM  CORP. 

closer  to  Microsoft,  whose  Windows 
competes  with  Palm  software.  The 
liance  is  key  to  keeping  3Com  at 
center  of  the  PC  business. 
TRICKY  SEAS.  But  it  may  not  be  enoi 
Benhamou  continues  to  insist  that  3C 
will  be  the  leading  seller  of  commun 
tions  gear,  such  as  modems  and 
work-interface  boards  for  PCs,  for  ir 
viduals.  But  those  markets  are 
flux — and  3Com  may  be  falling  beh: 
While  it  dominates  sales  of  conventio 
modems,  3Com  isn't  No.  1  in  either  ca 
or  digital  subscriber-line  modems  us 
in  broadband  links.  And  it  hasn't  beei 
strong  player  in  home  networks. 

The  Palm  spinoff  is  only  one  step 
the  road  to  3Com's  recovery.  If  B 
hamou  can't  squeeze  more  growth  out 
networking,  the  company  could  still 
bought  or  sold  off  in  pieces.  The  spin 
"will  give  us  a  new  clarity,"  Benham 
says.  True,  but  that  clarity  unmask: 
really  tough  job  ahead. 

By  Andy  Reinliardt 
San  Mateo,  Ca 
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COMPAa\  Microsoft 


Compaq  and  Windows  NT  Workstation. 

A  Better  Business  Solution. 


The  Compaq  Deskpro®  EN 
Series   running  Microsoft® 
Windows  NT®  Workstation 
is  the  solution  that  addresses  the 
changing  needs  of  your  business. 
Windows    NT    has    increased 
reliability',  performance*,  and  the 
familiar    Microsoft     Windows® 
interface.  Windows  NT  services  and  advanced  management  features 
from  Compaq  ensure  that  industry-leading  Compaq  Deskpro 
products  integrate  seamlessly  into  your  organization.  Windows 
NT  Workstation  on  Compaq  Deskpro  —  it's  the  solution  that's  all 
business.  For  more  information  or  to  get  Windows  NT  Workstation 
on  a  Compaq  Deskpro,  consult  your  Compaq  Authorized  Reseller 
or  go  to  Compaq's  Web  site:   WWW.  Compaq.  Com 
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Inside  the  labs  of  Motorola  Inc.,  engi- 
neers have  spent  the  past  few  years 
on  "Cable  Comm,"  a  plan  to  cook  up 
strategies  and  technology  to  use  cable- 
TV  networks  to  handle  high-speed  digital 
communications.  With  cable  lines  passing 
by  more  than  75%  of  U.  S.  homes,  Mo- 
torola grasped  that  the  networks  would 
be  able  to  cash  in  on  the  convergence  of 
voice,  video,  and  data  services  in  the 
home.  "The  greatest  growth  opportuni- 
ties in  telecom  are  in  wireless  and  broad 
bandwidth,"  says  Christopher  B.  Galvin, 
Motorola's  ceo.  "We're  implementing  a 
strategy  to  win." 

But  until  Sept.  15,  Motorola  didn't 
have  such  a  good  shot  at  the  cable- 
based  broadband  world.  A  leader  in 
wireless  and  chip  markets,  it  had  only 
one  dominant  line  of  business  in 
cable  gear — as  the  top  supplier 
of  modems  to  cable-TV  operators. 
On  the  15th,  however, 
Galvin  sealed  an  $11 
billion  deal  to  buy 
General  Instrument 
Corp.,  the  No.  1  maker 
of  cable  set-top  boxes. 
COPPER  BONUS.  The  ac- 
quisition catapults  Mo- 
torola, based  in 
Schaumburg,  111.,  deep 
into  the  sizzling  broad- 
band realm.  By  hook- 
ing up  with  General  Instrument, 
Motorola  moves  closer  to  cable 
companies  preparing  to  pump  as 
much  as  $70  billion  over  the  next 


three  years  to  turning  their  networks 
into  high-speed  digital  pipelines. 

The  deal  even  comes  with  a  sweet- 
ener. General  Instrument  also  brings  in 
knowhow  for  DSL  (digital  subscriber 
lines),  a  technology  to  provide  broad- 
band service  over  copper  telephone 
wire.  Gl  holds  a  majority  stake  in  Next 
Level  Communications  Inc.,  a  high-pro- 
file maker  of  DSL  gear.  So  Motorola  is 
now  positioned  on  both  sides  of  the 
broadband  race.  "That's  the  hidden  jew- 
el," Galvin  says. 

Investors,  however,  see  only  a  dia- 
mond in  the  rough  so  far.  Why?  The 
deal  involves  swapping  nearly  six-tenths 
of  every  Motorola  share  for  one  share  of 
Gl.  That  values  Gl,  with  a  market  cap  of 
$8.4  billion  before  the  deal,  at  roughly 


MOTOROLA'S  BROADBAND  SPEED-UP 

Motorola's  $11  billion  acquisition  of  General 
Instrument  connects  it  to  key  sources  of  high- 
speed multimedia  communications  technology. 

SET-TOP  BOXES  Gl  is  the  world's  leading 
maker  of  cable  converter  boxes  that  funnel 


BREEN:  Gl  $11  billion.  Those 

has  phone  would  dilute  Moll 

technology,  too    earnings  by  somj 
per  share  in  200«j 
cording  to  Alex  Cena,  a  Salomon 
Barney  analyst.  Motorola's  stock  I 
bled  8.5%,  to  just  over  90,  on  thj 
word  of  the  merger  leaked.  "This 
of  the  worst  ideas  I've  ever  s 
howled  one  long-time  stockholder.] 
CULTURAL  MISMATCH?  Unfazed, 
points  to  earnings  growth  expect] 
the  second  year  of  the  merger  an<| 
promise  of  a  global  broadband 
Even  so,  Motorola,  which  only  rec| 
rebounded  from  a  string  of  poor 
terly  reports,  has  little  room  to 
point  Wall  Street.  The  bankrupt(j 
Iridium   LLC,  the  satellite  projt 
backed,  hasn't  helped  investors  f<| 
the  recent  woes.  Plus,  Gl  has  a 
earnings  history,  reporting  losses  o] 
million  in  1996  and  $16  million  in 
before  logging  $55  million  in  earr 
last  year. 

Furthermore,  Motorola  has  neve] 
quired  a  company  the  size  of  Gl,  wl 
had  revenue  of  $2  billion  last  year.f 
the  new  teammates  dismiss  notions  I 
the  merger  will  create  a  cultural 
match.  After  all,  Motorola  has 
worked  as  a  supplier  of  silicon  chir. 
Gl.  The  two  companies  "mirror  each 
er  in  the  way  we  think."  says  Gl 
Edward  D.  Breen.  After  the  mer 
General  Instrument  will  remain  a 
rate  unit  under  its  current  executh 
If  successful,  the  latest  deal  cc 
help  Motorola  finally  achieve  its  elu; 
goal  of  forging  ties  with  cable  op< 
tors  such  as  AT&T,  which  bought  T 
communications  International  Inc. 
year  and  proposed  buying  cable  pla 
MediaOne  Group  this  year.  What's  m   jlizatio 
John  C.  Malone,  the  former  chairr 
of  TCI,  now  heads  AT&T's  Liberty  M< 
Group,  which  has  a  big  stake  in 
"That's  really  where  you  w 
to  be,"  says  Mark  McKechnk 
wireless  equipment  analyst 
Banc  of  America  Securities  L 
Motorola  will  also  be  able 
combine  its  engineering  knc 
how  with  Gl's  cable-router 
pertise  to  push  broadband  ap 
cations    like    3-D    video 


video,  games,  and  Internet  applications  to  TVs.     interactive  gaming  into  home 


iput  o 


CABLE  MODEMS  Motorola  already  has  about 
a  60%  share.  Gl  is  the  top  maker  of  infrastruc- 
ture gear  that  feeds  data  over  cable  systems. 

DSL  Motorola  will  get  a  67%  stake  in  Next 
Level  Communications,  a  promising  supplier  of 
Digital  Subscriber  Line  technology,  which  sends 
high-speed  data  over  copper  phone  wires. 


"This  will  be  Galvin's  legac 
says  James  M.  Phillips,  CEO 
video-content  provider  Ip 
"That  he  fast-forwarded  the  co 
pany  into  broadband."  For  a  c 
trying  to  make  his  mark,  tl 
looks  like  it  could  add  up  to 
winning  play. 
By  Roger  O.  Crockett  in  Chica 
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Accelerate  Your  Information 

To  The  Speed  Of  Enlightenment. 


paling  with  one  company  for  all  of  your  document  needs  delivers  your  information  faster. 

T  e  one  company  that's  ready  to  do  that  now,  is  Bowne.  As  a  diverse,  fully-integrated  global  network, 

•  handle  all  phases  of  your  document's  life-cycle,  from  printing  to  Internet  consulting  and  development, 
1  :alization  and  translation,  business  service  outsourcing  and  database  publishing.  We  customize 
,1(l(r.ur  financial  and  legal  information  to  a  mass  market,  or  a  market  of  one. 


complishing  all  this  through  one  company  rather  than  many  means  less  lag  time,  totally  compatible 
l  .tinologies  working  for  you,  and  a  coordinated  team  of  professionals  renowned  for  their 
:ention  to  your  deadlines. 


fre  e  put  our  real  time  solutions  to  work  for  you. 
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Empowering  Your  Information; 


NANCIAL  PRINTING  •  INTERNET  SERVICES  •  DOCUMENT  MANAGEMENT  &  OUTSOURCING  •  TRANSLATION  &  LOCALIZATION 
•  MUTUAL  FUND  SERVICES  •  DIGITAL  PRINTING    &  ELECTRONIC  DISTRIBUTION    •  LITIGATION  SUPPORT 

www.bowne.com 
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HEALTH  CARE 


NO  MORE  FALSE  ALARMS. 
HMO  RATES  ARE  REALLY  RISING 

Higher  costs  and  more  mergers  mean  double-digit  hikes 

For  the  past  three  years,  the  cries  of 
"wolf  from  economists  could  be 
heard  every  September.  If  health 
insurers  could  wrestle  big  hikes  in  an- 
nual premiums  for  managed-care  plans 
from  business,  inflation  would  surely  fol- 
low, they  howled.  But  every  time,  cor- 
porate buyers  stood  firm  and  pared  dou- 
ble-digit demands  down  to  sheepish 
increases  that  barely  outpace  inflation. 
This  year,  the  wolf  is  winning.  As 
they  nail  down  contracts  before  the  fall 
benefits-enrollment  season,  health-main- 
tenance organizations  are  sealing  deals 
for  premium  increases  of  as  much  as 
15%,  or  six  times  the  overall 
rate  of  inflation.  "Employers 
are      experiencing      sticker 
shock,"  says  Blaine  J.  Bos,  a 
principal  at  William  M.  Mercer 
Inc.,  which  negotiates  with  400 
HMOs  for  clients  nationwide. 
CONSOLIDATING   WOES.   Blame 
the  hikes  on  rising  medical  costs, 
skyrocketing  prescription-drug 
expenses,  hefty  HMO  losses — and 
most  assuredly,  on  consolidation, 
which  has  cut  down  the  number  of 
hmos  bidding  for  corporate  busi- 
ness and  created  several  behe- 
moths that  control  the  market 
There's  more  to  come:  Mercer,  for 
example,  already  has  reports  of  rate 
hikes  next  year  of  as  much  as  9%  to 
12%  for  large  companies,  and  15%  to 
20%  for  small  companies. 

Small  companies  already  feel  the 
pain:  Wanda  Rohm,  owner  of  Presto 
Printing  Inc.  in  San  Antonio,  which  " 
has  17  employees,  says  if  she  stays  with 
her  current  insurer,  her  group  rate  will 
jump  50%.  That's  pretty  scary,  says 
Rohm,  who  fears  she  may  have  to  boost 
employee  contributions,  raise  printing 
prices,  or  limit  coverage  if  she  can't  find 
a  better  deal. 

Until  recently,  HMOs  had  kept  premi- 
ums low  to  gain  market  share  and  tried 
to  offset  the  hit  to  revenues  by  squeez- 
ing their  medical  providers.  But  doc- 
tors and  hospitals  have  been  demanding 
increases  in  their  reimbursements  and 
defecting  from  hmos  if  they  don't  get 
them.  Consumers,  employers,  and  gov- 
ernment officials  also  want  expanded 
coverage  and  increased  provider  choices. 


OUCH: 

Companies 
are  feeling 
the  pain 


BIG  PREMIUM  HIKES: 
THE  PREDICTIONS  COME  TRUE 


DATA:  WATSON  WYATT  WORLDWIDE 


After  racking  up  hefty  losses  in  I 
and  1998— a  combined  total  of  $1.21 
lion,  according  to  Palm  Beach  Ga 
(Fla.)-based  insurance-rating  firm 
Ratings  Inc. — insurers  are  reveij 
course.  "The  industry  has  been  ur 
estimating  how  fast  health-care 
would  rise,"  says  Norman  C.  Paj 
chairman  and  chief  executive  of 
walk  (Conn.)-based  Oxford  Health 
Inc.,  which  is  raising  2000  plan 
about  9%,  the  same  as  1999.  " 
everyone's  rates  have  to  rise." 
The  magnitude  of  expectet 
creases  for  next  year,  on  top  of  I 
this  year  well  above  inflation, 
gests  that  managed  care  has 
much  of  what  it  can  do  to  trim 
some  experts  say.  That  means 
consumers  of  health  care  will  no  \o\ 
be  insulated  from  the  rising  cost 
providing  care.  "This  is  a  huge  wak| 
call  for  the  business  community," 
Christopher  J.  Mathews,  who  heads! 
health-benefits  practice  for  consul| 
Watson  Wyatt  Worldwide. 

Indeed,  many  employers  are  aire 
seeking  a  more  active  role  overseJ 
their  HMOs.  In  the  meantime,  thel 
scrambling  to  find  ways  to  either! 
sorb  or  avoid  additional  rate  hi| 
Some  are  boosting  employee  contrl 
tions  and  tinkering  with  benj 
packages,  such  as  raising 
scription-drug  copayments. 
ers  are  fighting  back  by  swij 
ing  insurers,  forming  coaliti] 
that  deal  directly  with  health-<] 
providers,  and  auditing  hmos. 
example,  Pacific  Business  Gi 
on  Health,  a  Los  Angeles  coij 
rate  purchasing  alliance  which  | 
cently  agreed  to  an  average 
increase  in  HMO  premiums  for  2(| 
says  it  will  conduct  HMO  audits 
track  the  flow  of  money  from  hed 
plans  to  physicians  and  hospitals.] 
Until  now,  "companies  have  tal 
those  increases  and  gone  merrily| 
their  way,"  says  Rocky  Mangiara 
director  of  human  resources  for 
(N.J.)-based  specialty-chemical  comp^ 
Engelhard  Corp.,  where  hmo  rates 
rise  10%  to  11%  in  2000  on  top  of  7<? 
8%  increases  in  1999. 

But  as  the  number  of  hmos  declir 
it  will  be  hard  for  companies  to  be 
forceful  in  their  negotiations.  And,  fac| 
the  tightest  labor  market  in  25  years! 
will  also  be  tough  to  push  costs  oj 
employees.  That  leaves  hmos  in  the 
viable  position,  at  least  for  a  wl 
longer,  of  not  only  demanding — but 
ting — hefty  price  increases. 

By  Stephanie  Anderson  Forest 
Dallas,  with  bureau  reports 
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An  e-business  strategy  that  drives  you  to  the  bank, 

Instead  of  into  a  wall. 


fiREpond 


TM 


FirePond's  software  products  weave  e-business  into  the  rest  of  your  organization. 

They  allow  all  your  channels  to  work  effectively  from  a  common  view  of  your 

customer  —  driving  increased  revenue,  profits,  and  dare  we  say  it,  a  long-term 

competitive  advantage.  Call  1-888-662-7722  or  visit  www.firepond.com 


News:  Analysis  &  Commentary 


MANAGEMENT 


MAYTAG  THROUGH 
THE  WRINGER 

Did  CEO  Ward  take  his  eye  off  low-end  products? 


Lloyd  D.  Ward  had  a  short  honey- 
moon. Barely  into  his  second  month 
as  ceo  at  Maytag  Corp.  (BW,  Aug. 
9),  he's  facing  his  first  crisis.  On  Sept. 
10,  the  appliance  maker  warned  in- 
vestors that  third-quarter  sales  and 
earnings  would  be  flat  compared  with 
last  year — not  the  18%  jump  from  84<? 
per  share  to  99<2  analysts  had  predicted. 
The  stock  dropped  26%  on  the  news 
and  is  now  down  almost  50$  from  its 
high  of  $75  last  July. 

An  earnings  shortfall  is  one  thing,  but 
some  analysts  and  investors  complain 
Maytag  should  have  disclosed  the  prob- 
lem quicker.  "With  an  earnings  miss  of 
this  size,  it's  hard  to  imagine  they  didn't 
have  prior  knowledge  of  it,"  says  one  in- 
vestor who  dumped  more  than  1  million 
Maytag  shares.  And  given  the  heavy  sell- 
off  in  the  stock  leading  up  to  the  an- 
nouncement— and  a  huge  jump  in  put 
option  volume — it  appears  some  investors 
knew  of  the  shortfall  before  others. 
Ward,  a  former  PepsiCo  exec,  strong- 


ly denies  that  Maytag  se- 
lectively disclosed  infor- 
mation. "Once  we  had 
clarity  on  the  situation, 
we  went  public  with  it," 
says  Ward,  who  is  now 
busy  smoothing  relations 
with  the  investment  com- 
munity that  had  bought 
into  his  vision  of  remak- 
ing the  old  white-goods 
maker  with  high-margin, 
high-tech  washers,  stoves, 
and  other  appliances. 

Whirlpool  and  General 
Electric,  however,  have  HOME  ON  THE 
been  stealing  share  in  the 
low  end  of  the  market.  And  sales  of 
Maytag's  pricier  wares  aren't  enough  to 
make  up  for  mass-market  losses.  "We've 
got  to  find  ways  to  support  and  grow 
our  value  brands,"  says  Ward,  who  has 
announced  a  corporate  restructuring  to 
speed  the  effort.  But  with  Whirlpool 
and  GE  preparing  to  introduce  more 


RANGE:  The  honeymoon's  over  for  Wa 


competitive  products  at  the  high  < 
Ward's  job  won't  get  any  easier.  "Th< 
usually  more  than  one  downward 
justment  with  these  things,"  warns 
alyst  Justin  Maurer  of  McDonald  & 
Investments.  If  so,  this  may  not 
Ward's  last  gig  on  the  spin  cycle. 
By  Andrew  Osterland  in  Chic 


FINANCE 


THAT'S  ONE  SLICK 
SHOWROOM 

CarsDirect  is  about  to  get 
megabucks  in  private  money 

Even  for  folks  who  claim  no  longer 
to  be  surprised  by  the  huge  sums  of 
money  pouring  into  fledgling  Net 
outfits,  this  will  be  an  eye-opener.  Within 
a  few  weeks,  CarsDirect.com,  a  car-re- 
tailing site,  plans  to  announce  a  private 
financing  that  ceo  Scott  Painter 
says  will  reach  "several  hun- 
dred million"  dollars. 

CarsDirect  won't  re 
veal     the     investors 
since  the  deal  hasn't 
been  signed.  But  even 
by    the    ever-rising 
standards  of  ven- 
ture capital  invest- 
ment, that's  a  lot. 
Before  this,  the  most  lav 
ish   financing   was   the 


$128  million  put  into  Via  Net.works  Inc. 
What  could  inspire  such  largesse?  Un- 
like rivals  Autobytel.com  and  Au- 
toweb.com,  which  give  price  data  and 
help  buyers  find  a  dealer,  CarsDirect  ac- 
tually can  arrange  a  sale  online.  It  sets 
the  price  with  the  tire-kicker,  then  buys 
it  from  a  dealer.  CarsDirect  lures  cus- 
tomers by  setting  prices  in  the  bottom 
10%  of  the  market  for  a  particular  model, 
but  must  buy  cars  even  more  cheaply 
from  dealers  to  make  a  profit.  Launched 
in  December,  the  company's  early  back- 
ers include  idealab!,  the  Web  incubator 
run  by  William  Gross,  Michael  S.  Dell's 
venture-capital  fund,  and  Primedia  Ven- 
tures. Says  Gross  of 
the  huge  invest- 
ment:    "We 
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would  do  it  just  to  make  sure  we 
build  the  largest  car  dealer  in  the  wor 
Painter  says  CarsDirect  will  sell  1 
cars  this  month  and  the  value  of  vehi 
sold  through  the  site  could  reach  $ 
million  this  year.  That's  quite  a  leap, 
sidering  it  only  hit  $100  million 
month.  Painter  says  September's 
puts  CarsDirect  ahead  of  the  top  sinj 
franchise  U.S.  dealer.  But,  says  Jar 
McQuivey,  senior  analyst  for  Forres 
Research  Inc.,  CarsDirect's  model  is 
untested.  "All  they  have  is  motiva 
salespeople  in  a  call  center"  who  try 
get  dealers  to  sell  cars  for  less  than  G 
Direct's  customer  is  paying.  Meanwh 
Autobytel.com  Inc.  is  testing  direct  sa 
too. 

CarsDirect  plans  to  plow  millic 

into  ads  and  brand  building.  Th 

efforts  have  been  shortchang 

far.  With  its  new  fundii 

that      won't      be 

problem. 

By  Timot 
J.  Mullaney 
New  York,  w 
Larry  Ar 
strong  in  L 
Angeles 
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Hitch  your  wagon  to  a  star. 

-Ralph  Waldo  Emerson 

Of  all  the  stars  that  shine,  how  do  you  know  which  shines  the  brightest?   Who  to  trust 

with  your  future?  For  over  70  years,  our  business  has  been  helping  people  live 

a  better  life.   We're  American  General  Financial  Group.    50,000  men  and  women. 

Over  $100  billion  in  assets.    Helping  more  than  12  million  people  live  the  life 

they've  imagined,  with  retirement  services,  life  insurance,  and  consumer  loans. 

American  General.    Our  star  has  never  shined  brighter. 

Live  the  life  you  've  imagined. 


American 

General 


Financial  Group 


1999  Amer ican  General  Corporalion,  www  amoncangeneral  com  or  1(800)  AGC-1111 
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GLITCHES:  Acela's  de- 
signers blame  each 


TRANSPORTATION 


FAST  TRAIN 
TO  NOWHERE? 

Delays  in  the  high-speed  Acela  may  threaten  Amtrak's  future 


So  much  for  on-time  arrivals.  Acela, 
Amtrak's  much-vaunted  high-speed 
train,  will  now  leave  the  station 
next  spring,  at  least  six  months  behind 
schedule,  the  federally  funded  rail  line 
announced  on  Sept.  1.  The  delay — 
caused  by  excessive  wear  to  Acela 
wheels  in  tests — could  have  far-reaching 
repercussions.  Amtrak  Chief  Executive 
George  D.  Warrington  is  in  a  race 
against  time  to  make  Amtrak,  also 
known  as  the  National  Railroad  Pas- 
senger Corp.,  self-sufficient  before  Con- 
gress ends  operating  subsidies  in  2002. 
Acela  plays  a  key  role  in  Warring- 
ton's plans.  The  sleek  150-mile-per-hour 
train,  with  modem  jacks  at  every  seat 
and  microbrews  on  tap,  is  expected  to 
add  $180  million  in  annual  profits  and 
boost  market  share  against  airline  shut- 
tles in  the  busy  Northeast  Corridor. 
DISCOURAGED.  The  delay  makes 
Warrington's  task  that  much  hard- 
er and  gives  the  railroad's  enemies 
in  Congress  fresh  ammunition.  Be- 
fore the  Acela  announcement,  Am- 
trak already  projected  a  $930  mil- 
lion operating  loss  for  1999  and 
$908  million  for  2000.  "Their  goal  of 
self-sufficiency  in  2002  is  down  the 
drain,"  says  Paul  Weyrich,  a  Re- 
publican appointee  to  the  11-mem- 
ber  Amtrak  Reform  Council  and  a 
former  Amtrak  board  member. 


Even  Amtrak  fans  are  discouraged. 
"I  have  serious  doubts  about  whether 
they  can  meet  their  operational  tar- 
gets," sighs  Representative  Bud  Shuster 
(R-Pa.),  chairman  of  the  House  Trans- 
portation &  Infrastructure  Committee. 
"Is  liquidation  a  possibility?  Yes." 

Acela's  delay  could  also  turn  off  the 
public.  The  $20  million  publicity  cam- 
paign promoting  it  had  already  begun, 
including  Acela  ads  plastered  in  Boston 
and  Washington,  D.C.  Now,  passengers 
hoping  to  lop  some  time  off  their  trips 
this  fall — as  much  as  one  hour  and  45 
minutes  on  the  Boston  to  New  York 
leg — may  opt  for  the  airport  instead. 

Amtrak  is  not  the  only  company 
with  its  fortunes  riding  on  Acela.  Bom- 
bardier Inc.  of  Quebec  and  Britain's 
gec  Alsthom  are  building  the  high-speed 


Burw 


HIGHBALLING 

AMTRAK  GROWTH  ISN'T  COMING  FROM  PASSENGER  SERVICE 

TOTAL  REVENUES  ■  PASSENGER  REVENUES       ■ 


trains  as  part  of  a  $1 
lion  contract  with  the 
line  awarded  in  1996 
two  now  are  bicke 
over  who's  to  blame 
the  design  flaw  and 
responsible  for  pena 
mandated  in  their  cont 
In  addition  to  unspec 
damages  for  nonpei 
mance,  the  companies  i 
pay  fines  for  late  deli 
starting  at  $1,000  per  I 
per  day  and  going  as 
as  $13,500  per  train 
day.  A  Bombardier  spc 
woman  says  Alsthom  i 
sponsible  for  the  des 
Alsthom  had  no  comment. 

Warrington,  a  former  president 
executive  director  of  the  Delaware 
er  Port  Authority  says  he's  a  busir 
man,  not  a  train  buff.  He  brushes 
critics.  "I'm  not  going  to  be  distra 
by  antagonists  who  have  predicted 
ure  and  doom  for  the  past  25  years 
huffs.  He  downplays  the  revenue 
explaining  that  Acela's  glitches 
delay  all  20  trains  on  order. 

But  Warrington  concedes  that 
trak  must  be  run  more  like  a  21st 
tury  business,  not  a  19th  century 
road.  To  increase  revenue,  he  is  te; 
up  with  United  Parcel  Service,  the 
Postal  Service,  and  other*  railroad 
haul  mail  and  overnight  freight  on 
senger  trains.  He  is  also  eager  to  d 
op  Amtrak-owned  land  adjacent  t< 
stations.  Ridership  is  up  3%  so  far  I 
year  and  should  surpass  last  year's  ■ 
million  passengers.  Passenger  revei 
also  are  on  the  rise,  growing  4%  in  1 
to  $1.7  billion.  Still,  for  a  decade,  j 
trak's  total  passenger  revenues  h 
barely  budged — the  business  has  gr 
by  adding  other  revenue  (chart). 

But  even  if  Amtrak  breaks  even, 
political  battle  won't  be  over,  Warrinj 
says.  A  viable  passenger  rail  system 
need  about  $1  billion  a  year  in 
eral  subsidies  to  build  and  m 
tain  its  infrastructure — almost  to 
what  it  got  this  year,  he  conte 
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"I'm  getting  tired  of  hearing  c 
parisons  about  what  it's  like  to 
a  train  in  Europe.  You  get  a\ 
you  pay  for,"  Warrington  says, 
we  invest  capital,  we  will  be  a  i\ 
ket  force  in  this  country."  Perh 
But  first  this  train  has  to  leave 
station,  and  fast. 

By  Lorraine  Woeileri 
Washina 
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lure,  we  get  around.  But  we  never  leave  our 
Jients'  problems  far  behind. 

.  viss  Post  was  the  world's  first  postal  service  to  appreciate  how  electronic  business 
uld  dramatically  increase  its  core  business.  And  the  first  thing  they  did  about  it  was 
call  in  Unisys.  We  created  an  IT  platform  that  let  Swiss  Post's  business  customers 
ien  their  own  comprehensive.  Web-based  retail  outlets.  With  each  site  integrating 

i  o  Swiss  Post's  warehousing,  finance  and  distribution  operations.  Not  surprisingly, 
/en  our  work  ethic,  the  solution  not  only  set  new  standards  but  was  delivered 
ead  of  schedule.  Way  ahead  of  schedule,  www.unisys.com 


UNISYS 


We  eat,  sleep  and  drink  this  stuff. 


In  Business  This  Week 
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BRACING  FOR 
PINK  SLIPS  AT  AT&T 

THE  CUTS  ARE  COMING — 
again.  Employees  at  AT&T  are 
bracing  for  more  layoffs.  Af- 
ter slashing  20,000  jobs  in 
1998  in  a  bid  to  eliminate  $1.6 
billion  in  annual  costs,  ("hair- 
man  Michael  Armstrong  is 
planning  another  round.  The 
goal  is  to  reduce  the  compa- 
ny's overhead  by  a  further 
$2  billion  by  the  end  of  2000. 
Workers  are  expected  to 
start  hearing  about  which 
jobs  will  be  eliminated  at  the 
beginning  of  October.  The 
cost -cutting  comes  as  fierce 
price  competition  in  AT&T's 
long-distance  business  bites 
into  revenues — and  as  the 
phone  giant  lays  out  $110  bil- 
lion to  acquire  cable  networks 
and   upgrade  them  so  that 


CLOSING    BELL 


WEAK  SPARK 

Auto-parts  maker  Federal- 
Mogul  Corp.  fell  23%,  to 
30%,  on  Sept.  14  after 
disclosing  a  third-quarter 
earnings  shortfall.  The 
Southfield  (Mich.)  company 
cited  a  weak  demand  for 
replacement  parts,  among 
other  woes.  Merrill  Lynch's 
John  Casesa  says  Federal- 
Mogul  "tripped  up  in  exe- 
cuting a  sound,  but  appar- 
ently too  ambitious 
strategy."  Several  analysts 
downgraded  the  stock, 
which  closed  on  Sept.  15 
at  ITA,. 
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they  can  carry  local  phone 
service  and  high-speed  Inter- 
net access. 


AN  INTERNET  BOOST 
FOR  THE  BELLS 

THE     FEDERAL     COMMUNICA- 

tions  Commission  has  given 
the  Baby  Bells  more  leeway 
to  get  into  high-speed  Inter- 
net access.  On  Sept.  15,  the 
agency  redefined  the  parts  of 
a  phone  network  a  Bell  must 
lease  to  new  local  competi- 
tors. The  FCC  did  not  include 
parts  of  the  network  neces- 
sary to  offer  data  services. 
That  will  give  the  Bells  more 
incentive  to  invest  in  new 
services.  Lawmakers  have 
been  pressuring  the  FCC  to 
give  the  Bells  more  breaks 
to  help  them  move  into  In- 
ternet services  more  quickly. 

VENGOR  IS  ON 
THE  CRITICAL  LIST 

IS  IT  CODE  BLUE  FOR  VENCOR7 
On  Sept.  14,  the  nation's 
largest  operator  of  long-term 
health-care  facilities  filed  for 
Chapter  11  bankruptcy.  The 
Louisville  outfit,  which  lost 
$651  million  in  1998,  previ- 
ously had  its  stock  delisted 
by  the  New  York  Stock  Ex- 
change. It  also  faces  lawsuits 
for  allegedly  padding  Medi- 
care bills  and  is  under  inves- 
tigation by  the  Justice  Dept. 
"It's  in  a  very  difficult  situa- 
tion, but  it  will  probably  will 
survive  as  an  operating  com- 
pany," says  Stephen  O'Neil, 
an  analyst  at  J.J. B.  Hilliard, 
W.  L.  Lyon,  a  Louisville  in- 
vestment company.  Vencor  of- 
ficials could  not  be  reached 
for  comment. 


GE  BRANCHES  OUT 
IN  BROADCASTING 

WHAT,  EXACTLY,  IS  A  BROAD- 
caster  in  the  Net  Age?  Gen- 
eral Electric's  NBC  made  two 
deals  in  mid-September  that 
push  the  definition.  NBC  will 


HEADLINER:   WILLIAM   RADUCHEL 


Filling  the  shoes  of 
Netscape  founder  Marc- 
Andreessen  would  give 
most  people  pause.  On 
Sept.  10,  the  stu- 
dent-turned-bil- 
lionaire stepped 
down  as  Ameri-     & 
ca  Online's  tech    * 
head  to  work 
on  new  business 
for  Netscape's 
parent.  But  his  re- 
placement, longtime 
Sun  Microsystems  exec 
William  Raduchel,  may  be 
just  what  aol  needs. 

Raduchel's  deal  making 
is  one  reason  Sun  is  so 
stellar.  He  drove  the  deal 
that  gave  Sun  control  of 
Netscape's  software  after 
the  aol  merger  last  year. 
Now,  the  former  Harvard 
professor  will  help  aol  de- 


/ 


liver  on  its  plan  to  deliv 
content  via  all  sorts  of 
Web  devices.  "I  have  a 
deep  understanding  o 
technology  that 
comes  with  40 
years  of  expe^ 
ence,"  says 
duchel,  53. 

But  leavin 
Sun  wasn't  s> 
simple,  partly 
because  of  his 
friendship  with  CE 
Scott  McNealy.  He  was 
McNealy's  thesis  adviser 
Harvard.  Laughs  McNe 
"What  am  I  supposed  to  I 
say:  'Great'?  It's  a  real 
hole,  but  I'm  thrilled  to 
death  for  him."  If  Raduc 
has  his  way,  lots  of  Neti 
zens  may  be  thrilled,  too. 
By  Peter  Burro 
in  San  Mateo,  Ca 


get  into  everything  from 
stocks  to  socks  on  the  Web. 
On  Sept.  14,  cnbc,  the  finan- 
cial-news cable  channel, 
bought  12.4%  of  Archipelago 
Holdings,  an  electronic  stock- 
trading  system.  While  the 
move  raises  questions  about 
editorial  objectivity,  it  also 
gives  CNBC  a  big  push  toward 
offering  viewers  the  ability 
to  buy  the  stocks  it  mentions 
on  the  air,  through  WebTV  or 
a  similar  device.  The  next 
day,  NBC  said  that  it  was 
forming  a  new  home-shopping 
channel  and  related  Web  site, 
SnapTV.  You  may  never  have 
to  leave  your  house  again. 

MICROSOFT:  MORE 
HOOKS  IN  THE  NET 

IN  A  BID  TO  TIE  ITSELF 
further  to  the  Web,  Microsoft 
on  Sept  13  launched  a  wide- 
reaching  strategy  aimed  at 
revamping  the  methods  that 
software  makers  use  to  cre- 
ate applications.  In  addition 


to  releasing  a  number  of 
software  programs  over 
next   18  months,  Micro 
will  introduce  several 
technologies  designed  to 
suade  software  developer 
create  e-commerce  and 
ternet  services  that  run 
its  operating  systems. 

But  the  software  gian 
not  writing  off  the  desk 
personal  computer:  On  S< 
15,  it  revealed  it  would 
Visio,  a  maker  of  design  si 
ware,  for  $1.3  billion. 


ET  CETERA. .. 

■  Former  Avon  exec  C 
tina  Gold  will  become  CE 
Excel  Communications 

■  Dime  Bancorp  and  Hud 
United  Bancorp  will  me 
in  a  $3.6  billion  deal. 

■  Fannie  Mae  exec  Lawre: 
Small  will  take  over  as  s> 
retary  of  the  Smithsonian  .| 

■  Oracle  said  net  income 
the  quarter  ended  Aug. 
rose  21%,  to  $237  million. 
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simple  test 
for  companies 

of  all  sizes 
interested  in 
digital  equipment 


At  long  last,  you  have  a 
choice  for  digital  imaging 
equipment.  Because  now  Danka, 
a  worldwide  supplier  of  office 
equipment  with  approxi- 
mately $3  billion  in  sales, 
has  a  complete  line  of  digital 
products  for  any  company. 

Dan\a  has  the  latest 
technologies  from  Canon, 
Kodak  and  Toshiba,  so  you 
can  bring  the  digital  age  to 
every  desktop  (enjoying  nice 
perks  like  increased  efficiency, 
enhanced  productivity  and 
reduced  costs) . 

You  name  it-Danka  has  a 
full  portfolio  of  digital  black 
and  white,  and  color  copiers 
for  work  environments  from 
1,000  copies  a  month  to 
2,000,000.  Danka  will  help 
improve  your  image  and  give 
you  fast,  attentive  service 
with  the  support  you  need. 

Which  means  now  you  have 
something  you've  never  had 
before:  a  choice. 

Put  your  pencil  down.  Call 
Danka.  1-800-OK-DANKA. 

nai\KA 

Qui  i,u5iA&55  L5  iPUVUUi/ia  UOiMl*. 

www.danka.com 


Kelly  Engineering  Resources  specializes  in  providing  companies  with  qualified  engineers. 

From  agricultural  and  aerospace  to  biochemical  and  electrical,  from 

short-term  to  permanent,  Kelly®  will  meet  your  staffing  needs  quickly  and  efficiently. 

Visit  www.kellyengineering.com  or  call  I -888-GO-KELLY  for  more  information. 
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Look  what  we  do  nov  - 


Washington  Outlook 


TED  BY  LEE  WALCZAK 


IAKE  WAY  FOR 

NOT-SO-COMPASSIONATE  CONSERVATIVE? 


3  tempting  to  view  the  Reform  Party  these  days  as  a  par- 
tly of  a  third  party.  It  was  founded  to  advance  zillionaire 
'.oss  Perot's  Texas-sized  ambitions.  But  even  as  chapters 
mted,  Perot's  share  of  the  Presidential  vote  dipped  from 

in  1992  to  8%  in  1996.  Lately,  Reformers'  exertions  have 
red  on  slapstick.  Forces  loyal  to  Minnesota  Governor  Jesse 
tura  have  been  wrestling  pro-Perot  partisans  for  influence. 
1  names  floated  as  Reform  candidates  include  Warren  Beat- 
nd  two  of  America's  most  prickly  figures — ex-Senator  and 
ernor  Lowell  Weicker  of  Connecticut  and 
v  York  developer  Donald  Trump. 
!ut  the  laughing  stopped  on  Sept.  12,  when 
mentator  Patrick  J.  Buchanan  told  viewers 
#as  likely  to  bolt  the  Republican  Party  to 
mt  a  Presidential  bid  under  the  Reform 
ner.  An  articulate  leader  of  the  gop's  anti- 
)orate,  anti-Washington  populists,  Buchanan 
demonstrated  an  ability  to  meld  the  votes 
bortion  foes,  America  Firsters,  and  angry 
i-collar  workers  into  a  populist  force  that 
s  deadly  serious  in  Austin.  Why?  Because 
Reform  base  gives  Pitchfork  Pat  both  the 
iing  and  the  potential  troops  to  snare  Pres- 
ltial  votes — votes  that  will  come  out  of  the 
;  of  Texas  Governor  George  W.  Bush,  the 
:  front-runner. 
Vith  $12.5  million  in  federal  funds  awaiting,  a  BUCHANAN:  R 
e  secured  by  Perot's  performances  at  the 
ot  box,  Buchanan  would  have  enough  cash  for  a  low-budget 
lpaign.  Even  if  he  can't  mount  a  winning  White  House 

he  could  well  influence  the  outcome  of  Election  2000.  A 
it  7-9  survey  by,  Republican  pollster  Frank  I.  Luntz  shows 
5  of  Americans  would  consider  voting  for  Buchanan  as  Re- 
n's standard-bearer.  Two-thirds  of  his  backing  would  come  di- 
Jy  from  Bush,  the  poll  shows.  An  Aug.  15-17  survey  by  De- 
i  :ratic  pollster  Rob  Schroth  puts  Buchanan  at  16%  when 
ed  against  Vice-President  At  Gore  and  Bush.  The  Buchanan 


=erin<: 
es' 


factor  causes  Bush's  double-digit  lead  over  Gore  to  dip  to  4%. 
In  particular,  Buchanan  costs  Bush  the  votes  of  white  Southern 
men  and  blue-collar  Midwesterners.  That  giant  sucking  sound 
"makes  it  a  race,"  says  Democratic  consultant  Dane  Strother. 
"It's  going  to  take  something  like  that  for  Gore  to  win." 

Buchanan  seems  willing  to  play  spoiler.  "If  he  goes  in  this  di- 
rection, he  doesn't  care  if  the  Republican  Party  finishes  second 
or  third,"  says  Buchanan  campaign  aide  Bob  Adams.  Of  course, 
Buchanan  still  has  to  win  the  nod.  Reformers  will  hold  their 
convention  next  Aug.  10-13  in  Long  Beach, 
Calif.,  and  the  TV  tough  guy  may  have  to  duke  it 
out  with  a  more  moderate  contender,  such  as 
Ventura  or  Weicker.  But  his  chances  are  good. 
Buchanan's  fierce  protectionism  and  nationalistic 
foreign  policy  are  in  synch  with  many  Re- 
formistas'  beliefs.  "If  Buchanan  beats  Bush  in 
the  first  debate,  he  becomes  a  major  challenger," 
says  economist  Pat  Choate,  the  Reform  Party's 
'96  Vice-Presidential  candidate. 
"WACKO  YEAR."  What  happens  if  he  doesn't  get 
the  nod?  The  smirk  will  fall  from  Gore's  face.  If 
an  independent  like  Weicker  emerges,  "he  makes 
the  Republican  candidate  virtually  certain  to 
win,"  says  independent  pollster  Gordon  S.  Black. 
Why?  Because  Weicker,  a  libertarian  maverick, 
draws  from  suburban  independents,  who  are 
eform-bound?    notably  cool  to  Gore. 

At  very  least,  the  return  of  the  Reformers 
will  add  a  volatile  new  element  to  what  up  to  now  seemed  like 
a  staid  Presidential  race.  "It's  going  to  be  a  wacko  year," 
chuckles  L.  Brent  Bozell  III,  a  former  Buchanan  fund-raiser 
who  is  backing  publisher  Steve  Forbes.  But  if  Buchanan  barges 
onto  center  stage,  you'll  have  to  forgive  George  W  for  not  join- 
ing in  the  yuks.  He  believes  the  Reform  Party  insurgency 
cost  his  father  the  '92  election.  And  now  his  worst  nightmare  is 
history  repeating  itself. 

By  Richard  S.  Dunham 
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CAPITAL  WRAPUP 


HE  FCC:  STICKING  TO  ITS  GUNS 
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Despite  lobbying  by  Viacom's  Sumner 
edstone  and  cbs's  Mel  Karmazin,  nei- 
ter  Congress  nor  the  fcc  is  likely  to 
ve  either  ceo  a  break  on  their  pro- 
ved merger.  The  combined  reach  of 
iacom  and  CBS  would  exceed  the  35% 
atutory  limit  of  national  broadcast 
arket  share  that  one  company  can 
vn.  Opposition  by  powerful  local  TV 
filiates  to  lifting  the  cap  will  likely 
ep  the  commission  or  Congress  from 
tanging  the  rule.  After  all,  lawmak- 
•s  depend  on  local  TV  stations  for 


coverage  during  election  season. 
The  fcc  is  likely  to  hang  tough  in 
another  megamerger.  On  Oct.  8,  the 
agency  is  expected  to  approve  a  new 
rule  limiting  a  company's  ownership  of 
cable  properties  to  30%  of  the  national 
market.  AT&T  CEO  C.  Michael  Arm- 
strong is  storming  Capitol  Hill  to  ar- 
gue against  such  a  rule  because  it 
threatens  his  proposed  acquisition  of 
cable  company  MediaOne  Corp.  The 
combined  reach  of  at&t,  which  owns 
cable  giant  Tele-Communications  Inc., 
and  MediaOne  likely  exceeds  the  30% 
limit.  By  Catlierine  Yang 


HISPANIC  VOTE  UP  FOR  GRABS? 

►A  Sept.  2-9  Perm,  Schoen  &  Berland 
Associates  poll  of  Latino  voters  in  five 
major  cities  found  two-thirds  intended 
to  vote  Democratic  in  2000.  The  poll, 
for  Spanish-language  TV  network  Uni- 
vision,  showed  firm  support  for  more 
school  spending  and  for  shoring  up  So- 
cial Security  and  Medicare  ahead  of 
tax  cuts.  But  it  also  shows  the  gop 
could  make  inroads.  Some  40%  want 
government  to  stay  out  of  the  market, 
and  80%  would  replace  welfare  with 
private-sector  jobs. 
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EUROPE 


EUROPE'S 
BIG  CHANCE 

Will  reforms  spawn  a  New  Economy? 


In  the  1980s,  France's  Renault  was 
notorious  for  its  featherbedded 
workforce.  But  what  a  difference  a 
decade  makes.  The  auto  maker  now 
has  20,000  fewer  workers  than  it  had  in 
1985) — and  churns  out  220,000  more  cars 
a  year.  The  company's  engineers  have 
designed  the  latest  version  of  the  best- 
selling  Clio  minicar  with  28%  fewer 
parts.  No  wonder  profits  at  Renault  are 
jumping  sharply. 

Less  than  six  months  after  a  danger- 
ous flirtation  with  deflation,  the  11  Eu- 
ropean Union  countries  that  share  a 
common  currency  are  suddenly  bursting 
with  economic  energy,  thanks  in  part 
to  big-company  makeovers.  Even 
growth  in  Germany,  the  region's  largest 
but  most  downbeat  economy,  has  ignited 
and  is  now  expected  to  top  3%  next 
year,  vs.  a  desultory  1.6%  this  year. 
More  French  left  the  dole  in  July  than 
in  any  month  since  mid-1993. 

Indeed,  the  euro  zone  looks  set  to 
outperform  the  U.  S.  slightly  next  year 
for  the  first  time  since  1992,  thanks  to 


EUROPE  IS 
REVVING  UP- 
GROWTH 

Is  picking  up  in  the 
big  economies  such 
as  Germany 

PRODUCTIVITY 

Growth  has  acceler- 
ated since  the  1990s 

INTEREST  RATES 


...BUT  THERE  ARE 
STILL  BRAKES 

GOVERNMENTS 

Are  still  too  slow  to 
free  up  rigid  labor 
markets 

INVESTMENT 

In  fast-growing  high 
tech  and  the  Internet 
remains  too  low 


rock-bottom  interest  rates  and  the 
weak  euro,  according  to  many  pri- 
vate forecasters.  But  this  time,  Eu- 
ropean policymakers  are  hoping  for 
far  more  than  a  cyclical  upswing. 
Their  thinking:  If  politicians  push 
through  some  key  reforms,  the 
euro  zone  might  spawn  a  U.  S.-style 
New  Economy  in  which  high 
growth  goes  hand  in  glove  with 
low  inflation,  fast  productivity 
growth,  and  more  jobs.  "This  is 
Europe's  big  opportunity,"  says 
Daniel  Gros,  deputy  director  of  the 
Center  for  European  Policy  Studies 
in  Brussels. 

CHEAPER  CAPITAL.  It  has  long  been 
a  European  dream  to  rev  up  the 
Continent's  capacity  to  grow  with- 
out inflation  from  about  2%  to  2.5% 
a  year  now  toward  the  3%  needed 
to  take  a  big  bite  out  of  jobless 
lines.  Many  of  the  conditions  are 
in  place  to  give  Europe  a  shot  at 
doing  that.  Years  of  tight  mone- 
tary and  fiscal  policy  ahead  of 
January's  launch  of 
the  euro  have  purged 
core  European  econ- 
omies of  lingering  in- 
flation. A  huge  new  euro  capi- 
tal market  is  enabling 
European  companies  to  get 
funds  as  cheaply  and  innova- 
tively  as  their  U.  S.  rivals. 

A  key  contributor  to  more 
robust  corporate  health  is  a 
pickup  in  labor  productivity, 
which  has  grown  faster  in  the 
1990s  than  it  did  in  the  1980s 
(box,    page    64).    Companies 


LABOR  UNIONS  have  spent  years  wringing  pro- 
Are  low,  as  are  inna- ductivity  gains  out  of  their 

tion  and  budget  Resist  new  technology      workforces,  and  they  don't  in- 

deficits  and  work  practices  tend  to  let  up.  On  Sept.  8, 

French  tiremaker  Michelin  an- 
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nounced    plans  to  raise  productivity 
20%  over  three  years  by  slashing 
ropean  payrolls  by  7,500  people,  or  ^. 

So  why  isn't  Europe  the  envy  of     ' 
world  when  it  comes  to  creating  a 
brant,  full-employment  economy?  Af  I 
all,  the  U.  S.  has  translated  its  prod 
tivity  surge  into  more  jobs  and  grea 
growth.  The  short  answer  is  that 
rope  lags  seriously  behind  the  U.  S. 
fast-expanding  high-tech  industries.  G 
man  investment  in  information  techn 
ogy  was  just  2%  of  gross  domestic  pn 
uct  last  year,  vs.  4.2%  in  the  U. 
according  to  International  Data  Co] 
in  Framingham,  Mass.  So  Europe  has 
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3d  high-tech  winners  in  the  same  pro- 
>ion  as  the  U.  S. 

But  there  are  notable  exceptions, 
ch  as  Nokia,  the  Finnish  telecom  gi- 
t,  that  show  what  Europe  can  do. 
ith  first-half  sales  up  a  sizzling  49%,  to 
,8  billion,  Nokia  has  orders  coming  in 
fast  that  Chairman  and  Chief  Exec- 
tve  Jorma  Ollila  has  had  to  hire  10,000 
tra  staff  just  to  keep  pace.  Even  Man- 
smann,  once  a  traditional  German 
eel  and  engineering  company,  has 
ured  more  than  $20  billion  in  the  past 
ree  years  into  telecom  as  it  diversities 
>m  old-line  business. 
So  Europe  is  assembling  the  build- 


ing blocks  needed  for  a  big  spurt  in 
growth  potential.  But  it  still  has  to  cope 
with  the  excesses  of  50  years  of  welfare- 
state  politics  that  make  it  prohibitively 
expensive  to  hire  and  fire  workers,  hob- 
ble startups,  and  pile  up  taxes  and  hid- 
den costs  on  employers.  The  U.  S.,  with 
far  fewer  such  impediments,  created  13 
million  new  jobs  between  1992  and  1997 
while  the  euro  zone  lost  800,000. 
MERGER  FRENZY.  The  chances  of  imple- 
menting radical  reforms  in  Europe 
might  look  iffy.  Yet  there  are  signs  that 
its  politicians  are  ready  to  take  the  heat 
and  do  so.  Last  year,  Spain  loosened 
restrictions  on  part-time  and  temp  work. 


One  in  10  Spanish  workers  is  now  <rn 
ployed  under  such  a  contract,  and  job 

essness  has  tumbled  to  15.6%  from 
18.9%  in  the  past  12  months.  Other 
once-unthinkable  changes  are  starting 
to  happen,  too.  Some  German  shop  own- 
ers have  been  flouting  laws  that  force 
them  to  close  on  Sundays.  "We're  grad- 
ually seeing  more  labor  flexibility  and 
deregulation,"  says  Steven  Englan- 
h  der,  an  economist  at  Salomon  Smith 
■     Barney  in  London. 

Fierce  political  battles  in  Ger- 
many could  largely  determine  the 
outcome  for  the  rest  of  the  Conti- 
nent. Despite  his  drubbing  in  the 
Sept.  5  and  Sept.  12  regional  elec- 
tions, Chancellor  Gerhard  Schroder 
has  pledged  that  his  coalition  of 
Socialists  and  Greens  will  fight  to 
slash  corporate  taxes,  cut  state 
spending,  and  push  through  over- 
due pension  reforms.  That's  in  line 
with  the  pact  he  recently  signed 
with  Britain's  Labor  Prime  Minis- 
ter Tony  Blair  calling  for  far-reach- 
ing free-market  reforms. 

Not  all  center-left  leaders  are 
on  board.  French  Prime  Minister 
Lionel  Jospin,  for  example,  declined 
to  join  the  pact.  But  even  in 
France,  there  are  signs  that  the 
politicians  are  bending.  Take  the 
introduction  of  a  compulsory  35- 
hour  workweek.  It  looks  like  a 
prime  example  of  an  old-school  ef- 
fort to  divvy  up  the  economic  pie 
rather  than  make  it  grow.  Yet 
Jospin's  move  has  forced  major 
concessions  from  French  labor.  Hy- 
permarket chain  Carrefour,  for  ex- 
ample, has  been  able  to  introduce 
more  shift  working.  So,  provided 
some  reform  is  implemented,  Eu- 
rope might  be  able  to  escape  its 
self-destructive  cycle.  Indeed, 
as  business  confidence  perks 
up,  companies  are  again  in- 
vesting at  home  after  years 
of  fleeing  the  Old  Continent. 
Deutsche  Bank  forecasts  expenditures 
on  new  plant  and  equipment  in  the  euro 
zone  to  expand  by  a  healthy  5.2%  this 
year  and  by  5.1%  next  year. 

Facing  sharp  global  competition,  com- 
panies are  still  restructuring  like  crazy. 
Merger  deals  worth  a  cool  $930  billion 
will  be  finalized  this  year,  well  up  on 
1998's  record  $777  billion,  according  to 
London-based  Thomson  Financial  Secu- 
rities Data.  And  the  euro  zone's  Internet 
economy  is  finally  starting  to  take  off. 
French  bank  BNP-Paribas,  for  example, 
just  announced  it  will  launch  a  pan-Eu- 
ropean brokerage. 

The  danger  is  that  Europe's  present 
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export-led  recovery  will  sputter 
and  turn  out  to  be  yet  another 
brief  cyclical  upswing.  But  that 
would  mean  ignoring  years  of  ad- 
vice and  warnings.  "We've  done 
our  part  to  stimulate  the  econo- 
my," said  European  Central  Bank 
President  Wim  Duisenburg  in 
April,  when  the  ecb  cut  euro  in- 
terest rates  to  a  record  low  of 
2.5%.  "Now  it's  up  to  governments 
to  do  their  [job}  by  tackling  the 
economy's  structural  problems." 
IMAGINATIVE  DEALS.  However  slow 
governments  are  to  reform,  the 
pace  of  change  in  business  is  fre- 
netic. Chairman  Gerard  Mestral- 
let  has  transformed  France's  Suez 
Lyonnaise  des  Eaux,  which  was 
once  an  unwieldy  financial  con- 
glomerate, into  a  global  utilities  player. 
The  French  company  has  just  bought 
U.  S.  wrater-treatment  company  Nalco 
Chemical  for  $4.1  billion.  Frankfurt- 
headquartered  Hoechst  and  France's 
Rhone-Poulenc  merged  their  pharma- 


ceutical businesses  this  summer  to  form 
the  $20  billion  Aventis.  This  imagina- 
tive cross-border  deal  wouldn't  have 
happened  a  few  years  back. 

The  euro's  arrival  is  one  reason  why 
European  governments  are  being  forced 


TECH  FUTURE 

Germany's  Mannesmann 
investing  heavily  in  teleco| 

to  confront  their  structural 
lems  whether  they  want  to  or 
Says  Hans  Tietmeyer,  the  jusj 
tired  president  of  Germany's 
desbank:  "[Governments]  ha\ 
realize  that  the  euro  has  ush| 
in  a  competitive  society."  Ir 
feet,  European  countries  can't] 
cheap  money  and  devaluatioj 
prop  up  ailing  welfare  syster 
Europe's  companies  and 
kets  are  demanding  change 
they  get  it,  entrepreneurs 
nally  have  the  flexibility  and  ;k 
costs  they  need.  It  may  be  ha 
believe,  but  Europe's  big  chance  ha 
rived  at  last. 

By  David  Fairlamb  in  Frankf 
with  Carol  Matlack,  John  Ross\ 
Stephen  Baker,  and  Gail  Edmonc 
in  Paris  and  Jack  Ewing  in  Munii 


THE  CONTINENT  IS  REALLY  CRANKING  OUT  THE  GOODS 


Benjamin  Disraeli  might  have  had 
it  in  mind  when  he  famously 
complained  about  "lies,  damned 
lies,  and  statistics."  But  making  late 
and  patchy  productivity  estimates  by 
juggling  output,  employment,  invest- 
ment, and  working-hours  data  is 
tough — and  deciding  what  they  mean 
is  worse. 

If  you  believe  the  Organization 
for  Economic  Cooperation  &  Devel- 
opment, productivity  has  grown 
faster  in  Europe  than  in  the  U.  S. 
for  years.  Some  economists  even  ar- 
gue that  European  workers  are 
more  productive  than  their  U.  S. 
counterparts.  Using  exchange  rates 
that  iron  out  pur- 
chasing-power dif- 
ferences, Lombard 
Street  Research 
Director  Charles 
Dumas  says  Ameri- 
cans' output  is 
worth  $31.89  an 
hour,  vs.  $35.08 
for  Germans  and 
$34.82  for  the 
French.  "I  was 
very  surprised,"  he 
says.  "[But]  U.S. 
employees  work  a 
lot  more  hours 


BIGGER 
PRODUCTIVITY  MUSCLE 

GERMANY 


1  2  3 

►  PERCENT 

DATA:  BUREAU  OF  LABOR  STATISTICS 


than  Europeans,  so  their  overall 
output  is  far  higher." 

Turn  to  American  data,  though, 
and  the  reverse  appears  to  be  true. 
For  manufacturing  productivity  at 
least,  Standard  &  Poor's  dri  and  the 
U.  S.  Bureau  of  Labor  Statistics  both 
figure  Europe  has  lagged  the  U.  S 
most  years  since  1992 — and  that 
U.  S.  hourly  output  is  growing  faster. 
TEAMWORK.  Still,  most  number 
crunchers  seem  to  agree  that  Euro- 
pean productivity  growth  sped  up  in 
the  1990s.  The  upswing  was  especial- 
ly strong  in  1997  when,  says  dri, 
productivity  in  France  and  Germany 
jumped  by  6.8%  and  6.7%,  respec- 
tively. "Those  are 
remarkable  increas- 
es for  such  rigid, 
high-cost  econ- 
omies," says  Darren 
Rawcliffe,  a  dri 
economist  based  in 
London. 

European  produc- 
tivity has  been 
boosted  by  restruc- 
turing and  rational- 
ization. Consider 
Finnish  manufactur- 
ing between  1985 
and  1995.  Productiv- 


ANNUAL 

CHANGE  IN 

MANUFACTURING 

PRODUCTIVITY 

■I  '85-90 
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ity  zoomed  "as  inefficient  companies 
abandoned  their  market  share  to  lean 
er,  fitter  operators,"  says  oecd  econo- 
mist Dirk  Pilat.  Then  there  was  the 
German  steel  industry  shakeup  in  the 
mid-1990s.  Survivors  such  as" 
Thyssen-Krupp  have  raised  productiv 
ity  substantially.  The  company's  work 
ers  can  today  make  a  ton  of  steel  in 
four  hours  vs.  six  hours  in  1995. 

Whatever  the  cause,  recent  pro- 
ductivity increases  show  that  Euro- 
pean companies  are  in  good  shape. 
Growth  may  have  been  lackluster, 
but  corporate  earnings  have  surged 
84%  since  1994,  almost  as  fast  as  in 
the  U.S. 

Now,  the  big  question  is  whether 
Europe  can  keep  making  U.  S.-size 
gains.  Since  leaping  at  a  7%  annual 
rate  at  the  start  of  1998,  manufactur- 
ing productivity  in  Europe  has 
slowed  to  0.4%  growth  early  in  1999. 

Many  economists  figure  that's  just 
a  blip.  If  so,  further  deregulation, 
more  mergers,  and  new  technology 
will  rekindle  productivity  growth. 
"This  is  a  temporary  slowdown," 
says  Elisabeth  Waelbroeck-Rocha,  a 
dri  economist  in  Brussels.  "Produc- 
tivity will  soon  be  speeding  ahead 
again."  Europeans  hope  she's  right. 

By  David  Fairlamb  in  Frankfurt 
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IN  THE  FAR  EAST, 

m  JON  PETERS  AND  TONY  V 

HAVE  CUT  20%  OFF 

VAN  HEUSEN'S  OVERHEAD 

WITHOUT  LOSING  THEIR  SHIRTS,  f 


By  using  the  superior  collaborative  ability  of  Lotus  Notes?  | 
Jon  Peters,  Executive  Vice  President  and  CIO,  and  Tony  Wong,  Vice  President  and 
Managing  Director,  enabled  Van  Heusen  employees  to  work  remotely  rather  than 
occupy  office  space  in  the  world's  most  expensive  real  estate  market.  This 
cut  their  operational  costs  by  20°/o.  Also,  Notes  helped  them  improve 
productivity  and  customer  service,  thanks  to  more  efficient  workflow.  Their 
supply  chain  management  improved  too -from  inventory  control  to 
processing.  All  done  without  being  taken  to  the  cleaners.  To  learn  more  about 
R5,  the  newest  version  of  Lotus  Notes,  visit  www.lotus.com/superhumansoftware 
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As  the  world  recoils  from 
the  violence  in  East  Timor, 
a  political  crisis  could  erupt 
in  Jakarta 

It  has  become  one  of  the  most  dis- 
heartening horror  stories  in  global 
diplomacy.  Just  four  months  ago,  In- 
donesia seemed  to  be  finally  putting 
its  shattered  economy  and  political 
system  back  on  track.  Millions  of  In- 
donesians celebrated  the  downfall  of 
strongman  Suharto  by  over-  ^^^^ 
whelmingly  voting  against  the 
ruling  party  in  the  first  democ- 
ratic elections  in  four  decades. 
The  Indonesian  military,  under 
the  seemingly  enlightened  lead- 
ership of  a  soft-spoken,  sure- 
footed general  named  Wiranto, 


believe  Indonesian  military  and  political 
leaders  when  they  said  all  these  re- 
forms would  be  carried  out.  The  unfold- 
ing tragedy  of  East  Timor  has  shat- 
tered that  belief. 

Even  as  Jakarta  promises  to  allow 
foreign  peacekeepers  to  restore  order, 
the  horror  has  not  ceased.  By  the  latest 
U.  N.  estimate,  rampaging  militias  and 
Indonesian  soldiers  have  slaughtered  at 
least  7,000  civilians  for  exercising  their 
right  to  vote  on  Aug.  30.  A  staggering 
600,000  people — three-quarters  of  East 
Timor's  population — have  been  forcibly 

EAST  TIMOR:  HOW  IT  HAPPENED 


STUDENT 
PROTESTERS 
AT  THE  FEET 
SOLDIERS  IN 
JAKARTA 


JANUARY  Indonesian  President  B.J.  Habibie  offers 
East  Timor  a  referendum  on  independence. 

FEBRUARY  U.N.  officials  hit  the  ground  in  East  Tim- 
or, detect  evidence  of  Indonesian  troops  cooperating 

seemed  ready  to  yield  to  civilian      with  pro-Jakarta  militias.  men,  still  traumatized  by  de 

leadership.  Thanks  to  reforms     j^j^f  ^  negotiators  agree  on  wtiii^systeni,  but  !f  ™ti^guin  1998'.  *?  "T 

mandated  by  the  International      must    „       |ndo5nesjan  troops  to  provide  security.  funds  offshore  again.  As  the 

Monetary  Fund,  the  economy      - - -----  ternational  backlash  mour 


driven  from  their 
homes.  "It  reminds 
me  of  Rwanda,"  says 
a  shaken  senior 
U.  N.  official. 

Whatever  the  motives  of  the  h 
ened  men  who  run  Indonesia,  it  is  c 
that  the  damage  to  this  Asian  giant 
be  immense.   Nothing  is  certain 
longer — the    country's    passage 
democracy,  its  economic  recovery,  ( 
who  is  running  the  government  i 
With  relations  with  the  Internatu 
Monetary  Fund  already  inflamed  ov 
mmm^^  banking  scandal,  Indonesi 
on  the  verge  of  being  cut 
from  new  loans  that  are  nee 
to  stabilize  the  financial 
tern.  Economists  have  lowe 
forecasts  for  this  fiscal  y< 
from  2%  growth  to  negat 
0.8%.  Ethnic  Chinese  busin 
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showed  signs  of  recovery.  And 
the  long-brutalized  population  of 
East  Timor  won  the  right  to 
vote  for  independence  from  a 
lame-duck  President  who  craved 
international  respect. 

The  world  community — the 
international  lending  agencies, 
the  U.  N.,  Western  govern- 
ments— wanted  desperately  to 


AUGUST  Ballot  is  held  on  Aug.  30.  Votes  are  counted 
centrally  in  Dili,  preventing  army  from  identifying  pro- 
independence  districts. 

SEPTEMBER  After  the  U.N.  announces  78.5%  vote 
in  favor  of  seceding  from  Indonesia,  pro-Jakarta  mili- 
tias begin  orgy  of  violence.  Habibie  invites  U.N. 
peacekeepers  to  East  Timor  to  stave  off  economic 
sanctions.  U.N.  estimates  of  death  toll:  7,000. 


be 
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Indonesia   is    close   to 
branded  a  pariah  state. 

A  new  political  crisis  n 
loom  in  Jakarta.  Withering 
ternational  criticism  of  Am  lanaei 
Forces     Commander-in-Ch 
General  Wiranto  could  und 
mine  his  hope  of  becoming  Ju 
leader  in  Indonesia's  next 
ministration.  And  the  milita 
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's  easy  if  telecom  services  and  global  connectivity  are  in  your  genes.  That's  Lockheed  Martin  Global 

e  ^communications.  We're  a  new  company  that's  entering  the  world  with  decades  of  experience  in 

a 

m  ;tworking,  global  services,  systems  engineering  and  fixed  and  mobile  communications.  Our  innovative 
>ace  heritage  is  only  the  beginning:  we  also  design  and  manage  the  world's  most  sophisticated,  ultra- 
:cure,  high-speed  data  networks  and  global  services;  we  operate  one  of  the  largest  private  wide-area 

^formation  and  telecommunications  networks;  and  we're  helping  to  build  the  first  global,  on-demand 
ireless  broadband  system.  It's  our  job  to  solve  complex  problems.  And  we  can  help  bring  innovative 
/stems,  services  and  solutions  to  your  organization,  too.  Fact  is,  we're  pioneering  a  whole  new  way  of 
lanaging  bandwidth,  networks  and  applications.  So  don't  let  our  youthful  appearance  fool  you.  For  more 
^formation,  visit  us  at  www.lmgt.com. 
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analysts  fear,  could  try  to  seize  power  if 
it  comes  under  too  much  pressure.  That 
could  send  the  economy  into  a  new  crisis 
as  confidence  collapses  and  international 
aid  halts.  Already,  on  Sept.  13,  new 
Deputy  Armed  Forces  Commander-in- 
Chief  Admiral  Widado  told  top  officers 
from  Indonesia's  27  provinces  that  the 
assembly  charged  with  selecting  the 
next  president  in  November  may  be 
postponed  because  of  nationwide  unrest. 
"The  military  is  becoming  very  danger- 
ous," says  Luksama  Sukardi,  aide  to 
presidential  front-runner  Megawati 
Sukarnoputri. 

Adding  to  the  pressure  is  the  likeli- 
hood that  the  U.  N.  will  form  a  war 
crimes  tribunal  to  investigate  the  East 
Timor  massacres.  One  question  will 
top  the  agenda:  Was  there  a  clear 
chain  of  command  from  Wiranto's 
office  in  Jakarta  to  the  provincial 
commander  in  Dili,  Timor's  capital, 
and  down  to  the  district  chiefs  who 
organized  and  paid  the  militias?  "We 
will  gather  more  evidence  from 
atrocities  committed  in  just  10  days 
in  East  Timor  than  in  the  past  24 
years,"  predicts  one  II.  N.  official. 

Certainly,  many  of  the  parties  in- 
volved, the  U.  N.  included,  had  rea- 
son to  expect  the  worst.  Wiranto 
said  in  private  meetings  a  week  af- 
ter the  referendum  that  he  knew 
from  the  start  that  East  Timor 
would  be  a  bloody  mess. 

The  genesis  of  the  crisis  was  Jan. 
27,  when  Habibie  said  he  would  give 
the  Timorese  a  chance  to  vote  for  in- 
dependence. The  U.  N.,  which  did 
not  acknowledge  Indonesian  sover- 
eignty over  East  Timor  after  the 
former  Portuguese  colony  was  in- 
vaded in  1975,  wanted  the  vote  to  '_ 
go  ahead.  If  it  were  not  held  while 
Habibie  was  in  power,  it  feared,  lat- 
er governments  could  renege. 
NO  SECRET.  But  the  U.  N.'s  referendum 
organizers  foresaw  trouble  the  moment 
they  hit  the  ground  in  February.  They 
immediately  sent  detailed  reports  to 
superiors  in  New  York  and  Jakarta  say- 
ing the  army  was  openly  organizing 
anti-independence  militias  and  supply- 
ing them  with  weapons  and  "uniforms" 
of  baseball  caps  and  black  T-shirts. 
Copies  went  to  Western  embassies  and 
the  Indonesian  military  headquarters. 

One  report  describes  a  visit  by  U.N. 
Mission  in  East  Timor  (UNAMET)  head 
Ian  Martin  in  June  outside  Dili.  He  saw 
non-Timorese  Indonesian  regulars  train- 
ing newly  inducted  members  of  anti-in- 
dependence militia.  "Nobody  ever  had 
any  illusions  about  the  military's  backing 
of  the  militias,"  explains  a  U.  N.  official. 


In  meetings  in  Jakarta  and  New  York 
before  the  vote,  U.  N.  and  Indonesian 
officials  kept  negotiating  on  security 
measures.  In  late  April,  Jakarta  agreed 
to  a  vote  with  secret  ballots — but  only  if 
Indonesian  troops  were  allowed  to  pro- 
vide security.  That  meant  trusting 
Wiranto  to  control  the  army  and  the 
militias.  "It  was  a  leap  of  faith,"  admits 
Tamrat  Samuel,  unamet's  senior  political 
affairs  officer.  "But  if  we  had  insisted  on 
the  withdrawal  of  the  Indonesian  army, 
it  would  have  been  a  dealbreaker." 

The  U.  N.  also  appears  to  have  mis- 
calculated the  extent  to  which  East 
Timor's  78.5%  vote  for  independence 
would  anger  the  army.  The  top  brass 
only  went  along  because  they  expected 


FRONT-RUNNER 

Analysts  think 
General  Wiranto 


seize  power, 
thwarting  top 
vote  getter 
Megawati 

the  vote  to  be  indecisive,  says  Harold 
Crouch,  an  Australian  National  Univer- 
sity expert  on  Indonesia.  The  army  then 
would  have  a  pretext  to  challenge  the 
vote  when  parliament  met  to  ratify  the 
results  in  November.  Or  it  could  have 
sought  to  partition  East  Timor,  carving 
special  districts  from  areas  where  pro- 
Jakarta  sentiment  seemed  strong. 

But  unamet  scuttled  the  scheme.  A 
day  before  the  Aug.  30  vote,  its  staff  re- 
jected a  list  of  poll  observers  presented 
by  two  anti-independence  political  par- 
ties on  grounds  that  they  didn't  have 
time  to  give  them  ID  badges.  The  real 
reason,  says  a  U.  N.  official,  was  that 
"the  list  of  names  included  known  militia 
members." 

Then,  U.  N.  poll  organizers  trucked 
all  the  ballot  boxes  from  13  districts  to 


the  Dili  museum,  dumped  their 
on  the  floor,  and  mixed  them  up  I 
the  army  could  not  tell  which  di 
were  more  in  favor  of  independe 

There's  little  doubt  that  the 
were  set  up,  run  by,  and  even 
by  army  regulars.  One  source, 
drove  two  hours  from  Dili  to  the 
of  Aileu  shortly  before  the  vote 
the  district  chief,  a  retired  army  a 
The  official  commanded  the  town's 
independence  militia  out  of  his 
In  Dili,  he  saw  soldiers  issuing  M- 
militiamen.  The  army  has  denied 
militias;  Wiranto  only  admits  his 
were  "psychologically  impaired" 
fighting  "rogue"  military  element 
didn't  respond  to  interview  request 
After  violence  flared,  Wirantopi 
in  regular  army  reinforcements 
were  supposed  to  suppress  the 
tias.  But  refugees  who  were 
evacuated   to    Darwin   say   t 
troops  took  off  their  Indon 
army  uniforms   at   night,   do 
black  T-shirts,  and  fought  alon 
the  militias.    A  U.  N.-sponsor& 
bunal  on  who  triggered  the  kill 
in  East  Timor  could  certainly 
miliate  Wiranto.  That  won't  to 
him  from  power.  But  it  may  ma] 
hard  for  the  U.  S.  and  other  nat 
to  deal  with  a  regime  led  by 
army's   current  commanders. 
Wiranto  already  seems  to  have 
en  control.  He  now  calls  daily  m 
ings  with  Habibie  and  armed  fo 
brass  at  the  presidential  palace  u 

(above)  may  try  to  agfdas  set  by  army  staff. 

Meanwhile,  Megawati— who 
been  wooing  Wiranto  for  the 
presidency — has  turned  chilly  to' 
him.  "Now  the  military  needs  M 
wati  more  than  she  needs  the 
tary,"  contends  Megawati  aide  S 
di.  The  question  is  whether  she 
succeed  in  asserting  her  independe] 
from  Wiranto — or  whether  the  a: 
forces  chief  may  go  for  an  outright  a 
The  buildup  of  anger  does  not  b 
well  for  business  in  Indonesia.  Stand 
&  Poor's  has  downgraded  Indones 
currency  rating,  citing  political  ten 
and  the  risk  that  international  aid 
be  cut.  On  Sept.  10,  a  group  of  et! 
Chinese  businessmen  from  Indonel 
met  in  Singapore  to  compare  notes 
how  much  capital  they  were  pulling 
says  the  chairman  of  a  local  conglom 
ate  who  attended  the  meeting. 

East  Timor  has  long  been  treated 
a  local  tempest  that  could  not  destabi 
the  entire  country.  For  Wiranto  a 
everyone  else  involved,  that  could  pro 
to  be  another  tragic  miscalculation 

By  Michael  Shari  in  Jakan 
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(/ill  you  succeed  in  the 
igital  economy? 

-,.'„.  usiness  is  about  much  more  than  just  having  a 
ty  web  site.  It  should  link  in  to  the  core  of  your 
inization. 
K   o  when  your  web  site  captures  an  order,  it  trig- 
i  scheduling  and  work  order  systems,  checks 
s  inventory  and  reorders  from  your  suppliers, 
ses  the  delivery  date,  generates  ledger  entries . . . 
so  on,  all  along  the  supply  chain. 
FS  can  help.  Our  ERP  systems  can  tie  your 
it  and  back  offices  together.  Creating  a  true 
kbone  for  e-business. 

iecause  IFS'  applications  are  based  on  compo- 
ts,  you  can  implement  just  the  parts  you  want, 
our  own  pace — or  integrate  IFS'  components 
'  h  the  systems  you  already  have. 
FS  pioneered  component-based  ERP  back  in 
6.  Today,  thousands  of  customers  are  using  IFS 
uions.  And  IFS  is  the  world's  fastest-growing 
plier  of  ERP  solutions. 

Jo  if  you're  searching  for  the  key  to  e-business 
cess,  perhaps  you  should  take  a  look  at  IFS. 
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RUSSIA:  HOW  TERRORISM 
GOULD  BOOST  YELTSINS  RIVALS 


M 


Ioscow  residents  watched  wide-eyed  as  rescuers  pulled 
the  bodies  of  pajama-clad  children  from  the  rubble  of  an 
eight-story  building  on  the  city's  outskirts.  At  5  a.m.  on 
Sept.  13,  a  bomb  destroyed  the  building,  leaving  at  least  118 
people  dead.  It  was  the  third  explosion  in  the  city  in  two 
weeks.  While  no  one  has  claimed  responsibility,  Russian  se- 
curity agencies  blame  Islamic  rebels  from  the  Caucasus  region. 
Apart  from  terrifying  Moscovites,  the  attacks  are  raising 
the  pressure  on  Russia's  leaders  to  sky-high  levels  just  as 
they  are  gearing  up  for  crucial  parliamentary  elections  on 
Dec.  19.  Presidential  elections  are  scheduled  to 
follow  in  July,  2000.  Rumors  are  swirling  that 
President  Boris  N.  Yeltsin  will  use  the  ter- 
rorism as  an  excuse  for  calling  a  state  of 
emergency  and  canceling  the  elections. 
Moscow  Mayor  Yuri  Luzhkov  called  for  police 
searches  of  up  to  3  million  people  daily.  And 
Prime  Minister  Vladimir  Putin  closed  all  roads 
leading  from  Chechnya  into  Russia. 
TAKE  THE  BLAME.  If  the  violence  continues,  al- 
most anything  could  happen.  But  for  now, 
most  analysts  expect  the  elections  to  go 
ahead.  Of  all  the  political  contenders,  Luzhkov 
and  his  ally,  former  Prime  Minister  Yevgeny 
M.  Primakov,  may  be  in  the  best  position  to 
gain  a  boost  from  the  disorder.  Even  though 
Luzhkov  is  mayor,  he  doesn't  have  authority  " 
over  most  of  Moscow's  security  forces,  which  answer  to  the 
federal  government.  Federal  forces,  not  the  city's  70,000- 
strong  police  force,  are  in  charge  of  the  counter-terrorist 
operation.  Luzhkov  can  let  Putin  take  the  blame  for  not  pre- 
venting the  attacks. 

Primakov,  meanwhile,  is  out  of  office  and  can't  do  anything 
directly  to  track  down  terrorists.  But  he  can  bolster  his  al- 
ready strong  reputation  as  a  crime  fighter  by  criticizing  the 
government.  "For  Primakov  and  Luzhkov  it's  perfect.  Pri- 
makov is  a  law-and-order  man  and  not  connected  to  the 


LUZHKOV:  Yeltsin  successor? 


Yeltsin  Administration.  And  Luzhkov  represents  statiti 
says  Vyacheslav  Nikonov,  director  of  Fond  Politika,  a  Mm 
think  tank.  Both  are  contenders  for  the  presidency. 

Up  to  now,  Luzhkov  and  Primakov  haven't  missed  a|e| 
On  Sept.  8,  Luzhkov  announced  he  was  reschedulin 
Moscow  mayoral  election  from  July,  2000 — the  same  till  A*  v- 
the  next  presidential  election — to  Dec.  19.  That  enii 
Luzhkov  a  political  role,  no  matter  what  he  decides  i 
about  the  presidential  elections.  In  1996,  Luzhkov  worn* 
mayoral  race  with  more  than  90%  of  the  vote,  and  he  nil  in- 
very  easily  be  re-elected. 

Luzhkov's  decision  to  rejigger  the  elep  * 
closely  followed  the  creation  of  his  allW 
with  Primakov  on  Aug.  28.  Their  Fathermru 
All  Russia  bloc  quickly  became  the  courJjl 
most  popular  political  party.  Polls  shown 
likely  to  win  25%  of  the  seats  in  the  pan  ■ 
mentary  elections,  snatching  control  frorrlj  ... 
Communists.  Primakov  is  the  front-ruM 
for  the  presidential  race,  according  to  [19   w 
with  Luzhkov  third  after  Communist  PB»' 
leader  Gennady  A.  Zyuganov.  Putin,  YeltH  i*i 
preferred  successor,  trails  way  behind. 

Luzhkov  may  work  behind  the  seen 
quell  Moscow's  violence.  The  Mayor  has 
ties  with  Moscow's  Chechen  business  e   ' 
"  and  the  city  has  partnered  with  some  of  t 
in  high-profile  commercial  deals.  He  successfully  used  this 
lationship  to  end  a  short  spate  of  bombings  in  the 
1990s  during  the  Chechen  war.  If  Luzhkov's  lobbying  is 
fective  again,  he  will  boost  his  reputation  as  a  can-do  m 
even  further.  But  the  longer  the  violence  continues, 
greater  the  chances  Yeltsin  may  be  forced  to  declare  a  si 
of  emergency  and  even  cancel  the  elections.  That 
against  his  political  instincts.  But  these  days  in  Russia 
terrorists  seem  to  hold  the  cards. 

By  Margaret  Coker  in  Mos 
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GLOBAL  WRAPUP 


A  FIGHT  OVER  FRENCH  JOBS 

►  Socialist  Prime  Minister  Lionel 
Jospin  faces  pressure  from  fellow 
French  leftists  to  penalize  tiremaker 
Michelin,  which  plans  to  lay  off  10%  of 
its  75,000  European  workers  in  a  bid 
to  boost  productivity.  Jospin,  while 
calling  the  layoffs  "shocking,"  says  the 
government  should  not  intervene.  But 
Communist  and  Green  party  lawmak- 
ers say  he  should  force  Michelin  to 
make  large  payments  to  cushion  the 
economic  impact  of  employment  losses 
and  should  bar  the  tiremaker  from  re- 


ceiving government  subsidies  slated 
for  next  year  to  ease  the  transition  to 
a  mandatory  35-hour  workweek. 
The  controversy  is  thorny  for 
Jospin,  who  has  made  job  creation  his 
top  priority  but  has  generally  avoided 
meddling  with  market  forces.  To  take 
the  heat  off,  the  Prime  Minister  is  call- 
ing on  unions  and  workers  to  mobilize 
themselves. 

END  OF  A  COLD  WAR? 

►  There  are  tantalizing  hints  that  the 
U.S.  is  trying  to  improve  long-frozen 
relations  with  Iran.  According  to  Mid- 


dle Eastern  press  reports,  President 
Bill  Clinton  recently  wrote  a  letter 
asking  Iran  to  extradite  two  suspect 
in  the  1996  truck  bombing  of  a  U.S. 
military  barracks  in  Dhahran,  Saudi 
Arabia.  Other  high-level  contacts 
have  taken  place  between  Iranian  an 
U.S.  officials  in  Europe. 

News  of  the  communications,  whicl 
the  U.  S.  has  acknowledged,  has 
caused  an  uproar  in  Iran  and  put  the 
moderate  government  of  President 
Mohammed  Khatami  on  the  defensive 
The  flap  could  halt  the  initiative  befor 
it  really  gets  under  way. 
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As  the  state  sector  crumbles, 
dynamic  private  companies 
are  taking  up  the  slack 

Zhang  Yue,  the  normally  taciturn  chief  executive  of 
privately  owned  Broad  Air  Conditioning,  jumps  up 
from  his  desk  and  rushes  to  his  office  window.  It  is  a 
grey,  drizzly  August  afternoon  on  the  outskirts  of 
Changsha,  a  sprawling  central  Chinese  city  in  Hunan 
province  dotted  with  the  smokestacks  of  ailing  state- 
owned  industries  and  the  rice  fields  of  disgruntled,  over- 
taxed farmers.  But  Zhang,  38,  isn't  focusing  on  this  bleak 
scene.  Instead,  he  watches  eagerly  as  his  company's  Bell  206 
helicopter  takes  off  in  a  whir  from  the  helipad  just  outside  his 
window.  "It's  very  useful  for  company  business— and  helps  to 
stimulate  one's  imagination,"  Zhang  says  enthusiastically  of  his 
chopper. 

A  decade  after  Zhang  and  his  brother  founded  the  com- 
pany, Broad  now  boasts  $192  million  in  sales,  1,200  workers, 
and  a  reputation  as  one  of  China's  top  producers  of  large  air- 
conditioning 
systems  for 
office  build- 
ings. Hunan's 
largest  tax- 
payer, Broad  is  so  vital  to  the  struggling  local  economy  that 
a  grateful  provincial  official  describes  Zhang  as  "a  god." 

As  China  prepares  to  celebrate  the  50th  anniversary  of  the 
Communists'  Oct.  1,  1949,  victory  over  the  Nationalist  army 
of  Chiang  Kai-shek,  the  pageantry  will  have  a  predictable 
look.  A  triumphant  military  parade  through  Beijing's  Tianan- 
men Square  is  in  the  works.  Also  likely  are  long  speeches  by 
President  Jiang  Zemin  and  other  top  brass  extolling  the  glo- 
rious accomplishments  of  the  Chinese  Communist  Party. 

But  as  the  Party  bathes  itself  in  the  sentimental  imagery 
of  past  socialist  achievements,  the  unstated  irony  is  that  a  dif- 
ferent sort  of  revolution  is  sweeping  the  nation.  Quietly  but 
steadily,  private  companies  such  as  Broad  are  becoming  the 
backbone  of  China's  economy.  While  thousands  of  state-owned 
factories  still  languish  with  massive  debts,  red  ink,  and  bloat- 
ed workforces,  maverick  entrepreneurs  are  picking  up  the 
slack,  generating  badly  needed  jobs  and  helping  Chinese  in- 
dustry approach  world  standards  in  sectors  ranging  from 
electronics  manufacturing  to  Internet  services.  The  private 
sector  won't  solve  all  of  the  serious  problems  left  by  the 
old  socialist  system,  which  will  hang  over  China's  economy  for 
years.  But  it  is  starting  to  offer  glimpses  of  a  more  dynamic, 
globally  competitive  economy  that  may  lie  in  China's  future, 
provided  leaders  don't  again  try  to  roll  back  the  clock. 

The  private  companies  now  emerging  are  a  major  step  for- 
ward from  the  tiny  private  firms  that  started  sprouting  in 
China  after  late  paramount  leader  Deng  Xiaoping  launched 
his  economic  reforms  in  1979.  Most  of  these  outfits  were  mom- 


CHINAS 


and  |M)|»  eateries,  small  factories,  and  repair   hop  ;  the  m".\  gen 
(•ration  of  private  companie   are  large,  complex  enterprisi 
ten  engaged  in  sophisticated  manufacturing  and   en 

These  firms  arc  also  openly  independent  of  the  state,  run  by 
owner-operators  who  cherish  their  freedom.  That's  an  advance 
from  the  murky  front-companies  for  military  and  provincial  gov- 
ernments that  have  long  characterized  Red  Capitalism:  For  ex- 
ample, the  "red  chip"  corporations  traded  on  the  Hong  Kong 
exchange  are  all  state-controlled  conglomerates.  It  is  only  in  the 
I  last  few  years,  in  fact,  that  Beijing  has  conceded  private  en- 
terprise a  legitimate  role  in  the  national  economy.  Thus,  capi- 
talists lived  in  an  ideological  netherworld.  Many  companies 
that  presented  themselves  as  independent,  such  as  Beijing's 
Legend  Computer  or  appliance-maker  Haier,  are  in  fact  hybrid 
ventures  in  which  government  bodies  were  heavily  involved. 
And  many  companies  that  classified  themselves  as  village  en- 
terprises or  foreign  ventures  were  actually  privately  owned  but 
disguised  themselves  to  avoid  taxes  and  official  meddling. 

From  those  embryonic  early  years  of  private  capital  forma- 
tion, however,  China  is  starting  to  produce  substantial,  fully 
formed  private  corporations.  Their  founders  and  senior  execu- 
tives come  from  a  broad  sector  of  society,  from  peasants'  sons 
to  managers  who  cut  their  teeth  in  foreign  ventures  to  acade- 
mics who  are  abandoning  government  institutes  and  young  en- 
gineers who  studied  and  worked  in  California's  Silicon  Valley. 
These  entrepreneurs  have  all  struggled  to  raise  capital 
for  their  ventures,  and  some  of  their  fund-raising  techniques 
remain  obscure.  They  have  often  relied  on  family  funds,  or  un- 
derground lending  syndicates  that  charge  scarily  high  rates 
for  loans.  But  as  they  become  more  established,  some  entre- 
preneurs are  starting  to  secure  capital  from  sources  long 
reserved  for  state  enterprises — such  as  government-owned 
banks  and  the  stock  market.  And  they  are  pushing  into  more 
economically  important  and  politically  sensitive  sectors,  often 
with  Beijing's  tacit  approval.  These  firms  are  convincing  Bei- 
jing that  China's  best  hope  of  producing  new  engines  of 
growth  rests  on  the  country's  ability  to  nurture  startups, 
rather  than  on  blueprints  drawn  up  by  government  plan- 
ners. The  leadership  "has  seen  evidence  of  the  vitality  and  dy- 
namism of  the  emerging  private  sector,"  says  Goldman  Sachs 
(Asia)  economist  Fred  Hu.  The  shift  "is  irreversible." 

Without  question,  China's  business  class  has  come  a  long 
way  since  the  Deng  era.  Although  the  hybrid  firms  were  a  big 
break  from  socialism,  authorities  were  more  willing  to  show- 
er favors  like  cheap  loans  and  land  on  companies  in  which  the 
state  had  a  stake.  That  largesse  often  prevented  companies 
from  becoming  truly  competitive — and  fed  enormous  waste. 
Government-owned  companies  that  all  but  monopolized 
business  a  decade  ago  make  up  only 
47%  of  the  economy  today.  Mean- 
while, the  private  sector — not  count- 
ing farms  and  the  operations  of  for- 
eign investors — accounts  for  as  much 
as  40%,  according  to  the  China  Eco- 
nomic Quarterly,  an  independent  jour- 
nal. In  Shanghai,  the  number  of  pri- 
vate  enterprises    exceeds    111,000, 
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according  to  the  Shanghai  Private  Enterprise  Association. 
If  those  numbers  are  accurate,  then  the  private  sector  is 
making  enormous  strides — especially  since  government  com- 
panies still  monopolize  such  key  industries  as  banking,  telecom 
services,  and  wholesaling.  One  factor  boosting  these  numbers 
is  that  many  companies  have  ceased  to  disguise  their  truly 
private  nature.  Until  recently,  many  "foreign  joint  ventures" 
were  controlled  by  domestic-  entrepreneurs  through  Hong 
Kong  shells.  Other  entrepreneurs  felt  they  had  to  register 

their  companies  as  col- 
lectives just  so  local 
clients  would  do  business 
with  them.  "Now  I  have 
thrown  away  my  'red  cap,' "  says  Zhou  Fusheng,  founder  of 
$1.2  million  signmaker  Shanghai  Dasheng  Industry  &  Trade 
Co.,  who  termed  his  company  a  "collective"  in  its  early  years. 
"I'm  not  afraid  to  be  a  private  businessman  anymore."  Also, 
a  wave  of  privatizations  by  cash-hungry  provincial  and  mu- 
nicipal governments  have  placed  thousands  of  factories  and 
service  companies  in  private  hands. 

THE  BEST  HOPE.  The  implications  for  China,  where  the  claim 
that  the  state  is  the  core  of  the  economy  remains  embedded  in 
Communist  Party  dogma,  are  earthshaking.  Not  only  does  raw 
capitalism  raise  new  questions  about  the  legitimacy  of  the  par- 
ty's monopoly — it  also  underscores  the  desperation  that  the 
Chinese  leadership  now  faces  over  the  economy.  Simply  put, 
President  Jiang  Zemin,  Premier  Zhu  Rongji,  and  others  rec- 
ognize that  the  private  sector  offers  the  country's  best  hope  as 
an  engine  of  growth.  As  state 
firms  shed  workers  and  shut 
plants,  new  businesses  are  ur- 
gently needed  to  generate  mil- 
lions of  new  jobs. 

Indeed,  the  largely  hidden 
role  of  a  vibrant,  efficient  pri- 
vate sector  may  help  explain 
why  Chinese  growth  continues 


in  a  confused  way  to  the  privat  se, 
tor's  surge.  At  the  party's  upciii 
plenary  session,  more  plans  to  prjjq 
state  firms  are  expected.  But 
same  time,  Beijing  is  propping  uiot 
er  big  state  firms  with  fresh  mow. 
Despite  these  zigzags  in  polic?.B« 
jing  now  for  the  first  time  is  aqrd 
helping  the  private  sector.  A  ijeei 
Shanghai  seminar  sponsored  bfal| 
state  Bank  of  China  on  private  ltd 
prises  drew  150  companies  from  I 
away  as  Tibet.  Cheap  goveriiei 
loans  and  tax  holidays  are  fujfa 
high-tech  ventures.  Government 
tutes  are  transferring  knowhov 
technology  to  hot  startups  and  tc 
established  private  companies. 

More  importantly,  private  entei  | 
is  gaining  the  legal  standing  it  has 
lacked  in  China.  Early  this  yea 
country's  constitution  was  amen 
acknowledge  the  private  sector': 
portant  role.  The  Aug.  30  passagi 
law  spelling  out  such  legal  righ 
private-property  ownership  wa: 
other  green  light  for  private  co 
nies  to  accelerate.  One  reason 
government  has  a  much  better  ci 
of  collecting  taxes  from  private 
panies  than  from  loss-making  state  enterprises,  which  ca 
their  political  influence  to  secure  breaks. 

But  Beijing  is  also  merely  catching  up  with  realit 
such  progressive  coastal  provinces  as  Zhejiang  and  Jiai 
the  local  economy  is  almost  entirely  in  nonstate  hands 
even  in  backward  inland  provinces,  major  changes  are  a 

Take  inland  Hunan,  once  known  only  for  its  depressed 
omy.  Now,  besides  Broad  Air  Conditioning,  Hunan  also  h 
private  companies  such  as  Yada  Chemicals  and  software 
veloper  Powerise.  China  Construction  Bank,  which  is  only 
tackling  its  bad  debt,  is  eager  to  lend  more  to  such  privat 
terprises.  "For  many  private  companies,  our  risk  is  very 
says  Peng  Maowu,  general  manager  of  the  Hunan  bran 
China  Construction  Bank.  Private  enterprise  in  Hunan  is  g 
ing  at  a  booming  20%,  compared  with  4%  for  state  enterpi 
Vice-Governor  Zheng  Maoqing  says  the  nonstate  sector,  w 
employs  2.3  million  people,  plays  a  crucial  role  in  re-emplo 
laid-off  state  workers.  "In  the  future,  state  enterprises  will 
play  a  role  in  strategic  industries,"  he  predicts. 

For  a  look  at  a  sector  no  longer  deemed  strategic,  trav 

the  private  factories  of  b 


"RED  CAP" 

Zhou  Fusheng 
had  termed  his 
outfit  a  "collec- 
tive" to  get  clients 


CHINAS  NEW  PRIVATE  SECTOR 

HOW  IT'S  DIFFERENT  These  are  truly  private  com- 
panies, unlike  many  businesses  that  are  controlled 
by  state-owned  enterprises,  ministries,  and  local 
governments.  And  these  private  companies,  unlike 
family-run  shops,  are  acquiring  sizable  revenue  and 


ing  Zhejiang.  There,  in 
coastal  city  of  Wenzhou,  h 
to  China's  earliest  private 
trepreneurs,  a  purely  pri 
electronic  parts  industry 
sprung  up.  Much  like  the 
wan  of  two  decades  ago,  co 
less      factories      pump 


to  be  as  high  as  it  is,  despite       market  Share.  midtech      goods      such 


the  losses  at  state  factories.  In 
five  years,  more  than  60%  of  the 
economy  will  be  in  private 
hands  and  employ  some  75%  of 
China's  workforce,  says  Zhong 
Jiyin,  an  associate  professor  at 
the  Chinese  Academy  of  Social 
Sciences. 

China's  leadership  is  reacting 


WHY  IT  MATTERS  A  real  private  sector  can  hire  and 
fire  at  will,  pay  taxes,  and  respond  to  market  forces 
much  faster  than  state-connected  firms. 

THE  RISK  IT  FACES  Raising  capital  is  always  a 
problem.  So  is  the  temptation  to  diversify.  And  Bei- 
jing may  still  lean  on  them  and  limit  their  ability  to 
operate  independently. 


adapters,  circuit  breakers, 
converters  for  domestic 
sumption  and  export. 

These  outfits  have  grc 
beyond  backyard  factor 
Take  companies  such  as  $ 
million  Chint  Group  Corp. 
$245  million  Delixi  Group  Cc 
Both   were   started   by 
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We  believe  the  American  Dream  should  be  open  to  everyone. 
So  we  started  with  our  own  doors. 


Long  ago,  Fannie  Mae  realized  that  diversity  was  a  driving  force 
for  both  innovation  and  change.  We  saw  that  the  more  our  work 
force  reflected  the  shifting  demographics  of  our  nation,  the  more 
competitive  we  would  be.  So  to  help  us  realize  the  potential  of 
such  visionary  thinking,  we  created  the  Office  of  Diversity. 

By  providing .  pathways  for  all  employees  to  grow,  we  have 
increased  minority  representation  in  management  to  over  22 
percent.  And  women  hold  43  percent  of  our  management  positions. 

The  energy  of  our  diverse  work  force  has  been  instrumental  in 
helping  Fannie  Mae  successfully  meet  the  diverse  housing 
needs  of  American  families.  And  in  1998,  we  did  just  that  by 
helping  more  than  four  million  home  buyers.  At  Fannie  Mae, 
we  are  committed  to  breaking  down  the  barriers  to  homeownership 
while  opening  the  doors  of  opportunity. 


t£\  FannieMae 

www.fanniemae.com 


Special  Report 


farmers'  sons  who  dropped  out  of  elementary  school  and 
who  broke  into  the  business  by  selling  components.  After 
starting  their  own  factories  15  years  ago,  both  recently  got 
permission  to  take  over  ailing  state  enterprises  around  the 
country.  These  companies  each  export  more  than  10%  of 
their  products  and  have  dominant  market  shares  at  home. 

Beijing  now  realizes  that  domestic  companies  such  as  Chint 
and  Delixi  are  the  onlv  hope  against  the  many  multinationals 
like  Siemens.  ABB,  and  Rockwell  now  pushing  into  the  China 
market.  "In  some  areas  like  electronic  parts, 
state  enterprises  will  be  sold  to  private  com- 
panies like  us,  and  the  government  can  with- 
draw," says  Chen  Jianke,  vice-president  at 
Chint  Group.  His  company  has  taken  over 
three  state  companies,  all  with  strong  tech- 
nology and  products  but  with  management 
problems   and   debts.   Chint   turned   them 
around  by  trimming  their  payrolls  and  clean- 
ing up  their  finances.  Capital  is  flowing  more 
freely  now  to  these  private  superachievers. 
•We're  now  one  of  the  best  customers  of 
Agricultural  Bank  of  China  in  this  province," 
says  Delixi  Vice-President  Hu  Wei. 

Entire  high-growth  sectors  such  as  soft- 
ware, biotech,  and  the  Internet  are  up  for 
grabs,  and  private  companies  are  likely  to 
take  most  of  the  spoils.  Shanghai-based  Fortune  Group  start- 
ed  in  1992  with  a  $480  investment  by  five  graduates  of  pres- 
tigious Fudan  University.  The  quintet,  most  of  them  biology 
graduates,  started  bv  selling  a  pharmaceutical  product  that 

tests  for  hepatitis,  a 
major  health  problem 
in    China.    Now    the 
group's  seven  compa- 
nies are  involved  in  everything  from  pharmaceuticals  to  real 
estate.  Fortune's  pharmaceuticals  group,  with  $60  million  in 
sales  and  $7  million  in  profits,  became  one  of  China's  first  pri- 
vate companies  to  go  public  last  August.  "We  were  a  test  case 
to  see  whether  private  companies  could  really  succeed  in 
the  stock  market,"  says  Chairman  Quo  Guangchang,  31.  Its 
shares  have  leapt  fivefold  since  the  listing. 
HARD  KNOCKS.  The  private  sector  may  even  succeed  at  en- 
croaching in  industries  once  under  the  strict  control  of  the 
state— like  the  mass  media.  Hunan  Television  &  Broadcast  In- 
dustry Co.  became  the  first  media  company  to  secure  a  stock- 
market  listing  earlier  this  year  when  executives 
convinced  securities  regulators  that  it  needed  to 
raise  private  capital  to  meet  the  new  challenges  of 
the  broadcast  and  print  industries.  The  company 
plans  to  expand  into  cable  television  and  the  Inter- 
net. "It  is  a  breakthrough,"  says  Hunan  Television 
chief  Long  Qiuyun.  Already  his  company  has  taken 
over  a  cash-strapped  economics  newspaper  from 
the  Central  Party  School,  and  plans  are  afoot  to 
acquire  other  publications. 

Succeeding  as  a  private  company  in  China  is  far 
from  easy.  Already,  companies  like  those  in  Wen- 
zhou's  electronic  parts  industry  are  struggling  to 
make  the  transition  from  small,  family-run  outfits  to 
larger  corporations  with  sophisticated  production, 
technology,  and  management.  With  that  in  mind, 
Delixi  is  starting  to  outsource  production  of  some 
components  to  other  companies.  "If  we  want  to  per- 
fect our  product,  it's  impossible  for  us  to  do  everything, 
says  Vice-President  Hu.  Chint  and  Delixi  are  even  estab- 
lishing outside  boards  of  directors. 

Both  companies  also  have  had  their  share  of  hard-knock 
lessons.  Like  countless  state  and  private  enterprises,  Chint 
and  Delixi  in  the  early  1990s  expanded  into  everything 


THE  LONG  MARCH  TO 
CAPITALISM 


1900-1930s  Capitalism 
flourishes  in  foreign-con- 
trolled coastal  cities  such 
as  Shanghai,  which 


THE  BAD  OLD  DAYS:  European  Shanghai 


emerges  as  a  leading 
Asian  financial  and  com- 
mercial center. 


1949  Communists  win 
power.  Most  industrialists 
flee  to  Hong  Kong  and  Tai- 
wan. Mao  Zedong  assures 
remaining  businessmen 
the  government  will  buy 
their  assets  or  let  them 
operate  joint  ventures. 

1951  Following  onset  of 
the  Korean  War,  Commu- 
nist policies  turn  more 
radical.  Crackdowns  on 
intellectuals  and  capital- 
ists grow  intense. 


1956  Virtually  all  farms 
have  been  converted  to 
giant  rural  communes, 
and  urban  private  busi- 
nesses have  been  shut 


down  as  Mao  Zedong 
pares  for  the  disastrc 
Great  Leap  Forward. 

1966  Old  businessm| 
and  their  families  are 
talized  and  classified] 
"landlords"  at  the  ons 
the  Cultural  Revolutic 

1978  Deng  Xiaoping 
to  power,  launches  rm 
reforms,  and  opens  dc 
to  the  outside.  Farmer 
allowed  to  sell  some 
duce  on  the  open  marj 

1990-92  China  sets 
its  first  stock  exchan^ 
in  Shanghai  and  Sher 
zhen,  and  Deng  calls 
rapid  free-market  refol 
Thousands  of  "red  cap) 
ists" — usually  Commuj 


RED  CHIPS:  The  earlu 


officials  and  their  fam 
—emerge  to  seize  opp 
tunities.  But  Beijing  stl 
insists  the  state  play  tr 
paramount  role  in  the 
economy,  and  most  bu: 
nesses  are  linked  to  go 
ernment  bodies. 


1997  Chinese  Presiden 
Jiang  Zemin  and  other 
Communist  leaders  for 
first  time  officially  em- 
brace private  enterprise 
and  announce  plans  to 
sell  off  thousands  of  stc 
industries  at  the  15th 
Party  Congress. 


1999  Acknowledgment 
the  private  sector  is  writ 
ten  into  China's  constitu 
tion,  and  the  governmen 
issues  laws  delineating  t 
rights  and  responsibilitie 
of  private  businessmen. 
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TRUST  IS  THE  CORNERSTONE  OF 
EVERY  SUCCESSFUL  PARTNERSHIP 


u 


PeopleSoft  is  well  positioned  to  emerge  as  a  leader  in  eBusiness  software  solutions.  In  our  position  as  a  global 
leader  in  £RP  and  eBusiness,  we  view  our  alliance  with  PeopleSoft  as  an  essential  part  of  our  strategy 


n 


Scott  Hartz-Managing  Partner, 
Global  Consulting 


Pricb/VaTerhouseQopers  Q 


It 


PeopleSoft  is  a  market  leader  in  analytic  applications  with  its  Enterprise  Performance  Management  product 
family.  As  a  co-developer  of  these  Internet-enabled  products,  KPMG  has  found  PeopleSoft  to  be  an  outstanding 
partner.  We  see  these  applications  as  the  cornerstone  of  effective  business  management  for  our  mutual  customers 


in  the  next  millennium 


t) 


Rod  McGeary-Vice  Chairman,  Consulting 


« 


PeopleSoft  provides  compelling  and  easy  to  use  enterprise  business  applications.  Our  business  alliance  with 
them  has  been  mutually  beneficial.  Organizations  would  do  well  to  consider  PeopleSoft  solutions  as  a  foundation 


for  their  Internet  and  eBusiness  deployments 


ft 


Pat  Loconto-CEO 


Deloitte 
Consulting 


u 


We  at  Arthur  Andersen  see  PeopleSoft  as  one  of  the  clear  leaders  in  the  field  of  Internet-enabled  eBusiness 
software  solutions.  The  partnership  between  Arthur  Andersen  and  PeopleSoft  underscores  the  commitment, 


JJ 


value,  and  global  capabilities  we  will  continue  to  bring  to  our  joint  customers. 

.ARTHUR      Chuck  Ketteman-Global  Managing  Partner, 
ANDERSEN  Business  Consulting 


App  I  i  cat  i  o  as  for  eBusiness" 


www.peoplesoft.com 


888.773.8277 
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from  coal-mining  machinery  to  clothing  and  real  estate. 
After  several  tough  years,  Delixi  was  forced  to  sell  off 
most  of  its  new  businesses  and  focus  anew  on  electronic 
components.  "Private  companies  must  be  very,  very  care- 
ful," says  Hu.  "There  are  many  enterprises  that  have  failed 

because   of  too-rapid 
diversification." 

It's  also*  hard  to  know 
how  far  some  of  the 
most  outlandish  firms  can  go  as  they  bounce  from  one  ven- 
ture to  the  next.  Chen  Rong,  president  of  Zhonglu  Group, 
started  out  with  a  small-scale  apparel  factory,  switched  to 
stock  speculation  in  the  early  1990s,  then  went  into  bowling 
equipment.  "Since  state  enterprises  didn't  care  to  enter  the 
bowling  business,  it  was  a  blank  slate,"  says  Chen.  Now  he 
wants  to  branch  out  into  investment  banking,  biotech,  even 
the  Internet.  So  far,  he's  been  successful.  But  playing 


the  field  this  way  is  a  tough  formula  for  the  long 

Finally,  there  is  always  the  danger  that  Beijing  will| 
again  swing  back  to  conservatism.  With  much  of  the  le 
ship  formed  in  the  Soviet  mold  of  stodgy  state  bureaud 
much  resistance  remains  to  letting  go  of  key  strategic  sel 
such  as  telecom.  Nervous  about  too  much  exposure,  comd 
like  private,  Shenzhen-based  telecom-switch  manufacj 
Huawei  try  to  avoid  the  limelight.  In  the  absence  of  a  si 
legal  system,  entrepreneurs  still  risk  being  squeezed  b| 
pacious  local  officials. 

Despite  such  worries,  entrepreneurialism  is  now  lo<j 
like  China's  best  hope.  As  the  top  leadership  prepan 
herald  50  years  of  running  China  at  the  celebration  in  Be 
the  real  party  may  be  starting  elsewhere,  as  private  ej 
prise  triumphs  in  the  cities  and  provinces  across  the  coi 
By  Dexter  Roberts  in  Changsha,  with  Sheri  Pras.i 
Shanghai  and  Mark  L.  Clifford  i)i  Hong  Kong 


THE  VERY  MODEL  OF  A  MODERN  CHINESE  JUGGERNAUT 


The  carefully  manicured  grounds  of 
Broad  Air  Conditioning  stand  in 
stark  contrast  to  the  jumble  of 
small  factories  and  scattered  patch- 
work of  rice  paddies  outside  Chang- 
sha, Hunan.  With  its  whitewashed 
buildings  and  neatly  paved  roads,  the 
factory  compound  is  a  mini-city  where 
most  of  Broad's  1,200  employees  live 
and  work. 

Broad's  chief,  38-year-old  Zhang 
Yue,  a  former  elementary  school 
teacher  and  lover  of  Chinese  cal- 
ligraphy, wants  to  stand  out  by 
making  his  $192  million  company 
markedly  different  in  management, 
production,  and  finances  from  the 
mass  of  China's  ailing  state  enter- 
prises. He  aims  to  create  a  compa- 
ny spirit  more  akin  to  that  of  a 
Japanese  or  Korean  outfit  than  the 
typical  loosely  run  Chinese  enter- 
prise. Broad's  workers  must  under- 
go 10  days  of  boot  camp,  at  which 
a  retired  army  sergeant  supervises 
punishing  six-mile  runs  to  instill 
esprit  de  corps.  Broad  insists 
workers  live  in  company- 
provided  dormitories  and 
requires  a  neatly  pressed 
and  freshly  laundered  com- 
pany uniform. 

DECADE  OF  GROWTH.  This  saga 
started  11  years  ago,  when 
Zhang  Yue  and  his  younger 
brother,  Zhang  Jian,  an  engineering 
student,  patented  a  special  technology 
for  boilers,  ensuring  that  the  volatile 
machines  wouldn't  blow  up — a  common 
problem  for  the  shoddy  state-manufac- 
tured ones  then  available.  They  quick- 
ly sold  that  technology  to  20  compa- 
nies, and  with  some  $4,000,  Broad  Air 
Conditioning  was  born. 

That  initial  grubstake  has  allowed 
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Broad  to  finance  a  decade  of  expansion 
that  has  made  it  into  one  of  the  coun- 
try's largest  fully  private  enterprises. 
Continuing  royalties,  as  well  as  a 
tightly  run  business,  have  allowed  the 
company  to  expand  without  taking  on 
bank  debt.  That's  a  rare  feat  in  China, 
where  most  state  companies  have  fu- 


for  its  product  reliability  and  quality. 
The  next  step  is  to  start  exporting  ttj 
the  U.  S.  and  Europe. 

Despite  those  big  plans,  it's  not  go-l 
ing  to  be  easy  for  Broad  to  avoid  the  I 
problems  created  by  the  turbulent 
Chinese  economy.  Two  years  of  defla- 
tion have  also  hit  prices  in  his  indus- 


NEW  ORDER 

Zhang  is  filling 
Broad  Air  with 
Japanese-style 
team  spirit 


eled  their  growth 
with  often  reckless 
bank  borrowing.  "We 
rarely  think  about 
government  policy 
and  how  it  affects  us. 
We  rely  on  our- 
selves," says  Zhang. 
Broad  sells  a  range  of  large  central 
air-conditioner  and  heating  systems  at 
$300,000  to  $500,000.  That's  20%  more 
than  competitors  charge,  but  the  dif- 
ference pays  for  itself  because  of  the 
energy  efficiency  involved  in.  using  nat- 
ural gas  instead  of  electricity.  Today, 
the  company  has  snapped  up  more 
than  80%  of  its  sector  of  the  national 
market  and  won  kudos  across  China 


try,  leading  to  a  20%  drop  in  Broad's 
revenues  in  1998  over  the  year  before 
Zhang  declines  to  reveal  profit  fig- 
ures but  says  Broad  is  still  in  the 
black.  He  hopes  that  a  turnaround  in 
the  construction  sector  is  ahead  and 
that  Broad's  emphasis  on  quality  will 
bring  in  large  numbers  of  customers 
again.  His  big  advantage  is  that,  unlik 
other  entrepreneurs,  he  has  not  lost 
his  focus  on  his  core  business.  And  he': 
not  burdened  with  the  debts  and  cost 
ly  benefits  programs  that  state  firms 
shoulder.  But  even  for  one  of  China's 
best  private  businessmen,  the  struggle 
never  ends. 

By  Dexter  Roberts 
in  Changsha 
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How  easy  is  if  to  earn  free  travel,  meals  and  merchandise  in  the  new  Radisson  Gold  Rewards  program? 
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SKECHERS  HAS  TO 
WATCH  ITS  STEP 

Parallels  with  L.A.  Gear  make  Wall  Street  wary 


A  debate  is  raging  in  the  daily  de- 
sign meeting  of  hip  footwear  com- 
pany Skechers  usa  Inc.  To  launch 
its  latest  line  of  girls'  running 
shoes,  with  a  clean  look  aimed  at  a  wide 
audience,  designers  are  arguing  for  a 
model  using  a  simple  white-leather  top. 
But  Chairman  and  ceo  Robert  Y. 
Greenberg,  the  man  who  gave  America 
L.  A.  Gear  sneakers  and  helped  popu- 
larize clunky,  big-soled  shoes,  has  locked 
on  to  a  jazzier  version  made  of  bright 
blue  mesh  covered  by  shiny  plastic. 
"There  is  no  contest,"  insists  the  wiry, 
white-haired  Greenberg.  Glancing  at  the 
white  shoe  in  a  display  room  at  his 
Manhattan  Beach  (Calif.)  headquarters, 
he  says:  "This  is  pushing  a  car  up  a  hill 
with  a  piece  of  rope.  Girls  don't  need  us 
for  this."  He  holds  up  the  electric- 
blue  shoe.  "They  need  us  for  this. 
This  is  pretty." 

Picking  cool  shoes  is  Greenberg's 
life.  From  earlier  days,  when  he 
screwed  roller  skates  onto  running 
sneakers  and  sold  them  at  Venice 
Beach,  Greenberg  could  always  create 
and  hawk  a  hot  product.  The  same, 
however,  can't  be  said  for  his  ability  to 
run  a  company.  His  biggest  empire, 
L.  A.  Gear  Inc.,  grew  into  the  third- 
largest  sneaker  company  almost 
overnight  in  the  1980s.  Then  it  flamed 
out  in  the  early  1990s  as  the  brand  be- 
came passe  and  the  company,  faced  with 
mountains  of  unsold  shoes  and  ques- 
tions about  its  accounting,  had  to  re- 
state its  results.  Now,  Greenberg,  59, 
is  riding  another  rocket  with  Skechers. 
The  similarity  with  the  early  years  of 
L.  A.  Gear  is  breathtaking — and  for 
many  investors,  scary. 
STREET  LINGO.  Seven-year-old  Skech- 
ers— its  name  is  street  lingo  for  a  wild- 
ly energetic  person  who  can't  sit  still — 
has  more  than  tripled  its  sales  in  three 
years,  to  $372.7  million  in  1998.  That's 
largely  thanks  to  Greenberg,  who  cor- 
rectly foresaw  what  $9  billion  Nike  did 
not:  that  kids  wanted  rugged  leather 
shoes  and  boots  to  go  with  fashionable 
cargo  pants  and  khakis,  not  just  white 
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athletic  shoes.  This  year  should  bring 
another  29%  jump,  to  $480.3  million,  es- 
timates Harry  G.  Katica,  an  ana- 
lyst at  Prudential  Securities  Inc. 
He  expects  1999  operating  in- 
come to  soar  to  $51.(5  million, 
up  52%  from  last  year,  and 
light-years  from  the  $1.8  mil- 
lion it  earned  in  1995. 

Propelled  by  a  heavy  dose  of 
music-laced  lifestyle  ads 
on    MTV,    ESPN,    and 


GREENBERG: 

He  foresaw  the 
demand  for 
rugged  footwear 
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Nickelodeon,  Skechers'  chunk1,™ 
sneakers,    cleat-heeled    sandalsB 
blunt-toed  boots  have  become  th 
of  the   Dawson's   Creek   crowd 
brand  is  "exceptionally  strong  for 
to-school  right  now,"  says  Louis  J 
Jr.,  head  footwear  merchandiser  i 
Penney  Co.,  the  second-biggest 
of  shoes  in  the   U.  S.   A  surv 
Teenage  Research  Unlimited  Inc 
that  17%  of  2,000  teens  had  bo 
pair  in  the  past  year.  Says  Gree 
"We  are  becoming  immortalized 
minds  of  3-  to  25-year-olds." 

Too  bad  the  middle-aged  denize 
Wall  Street  aren't  as  smitten.  Ske 
initial  public  offering  was  post 
once,  and  underwriter  De 
Banc  Alex.  Brown  slashed  ;t' 
fering  price  by  $3,  to  11,  a: 
fered  4  million  fewer  s 
Skechers  finally  went  pub 
June  9,  selling  7  million  s 
The  price  fell  steadily,  to  a: 
5!4  today.  Investors 
Skechers  at  less  tha 
en  times  its  expect 
earnings,  com 
with  25  time 
Nike  and  14 
for  Steven  M 
Ltd.,  another 
maker  po 
with  teens. 

The  skept: 
partly    re 
anxieties 
the  ficklene 
youth     fash 
The     wave 
Skechers   is   r: 
could   end  jus 
abruptly  as  it 
ed.  But  more 
anything,  Greenl 
is  being  punishes 
his  past.  Many  S 
ers  executives 


All  you  want  is  a  simple  solution  that  works. 
At  Ricoh,  we  look  at  your  needs 
and  come  up  with  a  networked  printing  solution 
that  puts  you  at  the  top  of  your  game. 
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:oh  at  1-800-63-RICOH 
us  at  www.ricoh-usa.com 


We're  in  your  corner. 
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The  Corporation 


Greenberg's  36-year-old  son  Michael, 
who  was  L.  A.  Gear's  national  sales 
manager  and  is  now  Skechers'  presi- 
dent. Altogether,  five  Greenberg  off- 
spring sport  executive  titles,  which 
worries  some.  "I  wouldn't  go  near 
any  company  run  by  Robert 
Greenberg,"  says  a  private  in- 
vestor who  followed  L.  A.  Gear  as 
an  analyst.  The  parallels  between  the 
companies,  he  says,  are  "frightening." 
UNFAIR  NOTORIETY.  Greenberg  accepts 
his  notoriety,  even  though  he  thinks  it  is 
unfair.  He  blames  many  of  L.  A.  Gear's 
troubles — and  its  reorganization  last  year 
under  bankruptcy  law — on  the  invest- 
ment team  he  turned  to  in  1991,  after 
sales  and  the  stock  price  had  started  to 
tank.  One  executive  involved  in  the  in- 
vestment transaction  admitted  that  se- 
rious marketing  miscues  were  made  af- 
ter Greenberg  resigned  in  1992.  But  he 
says  the  company  was  already  in  free 
fall.  "Robert  lost  control  of  the  compa- 
ny," says  the  executive,  who  asked  not 
to  be  named.  "We  inherited  a  mess."  In- 
deed, shortly  before  Greenberg  left,  the 
company  had  to  restate  quarterly  finan- 
cial for  part  of  1990  and  '91.  It  ac- 
knowledged that  some  shipments  were 
improperly  recorded  as  sales,  and  that  it 
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Investors  value 

Skechers'  stock  at  far 

less  than  Nike  or 

Steven  Madden 


had  suffered  losses  for  the  p  < 
Today,  Greenberg  sees  Skec 
climbing  sales  as  his  best  chancAj 
redemption.  "It  may  take  several  <pp 
ters  of  results,  but  perception  will  t%\ 
he  says.  And  certainly  no  one  shoukU 
derestimate  Greenberg.  A  former  tin 
stylist,  he  got  his  start  in  the  fas 
business  back  in  1968,  when  he  s<n 
chain  of  salons  in  Brookline,  Maspi 
launch  a  line  of  fashion  wigs  and  If 
designer  jeans.  By  1979,  Green|| 
had  moved  to  Los  Angeles,  wherH 
opened  up  a  skate  stand  at  Venice  Bij 
A  score  came  when  he  sold  $3  mil 
worth  of  E.  T  shoelaces.  Greenberg  I 
the  money  to  open  a  small  clothing  t  m 
ufacturer  called  L.  A.  Gear.  He  impc  a 
30,000  brightly  colored  sneakers  fj-cl 
factory  in  China,  then  latched  on  to  I 
hot  market  for  women's  aerobic  sip 
L.  A.  Gear's  sales  exploded  from  $70 
lion  to  $900  million  in  three  years. 

After  he  left  L.  A.  Gear,  Green 
started  a  company  to  distribute 
Martens — the  clunky  British  shoe 
maker,  R.  Griggs  Group  Ltd.,  rec 
sued  Skechers,  claiming  it  prod 
knockoffs.  (The  case  is  pending, 
Greenberg  has  countersued,  asser 
that  Griggs  falsely  claims  to  mak 


Sprint  ION  Integrated  On-Demand  Network.  Voice,  video,  data  and  Internet  on  a  single  connection.  It's  here.  It's  real. 
And  it  will  totally  revolutionize  the  way  employees,  suppliers  and  customers  share  information.  Because  Sprint 
ION  redefines  collaboration.  Now  everyone  will  be  able  to  work  together  in  real  time,  sharing  input  from  every 
source.  And  because  geographical  constraints  can  be  virtually  eliminated,  it  will  have  great  impact  on  your  entire 
business  world — from  facilitating  the  hiring  and  management  of  employees  to  improving  the  response  time  of 
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on  Skechers.  "Rob- 
has  the  ability  to 

over  trends  and  get 
board  faster  than 
one  I  have  ever 
,"  says  Steven  Nich- 
ciii  of  K-Swiss  Inc. 
Westlake     Village, 

[if.,    another    hot 

aker  maker. 
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ables  keeping  the  red-hot  momentum 

ng.   The   company's   order  backlog 

pped  16%  this  spring  from  '98  lev- 
Declining  backlogs  are  often  a  sign 

t  manufacturer  inventory  is  piling  up 

stores,  says  Faye  Landes,  an  analyst 

h  Thomas  Weisel  Partners,  an  in- 
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DATA:  SKECHERS  USA  INC.,  PRUDENTIAL  SECURITIES  INC.,  BLOOMBERG  FINANCIAL  MARKETS 

ever,  the  company  says  store  invento- 
ries are  lean.  J.  C.  Penneys  Lynn  concurs 
that  popularity  remains  high;  the  head  of 
footwear  merchandising  at  another  big 
chain  agrees,  crediting  big-bucks  mar- 
keting. With  the  company  spending  10% 
of  sales  on  ads  and  promotions,  she  says, 
"it  gives  them  staying  power." 

Greenberg  insists  he's  keeping  inven- 
tories tight  this  time  by  updating  orders 
from  Asian  suppliers  each  week.  And  he 
has  put  his  creative  people  into  over- 
drive to  diversify  the  lineup.  L.  A.  Gear, 
he  says,  was  essentially  a  one-trick  pony, 
with  one  white  aerobic  sneaker  that 


in 
of     treatments. 

Skechers  is  offering 
!KK)  different  style.-,  this 
fall.  "We  aren't  a  joci 
ated  with  any  single 
category  of  footwear," 
Greenberg  insists. 
"We're  just  cool." 

Of  course,  that  puts 
a  very  hefty  premium 
on  staying  ahead  of  the 
fashion  hordes.  Skech- 
ers'   design    team    of 
twenty-     and     thirty- 
somethings  travels  constantly  to  keep 
tabs  on  the  latest  trends.  Greenberg 
himself  keeps  his  eye  on  the  pavement. 
According  to  Michael  Greenberg,  his 
dad  hasn't  seen  the  last  five  minutes  of 
a  movie  in  years — he  can't  resist  plant- 
ing himself  in  front  of  the  exit  to  get  a 
glimpse  of  hundreds  of  pairs  of  shoes 
rushing  by.  So  far,  the  legwork  has  paid 
off.  But  with  Greenberg's  track  record, 
investors  will  have  to  see  much  more 
before  they're  convinced  Skechers  is  on 
solid  footing. 

By  Kathleen  Morris  in  Manhattan 


your  supply  chain.  But  it's  'not  just  about  how  Sprint  ION 
will  help  you  face  the  future  as,a  faster,  more  responsive 
company.  It's  about  building  stronger  bonds  between  all  the 
people  who  push  your  business  further.  Isn't  that  the  point 
of  contact?  www.sprint.com/ion  Toll-free  1-877-SPRINT  ION 
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Chicago,  IL 
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businesses  from  top  to  bottom.  If  your  company  is  to  survive  and  prosper,  you  need 


more  than  a  website,  more  than  an  e-commerce  initiative.  You  need  a  strategy, 
a  purpose,  a  vision.  Start  here. 

JOIfl    Other  prominent  busmd      eaders  and  strategists  at 
Business  Week's  e.biz  Live.  It's  an  intensive,  full-day  program^ 
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the  first  in  a  series  of  live  events  based  on  Business  Week's 


i.biz  sectio 


ic  new  e.piz  section.  It's  the  only  e-commerc 
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designed  to  arm  you  for 
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your 


etitive  position. 


IJR 


case  studies  from 


net-smart  compc  Ks  about  their  transition  to 
e-commerce,  and  team  with  your  executive  peers 


at  roundtables  led 


>rce  experts  to 


address  problems  and  share  solutions. 


Enrollment  is  limited  to  250  executives.  One  phone  call  reserves  your  spot.] 
Call  800-682-6007  to  register  or  get  more  information. 
Or  register  online  at  www.conferences.businessweek.com/1999/ebiz. 
To  get  the  latest  on  the  conference  program,  visit  the  conference  website, 

or  call  800-682-6007  and  ask  for  document  #110. 
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The  name  is  new. 
The  reputations 

are  legendary. 


SECURITY 


For  almost  two  decades,  businesses  have 
trusted  Security  Dynamics  Technologies,  Inc. 
and  RSA  Data  Security,  Inc.  to  secure  e-business, 
even  before  it  was  called  e-business.  Today,  the 
companies  have  unified  under  one  name, 
RSA  Security  Inc.  Our  new  name  and  look 
reflects  our  singular,  continued  commitment  to 
innovative  products  that  help  customers  meet 
the  security  needs  of  e-business,  and  the  support 
and  services  that  tie  it  all  together.  You  may  not 
have  known  us  by  name,  but  you  should. 
Chances  are  you've  already  relied  on  one  or 
more  of  our  products  to  purchase  something 
over  the  Internet,  securely  send  email,  safely 
connect  to  your  network,  or  do  your  banking 
online.  As  a  combined  company,  we  are  the 
most  trusted  name  in  e-security  —  bar  none. 


More  than  450  million  copies  of  our  RSA  BSAFE® 
encryption  technology  are  installed  in  today's 
most  successful  applications  and  devices.  More 
than  half  of  the  Fortune  100  already  use  our 
award-winning  RSA  SecurlD®  user  authentication 
systems  to  protect  their  networks  and  vital 
information.  And  our  new  RSA  Keon™  product 
line  provides  companies  with  a  complete  digital 
certificate  system,  known  as  "PKI,"  to  enable 
and  manage  security  for  e-commerce 
applications.  Thousands  of  customers  trust 
RSA  Security,  including  Cisco,  Compaq,  Ericsson, 
Fidelity,  IBM  and  Lucent.  Shouldn't  you?  To 
learn  how  we  might  serve  your  e-security 
needs,  please  visit  us  at  www.rsasecurity.com, 
or  contact  us  at  info@rsasecurity.com  or 
1-877-RSA-4900. 
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nhe  Most  Influential  People 
In  Electronic  Business 
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(left  to  right,  top  row) 

Tim  Koogie,  Yahoo! 

Masayoshi  Son,  Softbank 

Jay  Walker,  priceline.com 

Louis  Borders,  Webvan 

John  Hagel,  author 

(middle  row) 

Mary  Meeker,  Morgan  Stanley 

Meg  Whitman,  eBay 

Christos  Cotsakos,  ETrade 

Clen  Meakem,  FreeMarkets 

Lawton  Fitt,  Goldman  Sachs 

(front  row) 

Jeff  Bezos,  Amazon.com 

Dave  Peterschmidt,  Inktomi 


Bernard  Arnault,  LVMH 

Steve  Case,  AOL 

John  Chambers,  Cisco 

Pehong  Chen,  BroadVlsion 

Jim  Clark,  Netscape, 

Healtheon,  myCFO 

Michael  Dell,  Dell 

John  Doerr,  Kleiner  Perkins 

Lou  Gerstner,  IBM 

Ellen  Hanock,  Exodus 

Bill  Joy,  Sun 

Bob  Kagle,  Benchmark 

Kevin  O'Connor,  Doubleclick 

David  Pottruck,  Schwab 


WHICH    WOULD    YOU    RATHER    HAVE? 
FTWARE    COMPANY    THAT    PROMISES    YOU    THE    WORLD? 
OR    ONE    THAT    DELIVERS    IT? 
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The  name  is  new. 
The  reputations 

are  legendary. 


SECURITY 


> 


For  almost  two  decades,  businesses  have 
trusted  Security  Dynamics  Technologies,  Inc. 
and  RSA  Data  Security,  Inc.  to  secure  e-business, 
even  before  it  was  called  e-business.  Today,  the 
companies  have  unified  under  one  name, 
RSA  Security  Inc.  Our  new  name  and  look 
reflects  our  singular,  continued  commitment  to 
innovative  products  that  help  customers  meet 
the  security  needs  of  e-business,  and  the  support 
and  services  that  tie  it  all  together.  You  may  not 
have  known  us  by  name,  but  you  should. 
Chances  are  you've  already  relied  on  one  or 
more  of  our  products  to  purchase  something 
over  the  Internet,  securely  send  email,  safely 
connect  to  your  network,  or  do  your  banking 
online.  As  a  combined  company,  we  are  the 
most  trusted  name  in  e-security  —  bar  none. 


More  than  450  million  copies  of  our  RSA  BSAFE® 
encryption  technology  are  installed  in  today's 
most  successful  applications  and  devices.  More 
than  half  of  the  Fortune  100  already  use  our 
award-winning  RSA  SecurlD®  user  authentication 
systems  to  protect  their  networks  and  vital 
information.  And  our  new  RSA  Keon™  product 
line  provides  companies  with  a  complete  digital 
certificate  system,  known  as  "PKI,"  to  enable 
and  manage  security  for  e-commerce 
applications.  Thousands  of  customers  trust 
RSA  Security,  including  Cisco,  Compaq,  Ericsson, 
Fidelity,  IBM  and  Lucent.  Shouldn't  you?  To 
learn  how  we  might  serve  your  e-security 
needs,  please  visit  us  at  www.rsasecurity.com, 
or  contact  us  at  info@rsasecurity.com  or 
1-877-RSA-4900. 
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■'!  and  role-based  analytic  solutions,  using  technologies  the  big-name  latecomers  are  still  trying  to  spin.  Our  customer 
I  be  delivering  the  next  leading  technology.  For  details  visit  www.lawson.com/spiderweb  or  call  800-477-1357,  ext| 
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WHICH    WOULD    YOU    RATHER    HAVE? 
SOFTWARE    COMPANY    THAT    PROMISES    YOU    THE    WORLD? 

OR    ONE    THAT    DELIVERS    IT? 
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September  27, 1999 


f^U    THE   E.BIZ  25 

Masters  of  the  Web  Universe 

The  inaugural  business  week  e.biz  25  celebrates  the 
Internet  innovators  who  are  doing  the  most  to  spark 
a  transformation  of  society  that  is  as  profound  as  the 
Industrial  Revolution.  From  such  bona  fide  captains 
of  industry  as  Yahool's  Timothy 
Koogle  to  relative  unknowns 
such  as  Glen  Meakem,  founder 
of  FreeMarkets  Inc.,  they  repre- 
sent a  wholesale  redistribution 
of  tech  leadership 


•ditor's  Memo 


IOME  PACE 

|»ealed  Air's  niche  is  all  wrapped  up; 
[divorce,  Internet-style;  extreme  com- 
iTierce;  Silicon  Valley's  mobile  dentist; 
not  wheels  for  hot  venture  capitalists 

PERSPECTIVE 

io's  Afraid  of  Net  Banking? 

Consumers,  that's  who.  But  online 
banking  is  improving,  and  it  will  be  a 
Iviable  alternative  to  traditional  banks 

>ATA  MINE 

I  Want  My  MP3! 

I  It's  mostly  a  fringe  movement-for 
Inow-but  downloadable  music  is  the 
[key  to  e-success  for  the  record  biz 

MENTARY 

ie  GTeat  Equalizer?  Not  Yet 

|The  Net  was  supposed  to  herald  a 
new  era  of  diversity.  But  so  far,  the 
e-world  looks  awfully  white  and  male 

I  STRATEGIES 

A' Neanderthal'  Logs  On 

Fed  up  with  order  snafus,  the 
electrical-parts  industry  has  built 
itself  a  snazzy  new  network 


One  Nifty  Net  Came 

Office  Depot  is  a  case  study  of  how 
a  brick-and-mortar  merchant  can 
build  a  Web  strategy  that  plays  to 
its  strengths 
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UPSTARTS 

A  Gold  Mine  in  the  Making 

Chances  are,  you  haven't  heard  of 
Inktomi,  but  this  dynamo  could  wind 
up  as  the  toll  collector  of  the  Net 

'Just  Another  Medium' 

QVC's  Internet  arm  takes  a  low-tech 
approach-and  boasts  some  of  the 
happiest  customers  around 

NET  WORTH 

Finding  the  Perfect  Shareholder 

Through  data  mining  and  the  Net, 
IPO  issuers  hope  to  match  people  to 
stocks  they'll  hold  for  the  long  term 
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What  Price 
Eyeballs? 

Startups  can  get  access  to  a  powerful 
portal's  customers-in  exchange  for 
equity  stakes 

CLICKS  &  .MISSES 

The  Trouble  With  IPO  Sites 

You'd  think  the  Net  would  be  a  great 
place  to  get  the  lowdown  on  the  latest 
offerings.  Think  again 

Cleaning  Up  the  Clutter 

Like  many  sites,  sports  powerhouse 
cnnsi.com  got  too  crowded.  Here's  a 
preview  of  its  new  design 

DIGITAL  DISPATCH 

How  to  Talk  the  Talk 

Ever  heard  of  a  value  proposition? 
How  about  the  dirt  world?  Here's  a 
lesson  in  Geekspeek 

CUTTING  EDGE 

Is  That  E-biz  Roadkill  Ahead? 

It's  inevitable:  All  those  Internet 
retailers  are  likely  to  face  a  major 
shakeout  after  the  holidays 


ON  THE  COVER:  PHOTOGRAPH  BY  ALAN  LEVENSON, 
BACKGROUND  AND  COMPOSITION  BY  DENNIS  CHALKIN 
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KATHY  REBELLO,  MANAGING  EDITOR 

kathy_rebello@ebiJ.businessweek.com 


They're  Rockin' 
The  World 

I  figured  that  assembling  a  dozen  busy  executives  from 
around  the  world  for  a  joint  photo  would  mean  plenty  of 
headaches.  The  last  thing  I  expected  was  a  dance  party. 
But  that's  just  what  happened — as  you  can  see  from 

the  cover  of  this,  the  inaugural  version  of  our  list  of  the  most  influential 
people  in  electronic  business. 

When  the  12  Netheads — from  Seattle,  Silicon  Valley,  New  York,  Pittsburgh, 
and  even  Japan — arrived  in  San  Francisco,  the  rock  music  was  cranked  to  the 
rafters.  For  our  group,  this  wasn't  just  background  music.  They  broke  loose  and 
gave  us  a  look  at  the  energy  powering  the  e-business  revolution.  Amazon.com 
ceo  Jeff  Bezos  was  irrepressible — so  much  so  that  we  asked  him  to  move  off  the 
top  of  a  tiered  platform  onto  the  bottom  step  for  fear  he  might  tumble  over  the 
side  with  his  high  kicks.  Investors  would  not  have  been  happy.  Yahoo!'s  Tim 
Koogle  went  Saturday  Night  Fever  with  not  one,  but  two  ringers  aloft.  And  where 
else  would  you  see  eBay's  Meg  Whitman  doing  the  frug? 
It  was  a  hoot.  Even  putting  it  together  wasn't  such  a  teeth-gnashing  task.  Get- 
ting the  planets  aligned  took  a  little  more  than  one  week.  By  contrast,  coordi- 
nating a  photo  shoot  two  years  ago  with  12  of  Silicon  Valley's  finest — including 
Andy  Grove,  Steve  Jobs,  and  Scott  McNealy — took  one  month.  Ah,  finally,  we 
see  the  upside  of  Internet  time.  Our  thanks  to  the  rockin'  Netheads  and  to  pho- 
tographer Alan  Levenson,  who  captured  the  spark  behind  the  Net  phenomenon. 


BusinessWeek  ONLINE, 


The  Web  Site  for 
Electronic  Busines 

Keep  up  with  developments  in  the 
paced  world  of  e-business  at  ebiz.l 
nessweek.com.  The  site  offers  the  I; 
news  from  cnet  and  the  staff  of  bus 
week  magazine  and  Business  Week 
line.  Check  out  our  upcoming  set  of 
ular  e-business  features. 

MONDAY 

Perspective:    Columnist   Mike    Fr; 
writes  on  legal  issues  and  the  Net  (I 
20).  Plus:  Stefani  Eads  examines  Web 
with  high  customer-satisfaction  ratiii 

TUESDAY 
Company  Closeup:  A  look  at  Swecf 
pioneering  online  clothing  retailer  Dil 
mart.com  (Sept.  21). 

WEDNESDAY 

Movers  &  Shakers:  A  profile  of  Jay  V 
er  of  priceline.com.  His  radical  ide. 
letting  consumers  name  their  own  f 
is  shaking  up  the  marketplace  (Sept 

THURSDAY 

Street  Wise:  Sam  Jaffe  looks  at 
prospects  for  eBay's  stock  (Sept.  23). 

FRIDAY 

Clicks  &  Misses:  Web-site  review 
Office  Depot.com,  OfficeMax.com 
Staples.com  (Sept.  24). 

ALSO 

Watch  for  daily  additions  to  our  C 
Mine,  a  collection  of  facts  and  figL 
and  sample  occasional  opinion  piece: 
staffers,  academics,  or  executives. 

Browse  through  stories  from  business  \ 
and  business  week  e.biz. 

The  ebiz.businessweek.com  site  is  a 
area,  although  some  stories  from 
magazine  may  occasionally  be  avail, 
only  to  subscribers. 
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Building  a  successful  online  community  for 
customers,  partners  or  employees  takes 

aapar£ba  sifjil  QipBrnncSj  not  just  technology. 


Building  and  managing  a  successful  online  community  isn't  easy.  It  takes  the  kind  of  experience  that  only  a 
leader  like  Participate.com  can  deliver  Our  expertise  has  not  only  defined  the  online  community  management 
sector,  it  has  given  our  clients  a  powerful  outsourced  solution  that  is  significantly  better  faster  and  cheaper  than 
an  in-house  organization.When  it's  done  right,  an  online  community  doesn't  just  attract  users,  it  keeps  them 
coming  back  for  more.  Visit  us  at  www.participate.com  and  we'll  show  you  how. 
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Building  communities  that  build  your  business 
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A  Net  stock  with  a 


Here's  one  company  whose  Internet  commerce  bubble  isn't  about  to  bust  any 
time  soon:  Sealed  Air  Corp.,  the  Saddle  Brook  (N.J.)  company  that  makes  Bubble 
Wrap,  the  clear-plastic  packing  material  that  everybody — including  Chief  Executive  T.J. 
Dermot  Dunphy — loves  to  pop.  After  all,  those  items  people  snap  up  online  have  to 
be  shipped  somewhere,  and  they're  all  going  to  have  to  be  very  carefully  wrapped. 

Dunphy's  lips,  however,  are  sealed.  He  won't  discuss  how  much  of  his  revenue  is    , 
generated  by  e-commerce  sales,  but  some  Wall  Street  analysts  consider  Sealed 
Air  so  primed  to  ride  the  online  wave  that  they're  calling  the  firm  a  "backdoor  In- 
ternet play."  Sealed  Air  sells  its  Bubble  Wrap,  Instapak  foam  padding,  and  Jiffy   (7)$S 
padded  envelopes  to  e-commerce  customers  such  as  Lands'  End,  eToys,  and 
Amazon.com.  Analysts  say  Sealed  Air  racked  up  more  than  $1  billion  in  rev-  ,.-,.' 

enues  from  protective  packaging  sales  last  year.  They  expect  sales  to    '\i~i6\J^n^ 
grow  9%  this  year,  nearly  triple  historical  levels.  Says  analyst  Joel  G.  Tiss    \J=^ 
of  Lehman  Brothers:  "As  the  Net  boosts  the  amount  of  stuff  getting 
shipped  around  the  world,  all  that  stuff  has  to  be  protected." 

Investors  agree.  The  company's  stock  has  surged  from  27  last  Oct.  to  around  60. 
That  just  proves  there's  more  than  hot  air  in  Bubble  Wrap.  — Marcia  Stepanek 


WITH  THIS  MOUSE, 
I  THEE  SEVER 

Got  a  bad  marriage  but  a  good  modem? 
Rather  than  fly  to  Las  Vegas  for  a  quickie  di- 
vorce, more  couples  will  soon  be  calling  it  quits 
on  the  Web.  Desktop  Lawyer,  a  British  online  le- 
gal service,  is  scouting 
out  partners  for  its  e-di- 
vorce  service  in  the  U.  S. 
and  Europe.  Sound  like 
a  cyberscam?  Desktop 
Lawyer  has  proven  its 
case.  Since  July,  1,500  cou- 
ples have  paid  $130  to 
download  the  soft- 
ware. That's  cheap. 
British  lawyers  typically  charge  $800. 

Desktop's  clients  simply  log  on  to  desktop- 
lawyer.com  to  get  the  software.  The  package  in- 
cludes a  questionnaire  that  draws  up  a  divorce 
contract  according  to  the  answers.  Once  cus- 
tomers e-mail  the  completed  documents  to 
Desktop  Lawyer,  they  proceed  by  snail  mail  to 
the  courts.  With  costs  this  low,  maybe  divorcees 
will  have  enough  money  left  to  vacation  in 
Vegas.   — Inka  Resch 


XTREME    COMMERCE 


You  wouldn't  imagine  Steven 
Rothschild,  the  slightly  wonky 
entrepreneur  who  founded  Furni- 
ture.com  Inc.,  as  a  great  storyteller. 
But  the  40-year-old  really  fits  the 
bill  with  the  tale  about  how  he 
came  up  with  his  latest  online  ven- 
ture. At  home  one  day  his  wife  be- 
gan complaining  about  what  a 
pain  it  was  to  find  lightbulbs  for 
their  dog  pen.  That's  when  the  en- 
trepreneur saw,  er,  the  light: 
bulbs.com,  an  online  service  that 
sells  just  bulbs! 

That's  not  to  be  confused  with 
Justballs!,  mind  you.  Justballs!,  which 
is  a  seven-month-old  startup,  sells 
more  than  1,700  balls  for  sports, 
from  $1.95  Spaldeens  for  stickball 
to  $199  billiard  ball  sets.  Then,  of 
course,  there's  eBags  Inc.,  which 
specializes  in  sporting,  business, 
and  travel  bags.  And  Shov- 
els.com,  Sunglasses.com,  and 
WebTea.  Guess  what  they  sell. 


What's  going  on?  Extremely 
tical  e-merchants  are  bucking 
trend  of  such  companies  as  Ail 
zon.com  Inc.  and  the  shopping! 
eas  on   portals  devoted  to 
widest  variety  of  products  imajj 
able.  With  extreme  verticals, 
point  isn't  to  offer  a  wide  rangd 
products,  but  a  lot  of  the  s 
thing.  Bulbs.com,  for  example, 
it  plans  to  have  5,000  differ 
types  of  lightbulbs  out  of  an 
mated  total  market  of  7,000. r 
that's  extreme.    — Heather  Orel 
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At  8:01  am 


This  piston  head  cost  United  Technologies  $3.02. 


^  8:39  am 


It  cost  $1.95. 


In  38  minutes,  the 
FreeMarkets®  process  saved' 
35%  on  this  part.  For  this 
entire  online  auction, 
FreeMarkets  got  435 
bids  from  21  prequalified 
suppliers,  reducing  overall 
costs  23%,  and  saving 
million. 


*k  $3.7  millic 


Before  most  people  had  even 
heard  of  the  internet,  FreeMarkets 
was  conducting  successful  online 
auctions.  Since  1995,  we've 
created  online  auctions  for  over 
30  of  the  world's  largest  purchasing 
organizations,  in  over  50  product 
categories,  generating  nearly 
$1  billion  in  auction  volume  in 
1998  alone.  FreeMarkets  has  a 
blue  chip  client  list,  and  the 
technology,  information  resources 
and  value-added  services  that 
can  help  your  company  generate 
savings  that  can't  be  ignored. 

We'd  like  to  show  you  how.  Please 
visit  us  at  www.freemarkets.com, 
or  call  us  at  877  829  8826. 


FreeMarkets"  is  a  registered  trademark  of 
FreeMarkets,  Inc. 


FreeMarkets 

Redefining  purchasing  power 
for  the  Global  1000 
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BUT  WHO  HAS 
TIME  TO  FLOSS? 

When  harried  employees  of  such 
Silicon  Valley  companies  as  In- 
tuit, Netscape  Communica- 
tions, and  Cisco  Systems  are  choosing  a 
dentist  these  days,  they  use  simple  criteria: 
Does  the  dentist  have  a)  a  valid  license?  b) 
modern  equipment  and  techniques?  c)  col- 
lision insurance? 

Turns  out  "Internet  time"  is  at  once  in- 
creasing employee  teeth  gnashing — and  di- 
minishing their  chances  to  treat  it.  So,  three 
years  ago  dentist  Arnold  Keiles  in  Palo 
Alto,  Calif.,  decided  to  go  to  the  Web's 
warriors.  He  called  Winnebago  and  or- 
dered a  custom-built  "mobile  dentistry 
unit"  with  all  the  latest  gadgets,  from  digi- 
tal X-rays  to  a  Web-based  appointment 
service.  Keiles's  company,  On-Site  Dental 


Care,  now  has  six  of  these  $325,000  mobile 
units,  which  hit  a  couple  dozen  compa- 
nies each  week  and  serve  hundreds  of  high- 
tech  employees. 

Companies  don't  pay,  per  se — they  just 
make  sure  On-Site  accepts  their  dental 
plans  and  then  allow  the  mobile  units 
onto  their  sites.  Backed  by  local  investors, 
the  entrepreneurial  Keiles  hopes  to  bring 
drive-by  root  canals  to  other  high-tech 
centers  within  the  next  five  years.  Oh 
boy.   — Joan  O'C.  Hamilton 
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for  Jeeves 


cti 


Here's  proof  the  Internet 
can  be  just  as  much  fun 
as  TV  game  shows:  Pick  the  right 
venture-capital  investment  and  you 
can  win  big  prizes.  Consider  Geoffrey  Y. 
Yang  of  Institutional  Venture  Partners  in  Menlo 
Park,  Calif.  When  partners  at  IVP  make  home-run  picks  that  bring  in  prof  I 
its  of  $100  million  or  more,  they  win,  to  borrow  from  TV:  "A  ne-w-w-w  car!"| 
Already,  he's  driving  a  Mercedes  CL500,  thanks  to  Excite  Inc. 

Another  set  of  wheels — or  more — may  be  on  the  way.  Yang  is  respon- 
sible for  IVP's  investments  in  Ask  Jeeves  and  MMC  Networks,  which  bothl 
topped  $100  million  in  profits  before  the  stocks  dropped  recently,  rf  they  risel 
again,  Yang  will  get  his  cars  even  though  he  and  other  IVP  partners  are 
forming  a  new  firm  with  VCs  from  Brentwood  Venture  Capital.  Yang  says 
he  hopes  to  bring  the  old  tradition  to  his  new  firm.  — Timothy  J.  MullaneyK 


CYBERSOUATTERS IN 
THE  HIGH  RENT  DISTRICT 


How  do  you  cash  in  on  the  Internet  gold 
without  putting  in  18-hour  workdays  at  a 


bidnupr  internet  aaa 

esses  nave  oecome  tne  vveD  s  equivalent  or  real  estate  specuia* 

Web  address 
Original  owner 
Buyer 
Price/Date  of  sale 

DRUGS.COM 

Eric  Maclver,  Mesa,  Ariz.,  who  wanted  to  start  an  online  pharrri 
Venture  Frogs,  San  Francisco  Web  investors 
$823,456  /  August,  1999 

Web  address 
Original  owner 
Buyer 
Price/Date  of  sale 

WAUSTSEET.COM 

Ehud  Gavron,  the  owner  of  an  ISProvider  in  Tuscon,  Ariz.  1 
Players  Sportsbook  and  Casino  off  the  coast  of  Venezuela! 
$1.03  million  /  April,  1999 

Web  address 
Original  owner 
Buyer 

Price/Date  of  sale 

BINGO.COM 

Bingo,  Inc.,  an  Anguilla-based  game  company 
Progressive  General  Lumber  Corp.  of  Vancouver,  which 
changed  its  name  to  Bingo.com  Inc. 
$1.1  million  /  January,  1999 

Web  address 
Original  owner 
Buyer 
Price/Date  of  sale 

PORSCHCAS.COM 

Saeid  Yomtobian,  a  Sherman  Oaks  (Calif.)-based  Internet  nJ 

Porsche  Cars  North  America 

Zero  /  Transferred  to  company  by  court  order  February,  19I 

Web  address 
Original  owner 

Buyer 
Price/Date  of  sale 

PRESIDENTORRINHATCH.COM 

Joseph  Culligan,  a  Miami  private  investigator,  goading  the  Sel 

tor  into  passing  a  law  against  cybersquatting 

None  yet 

Asking  price  $45,000 

At  9:00  am 


Rock  salt  for  the  Commonwealth  of  Pennsylvania 
cost  $33.0  million. 


At 


6:05  pm 


It  cost  $30.5  million. 


In  one  day,  the 
FreeMarkets®  process 
obtained  615  bids  from 
9  bidders,  reducing  the 
cost  of  rock  salt  by  7%, 
and  saving  $2.5  million 
for  the  taxpayers  of 
Pennsylvania. 


Before  most  people  had  even 
heard  of  the  internet,  FreeMarkets 
was  conducting  successful  online 
auctions.  Since  1995,  we've 
created  online  auctions  for  over 
30  of  the  world's  largest  purchasing 
organizations,  in  over  50  product 
categories,  generating  nearly 
$1  billion  in  auction  volume  in 
1998  alone.  FreeMarkets  has  a 
blue  chip  client  list,  and  the 
technology,  information  resources 
and  value-added  services  that 
can  help  your  company  generate 
savings  that  can't  be  ignored. 

We'd  like  to  show  you  how.  Please 
visit  us  at  www.freemarkets.com, 
or  call  us  at  877  829  8826. 


FreeMarkets   is  a  registered  trademark  of 
FreeMarkets,  Inc. 
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BY 
GEOFFREY  SMITH 


Who's  Afraid 

Of  Online  Banking? 

Consumers,  that's  who.  But  it's  becoming  a  viable  alternative  to  banks 

or  the  past  three  years,  I've  been  a  PC-banking  junkie.  It  takes  me  10  min 
month  to  pay  bills.  I  can  track  every  transaction  online  and  transfer  funds  betwe 
counts  with  a  mouse  click — or  have  it  done  automatically.  And  I,  for  one,  an 
prised — no,  shocked — that  someone  with  a  pc  would  not  want  to  bank  onlin 
according  to  a  recent  survey,  Net-only  banks  and  traditional  banks  operating  on  th 

services  that  are  available  elsewhere 


are  doing  a  lousy  job.  So  bad,  in  fact,  they're 
sending  customers  fleeing  for  the  cyberexits. 

Here's  a  statistic  bound  to  wrinkle  the 
pinstripes  at  WingspanBank.com  and  oth- 
er banks  on  the  Web:  In  the  year  ended 
July  31,  3.2  million  consumers  signed 
up  for  Net  banking — while  3.1  million 
closed  their  accounts.  That  means  the 
net  increase  in  Internet  banking  customers 
was  a  skimpy  100,000,  or  2%,  for  a  total  of 
6.3  million  customers.  This  is  according 
to  Cyber  Dialogue  Inc.,  a  New  York  re- 
search firm  that  surveyed  2,000  Net  users 
and  non-Internet  users.  These  numbers 
contradict  other  studies  that  show  Net 
banking  growing  50%-plus  a  year.  Cyber 
Dialogue  claims  that  many  accounts  count- 
ed in  those  studies  are  probably  not  active. 
bells  and  whistles.  So  are  the  prospects  for  Net-only  banks  and 
traditional  banks  on  the  Web  bleak?  Not  at  all.  Bet  on  many  of  the 
frustrated  consumers  eventually  being  wooed  back  to  the  Net. 
That's  because  as  competition  increases,  banks  online  are  exploiting 
their  sharply  lower  operating  costs  to  pay  higher  interest  rates  on  de- 
posits and  reduce  fees.  What's  more,  competition  is  forcing  cyber- 
banks  to  make  speedy  improvements  in  service  and  Web  site  design. 
There  now  are  nearly  1,000  banks  online,  and  more  are  coming: 
Numerous  Net-only  banks  will  be  launched  within  a  year,  while  tra- 
ditional players  like  Citibank  are  building  branches  in  cyberspace. 
Even  brokers  such  as  Schwab  are  planning  forays. 

WingspanBank.com  is  the  latest  online-only  bank  to  raise  the 
industry  bar.  Launched  in  June,  the  Bank  One  Corp.  spin-off 
charges  virtually  no  fees,  absorbs  atm  surcharges  of  up  to  $5  a 
month,  and  pays  interest  on  checking  of  3.1%  for  balances  between 
$1,000  and  $10,000.  (Traditional  banks  often  pay  less  than  1%  on 
such  balances.)  Its  Web  site  has  a  host  of  bells  and  whistles,  in- 
cluding access  to  mutual  funds  and  brokerage  services  through  a 
private-label  deal  with  DLjdirect.  But  it  does  not  yet  have  certain 


( 


x      Net,  such  as  online  bill  receiving. 

Still,  Wingspan  is  a  compelling  alt 
i      to  old-Line  banks.  Many  brick-and 
banks  now  make  more  than  50% 
profits  from  nickel-and-diming  cu 
with  fees.  Industry  consolidation  has  n 
competition,  and  banks  are  raising 
mum  balances  required  to  avoid  mon 
adding  surcharges  for  certain  atm  trans; 
and  paying  paltry  interest  rates  on  deposi 
sider  Wingspan's  parent,  Bank  One  Co 
bank  charges  some  customers  $2  if 
to  a  teller  for  certain  transactio 
could  be  made  at  an  atm,  inc 
making  a  deposit. 

That's  not  to  say  online  b 
doesn't  have  its  problems.  Some 
those  surveyed  by  Cyber  Dialogue  said  banking  on  the 
either  too  complicated  or  that  customer  service  was  poor, 
problem  is  that  Net  banks  don't  have  branches  where  custom 
withdraw  money  or  talk  to  a  teller.  And  Web  banking 
slow  because  of  heavy  security  measures. 

Even  the  best  of  the  banks  operating  online  have  cus 
service  issues.  Market  researcher  G6mez.com  ranks  Se| 
First  Network  Bank  and  Wells  Fargo  as  the  top  two  banks 
Net.  But  customers  commenting  on  Gomez'  message  board) 
a  different  opinion:  They  awarded  the  banks  two  out  of 
sible  five  stars. 

Banks  online  still  haven't  found  their  sea  legs.  But  on 
get  up  and  running  with  an  account,  their  advantages  are 

Net  banking  eventuall 
save  consumers  billiol 
dollars  in  fees.  And  yoi 
never  have  to  write 
and    lick    those    goc 
stamps  again.  ® 
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Interested  in  an  Internet 
bank?  For  an  analysis  of  what 
WingspanBank.com  offers,  go 
to  ebiz.businessweek.com. 
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FirstEnergy  had  0  bids  for  90,000  tons  of  coal. 


^  1:54  pm 


They  had  161  bids  from  29  suppliers. 


In  54  minutes,  the 
FreeMarkets®  process 
got  FirstEnergy  a  true 
market  price  for  coal, 
and  compressed  the  time 
to  negotiate  a  quarterly 
spot  contract  from 
months  to  minutes. 


■•-    ■     ~    l 


Before  most  people  had  even 
heard  of  the  internet,  FreeMarkets 
was  conducting  successful  online 
auctions.  Since  1995,  we've 
created  online  auctions  for  over 
30  of  the  world's  largest  purchasing 
organizations,  in  over  50  product 
categories,  generating  nearly 
$1  billion  in  auction  volume  in 
1998  alone.  FreeMarkets  has  a 
blue  chip  client  list,  and  the 
technology,  information  resources 
and  value-added  services  that 
can  help  your  company  generate 
savings  that  can't  be  ignored. 

We'd  like  to  show  you  how.  Please 
visit  us  at  www.freemarkets.com, 
or  call  us  at  877  829  8826. 
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BY 
ROGER  O.  CROCKETT 


Heard  Any  Good 

Computer  Files  Later 

If  the  record  business  is  to  thrive,  it  must  embrace  the  digital-music  format 

rian  Crissie  has  eight  compact  disks,  each  loaded  with  about  80  songs  b| 
Dave  Matthews  Band,  a  popular  rock  group  that  Crissie  worships.  But  Crid 
sophomore  at  the  University  of  Illinois  at  Chicago,  didn't  buy  any  of  these  cbs| 
songs  were  downloaded  from  the  Internet  and  then  copied  onto  recordable 
by  a  college  buddy.  "He  had  hundreds  and  hundreds  of  songs,"  Crissie 


"and  I  was  like,  'Wow,  I'd  like  to  be  able  to  do  that.'" 
Now  he  can.  His  brother  can,  too.  In  fact,  hundreds  of  thou- 
sands of  young  people  across  the  country  have  turned  listening  to 
downloaded  selections  into  their  generation's  musical  pastime. 
Like  boomers  who  as  teenagers  (and  later  as  nostalgic  adults) 
followed  the  Grateful  Dead  from  concert  to  concert,  today's  youth 
scours  the  Net  for  their  favorite  bands. 

Moved  by  the  power  of  music  and  the  convenience  of  buying 
online,  young  people  are  expected  to  push  Web  music  sales  beyond 
$1.6  billion  by  2002.  Jupiter  Communications  Inc.  found  that 
72%  of  13  to  18-year-old  Internet  users  had  visited  music  sites  in 
the  past  year.  And  of  19  to  34-year-olds,  nearly  half  had  done  the 
same  in  the  past  month. 

Most  Web  sales  these 
days  go  to  the  purchase  of 
CDs.  But  that's  not  where 


Public  Enemy's  rapper  Chuck  D,  with  U-2'S  Bono 
and  Tom  Petty,  have  embraced  digital  music 
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the  real  promise  of  Web  music  lies.  At  the  core  of  this  phel 
non  is  MP3,  a  technology  that  lets  Web  users  compress  sonj 
a  digestible  format  and  download  them  to  their  computer! 
drive.  It's  mostly  a  fringe  movement  for  now,  but  for  the 
business  to  succeed  online,  stores  and  record  labels  must  ov^ 
their  reluctance  and  embrace  digital  music. 
SHIBBOLETH.  If  you  haven't  heard  of  mp3,  either  you're  not 
Net  or  you're  over  40.  But  get  familiar  fast.  It's  one  factor  tha 
ving  18  to  25-year-olds  to  toss  out  tape  players  and  hunker  I 
PC.  So  listen  up,  online  merchants:  Whether  you're  a  clothiq 
record  label,  you  ought  to  get  hip  to  MP3 — by  tying  in 
downloads  with  ads  for  concert  tickets  or  distributing 
over  the  Net.  After  all,  teens  pumped  some  $150  billion 
U.  S.  economy  last  year.  And  by  2003,  consumers  16 
expected  to  shell  out  $60  billion  a  year,  mosdy  or 
cording  to  Forrester  Research  Inc. 

More  than  any  ad,  music  is  the  way  to  lure  younjj 
sumers.  Call  it  the  shibboleth  of  today's  youth.  MP3 
come  a  kind  of  password  that  distinguishes  the  ted 
from  an  older,  stodgier  generation.  "It  makes  you 

underground  cult,"  says  Sean  Striejj 
avid    28-year-old 
loader  from  Orange,! 
"People  think  that's  cl 
Why?  The  power  ol 
sic  digs  deeper  when 
young.  For  kids,  popula 
not  identity,  is  defined  b)| 
bands  you  listen  to.  Inc 
moments,  from  our  first] 
dance  to  our  first  speeding 
et,  are  marked  by  song 
than  anything  else.  Musics 
ordinary  influence  gets  mult| 
when  it  combines  with  the 
net  The  Net's  free  and  open 
ture  fuses  with  the  appeal  of  i 


where  does  CNBC.com 
go  to  make  sure  their 
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[  1  here  are  lots  of  reasons  e-businesses  like 
I  CNBC.com  rely  on  us  to  deliver  their  web  content. 

Rut  survival  is  perhaps  the  biggest.  After  all,  if 

users  can't  get  up-to-date  information 
[fast,  fresh  and  accurately,  they    ^ 
i  aren't  going  to  be  users  for  long.  So 
lCNBC.com  depends  on  our 

innovative  open   network  to 

move  everything  from  streaming 

media  to  dynamic  content.  Just  like 

we've  been  doing  ever  since  we 
I  invented  Internet  content  delivery.  Just 
I  like  we  can  do  for  you.  For  more  information, 

contact  us  today.  Because  your  users  are  expecting 
I  the  world.  And  we'll  make  sure  they  get  it. 

1-877-446-7000 
www.sandpiper.net 
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creating  the  ultimate  in  cool.  A  generation  ago,  hip  college  kids  had 
to  have  a  hi-fi  stereo.  Now,  they've  got  to  have  a  computer,  and 
downloading  music  sure  beats  using  it  to  do  homework.  "I  could 
spend  an  hour  a  night,  easy,"  says  Brian's  twin  brother,  Mike. 

What's  more,  MP3  appeals  to  the  oudaw  side  of  youth.  In 
truth,  most  digital  music  is  not  downloaded  legally.  Few  bands  or 
record  companies  authorize  it.  People  find  singles  from  boodeg 
sites,  download  them,  and  the  swapping  proliferates.  "You  be- 
come a  music  fan  in  this  insidey  way,"  says  John  Flansburgh,  part 
of  the  alternative  rock  duo  They  Might  Be  Giants,  among  the  few 
bands  that  have  welcomed  MP3  as  a  method  of  distributing  music. 

Its  Flansburgh's  chance  to  break 
out.  Some  80%  of  music  on  the  ra- 
dio and  in  stores  is  distributed  by 
the  Big  Five  studios  (Sony,  bmg,  Time 
Warner,  Polygram  Holdings,  and  emi). 
Trouble  is,  after  a  while  it  sounds  like 
a  stream  of  homogeneous  pap.  It's 
not  stuff  that  compels  youth  whose 
interests  lie  at  the  creative  edges.  If 
you  like  jazz  saxophone,  you  can  al- 
ways find  soprano-sax  player  Kenny 
G  at  the  store,  but  alto  blower  John 
Handy  won't  be  so  easy  to  locate. 
The  Web,  on  the  other  hand,  with  its 
scores  of  digital  music  sites,  is  an  "in- 
herendy  deep  catalogue,"  says  Flans- 
burgh. "It's  huge." 


Despite  the  success  of  Web  sales,  the  recording  indu: 
been  slower  to  embrace  digital  downloads.  The  major 
first  dismissed  MM  and  are  now  working  behind  the  scene 
velop  technology  that  can't  be  easily  copied  and  shan 
they've  hardly  jumped  on  the  bandwagon.  "They're  all  hidin 
barn,"  says  Al  Teller,  ceo  of  Atomic  Pop,  the  Web  site  selli 
lie  Enemy's  music. 
KILLER  app.  Meanwhile,  upstart  Web  sites  from  Atomic  Po 
ten.com  are  nabbing  artists  with  profit-splitting  deals 
of  in  the  land  of  vinyl  and  disks.  An  established  art| 
make  53  to  $5  for  each  record  sold  online,  vs.  $13 

through  the  record 


DOWNLOADING  HITS  A  GROOVE 


MUSIC  BUYERS  ONLINE 
(In  Millions) 


CUSTOMERS  WHO  DOWNLOAD, 
AS  A  SHARE  OF  MUSIC  BUYERS  ONLINE 


Total 
Buyers 

Download 
Buyers 

1999 

10 

0.1 

2000 

15 

0.4 

2001 

20 

1 

2002 

26 

2.2 

'99 
▲  PERCENT 

DATA:  JUPITER  COMMUNICATIONS 


ny  and  retail  oudets. 
major  record  compai 
viewing  MP3  as  a  thr 
view  it  as  an  oppori 
says  Bob  H.  Kohn, 
man  of  E-Music.con 
No  doubt  digital 
downloading  is  mor 
some  late-'90s  fad.  M 
the  distribution  of 
what  the  browser  was 
Internet — a  killer  ap 
redefines  how  busi 
done.  The  recipe  for 
includes  basic  ingre 
convenience  and  varie 


GOING  PLATINUM  ON  THE  NET 


ONLINE  MUSIC  SALES 

(In  Millions  of  Dollars) 
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DOWNLOADINC'S  SHARE 
OF  MUSIC  SALES  ONLINE 


Total 
Sales 

Download 
Sales 

1999 

$327 

$0.3 

2000 

586 

3 

2001 

986 

17 

2002 

1,600 

53 

▲  PERCENT 

DATA:  JUPITER  COMMUNICATIONS 


Netrepreneurs  and  record  labels  are  scrambling  to  catch  up  with 
the  craze.  Just  this  summer,  several  Web  companies  have  gone  pub- 
lic, including  MP3.com  Inc.  and  EMusic.com  Inc.,  which  began  trad- 
ing on  the  Nasdaq  in  May.  While  much  of  the  content  they  offer 
is  free,  some  sites  sell  downloads  of  single  songs  for  99C  and  entire 
albums  for  $8.  Public  Enemy,  the  platinum-selling  hip-hop  group, 
broke  ground  in  late  May  when  it  became  the  first  popular  band 
to  sell  a  full  album  on  the  Web.  Chuck  D,  the  group's  leader,  won't 
give  sales  figures,  but  the  album's  first  single  logged  300,000  free 
downloads  in  six  weeks.  "It's  resonated  all  over  the  planet,"  says 
Chuck  D.  "For  the  first  time,  the  public  has  access  to  material 
straight  from  the  artist." 
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MP3  appeals  to  the  outlaw  side  of 
In  truth,  most  digital  music  is  not 
loaded  legally.  Few  studios  author 

As  things  stand  now,  downloading  is  no  piece  of  cake, 
time,  the  technology  will  improve.  More  important,  acce 
will  increase  once  record  labels  sign  artists  to  distribute 
That  would  probably  boost  record  and  concert  sales 
MP3.com  sent  e-mail  to  its  members  who  had  expressed 
in  the  rock  diva  Alanis  Morissette,  fans  bought  40,000  tick 
line  in  one  day.  "That  goes  to  show  the  power  of  the  modi 
Michael  Robertson,  ceo  of  MP3.com. 

So  far,  the  music  conglomerates  fear  they'll  cannibalize 
store  distribution.  What  music  moguls  fail  to  see  is  that 
complement  each  other.  As  Brian  Crissie  says,  even  with  th 
tal  download,  he'll  still  buy  CDs  to  get  all  the  liner  notes,  p 
and  lyrics.  "I  want  to  have  it,  just  to  have  it,"  he  says. 

The  lesson  also  applies  to  Web  merchants  outside  the  mu 
dustry.  MP3.com's  40,000  ticket  sales  were  done  through  n 
master.  All  sorts  of  retailers  can  strike  deals  with  digital 
businesses  to  market  products.  For  example,  MP3s  down] 
from  a  jeansmaker  or  shoe-store  site  could  come  packed  w 
e-coupon  for  their  merchandise.  Still,  few  Web  sites  have  pr 
ed  downloadable  music  on  TV,  radio,  or  in  print.  For  MP3 
come  a  commercial  success,  it  must  reach  the  masses.  "The^ 
to  get  the  message  out  more,"  Crissie  says,  turning  down 
ume  on  a  Dave  Matthews  Band  song.  It's  a  Gen  X  thing 
The  masses  might  not  understand.  # 


1 


to 


Name:   Darrell  Taylor 

Profile:  Electronics  customer/Los  Angeles  store 

Customer  history:   Purchased  portable  CD  sound  system:  6/10  (11:15  am) 
Complained  "still  not  loud  enough":  6/10  (1:06pm) 
Advised  to  get  SonicBlaster2000  headphones:  6/10  (1:07pm) 


Things  to  remember: 


Speak   LOUD   and   clear. 


Okay,  maybe  yelling  at  customers  isn't  the  smartest  thing  in  the  world.  But  the  point  is  this:  if  you  want  loy.il  customers,  you've 

got  to  know  what  makes  them  tick.  That's  where  Clarify'  comes  in,  Our  solutions  help  you  identify  and  remember  the  things 

about  customers  that  make  their  experiences  more  enjoyable.  By  sharing  these  details  across 

every  customer  interaction,  from  sales  and  support  to  call  centers  and  the  Web,  you  create  a 

customer-focused  front  office.  And  not  coincidentally,  some  incredibly  loyal  customers.  Since 

L990,  we've  helped  companies  like  Best  Buy,  Ericsson,  first  USA,  and  GE  strengthen  their 

customer  relationships  by  making  those  relationships  more  personal. To  hear  how  we've  helped 

someone  like  you,  call  l-SSS-C  TARIFY  or  go  to  www.  cl.infy.com.  It'll  be  music  to  your  ears.  All  you  need  to  know. 


31999  Clanlv  Inc  All  rights  reserved  Clarity  is  i  registered  trademark  and  the  Clarity  logo  is  a  trademark  of  Clarify  Inc  All  other  companies,  products,  and  services  mentioned  herein  are  the  property  ol  their  respettive  owners  and  should  be  treat! 
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STEVE  HAMM 


Masters 
of  the  Web 
Universe 


The  Internet  pioneers  of  the  inaugural  BUSINESS 
WEEK  e.biz  25  are  changing  the  competitive 
landscape  of  almost  every  industry  in  the  world 


ince  the  advent  of  navel  gazing,  wise  men  have  debated 
whether  economic  progress  should  be  credited  more  to  the 
introduction  of  new  technologies  or  to  the  people  who  put 

them  to  exceptional  use.  It's  typically  a  fruitless  exercise — like 

trying  to  figure  out  how  many  angels  can  dance  on  the  head  of  a 
pin.  But  in  the  case  of  the  Internet,  there's  something  in  the  yin  and 
yang  of  man  and  machine  that's  well  worth  contemplating.  It's  clear 
that  while  technology  laid  the  foundations  for  the  Web's  first  wave, 
it  is  sharp  thinking  by  individuals  that's  powering  the  second 
wave — the  e-business  revolution. 

Thus,  we  offer  up  business  week's  inaugural  e.biz  25.  It's  our  cel- 
ebration of  the  innovators  and  influencers  who  are  doing  the 
most  to  spark  a  transformation  of 
society  that  is  every  bit  as  pro- 
found as  the  Industrial  Revolu- 
tion. This  is  the  PC  biz  times  1,000. 
That's  because  these  25  larger-than- 
life  characters,  and  thousands  more  who  are  aspiring  to  be  just  like 
them,  are  determined  to  overthrow  the  old  world  order.  Forget  pa- 
per, fax,  phones,  and  all  those  rabid  sales  people.  The  Internet 


The  e.biz  25 


BUSINESS  WEEK  E.BIZ  /SEPTEMBER  27. 1999   EB  21 


Business  Week  e.biz    THE  E.BIZ  25 


way  calls  for  direct  contact  between  buyer 
and  seller,  collapsing  space  and  time  while 
cutting  costs.  "The  Internet  is  not 
only  creating  a  new  industry 
in  itself  but  changing  the 
competitive  landscape  of 
every  industry  in  the 
world,"  says  Benjamin 
M.  Rosen,  the  chair- 
man     of      Compaq 
Computer  Corp. 

So  who  made  busi- 
ness week's  e.biz  elite? 
Some  of  our  picks  are  al 
ready  bona  fide  captains  of 
industry — like  Yahoo!  Chief  Ex- 
ecutive Timothy  Koogle,  financier  Masayoshi 
Son  of  Softbank  Corp.,  and  e-commerce 
king  Jeffrey  P.  Bezos  of  Amazon.com  Inc. 
Others  are  as-yet  unproven  Netrepreneurs 
who  made  the  list  because  of  the  radical 
trails  that  they're  blazing — like  Webvan 
Group  Inc.'s  Louis  H.  Borders,  of  Borders 
bookstore  fame,  who  is  turning  his  mathe- 
matical prowess  on  a  huge  Web  conun- 
drum: How  to  deliver  perishable  foods  to 
cybershoppers  everywhere. 
daredevils.  And  then  there  are  the  best- 
kept  secrets:  Goldman  Sachs  &  Co.  tech 
IPO  quarterback  Lawton  VV.  Fitt,  for  ex- 
ample, who  laid  the  groundwork  for  the 
launch  of  22  highfliers  this  year.  Ever 
heard  of  Glen  T.  Meakem?  You  will.  The 
founder  of  FreeMarkets  Inc.  is  challenging 
fixed  pricing  by  making  it  possible  for  all 
manner  of  businesses — even  coal  mines — 
to  use  the  Web  for  their  auctions  of  prod- 
ucts and  services. 

It  was  no  cinch  to  pick  the  25  ulti- 
mate Netheads.  We  brainstormed  and 
amassed  a  master  list  of  more  than  100 
names.  Then,  over  the  course  of  three 
weeks  and  with  much,  er,  spirited  debate, 
the  best  of  those  rose  to  the  top  as  the 
standouts  we  believe  are  most  profoundly 
influencing  the  Internet  today.  They're  the 
empire  builders,  the  innovators,  the 
bankrollers,  the  architects,  the  visionaries, 
and  the  pacesetters — daredevils  who  glad- 
ly risk  all  and  leap  the  chasm  between 
what  they  know  and  what  they  believe. 

Here's  a  sign  of  how  much  things  have 
changed.  The  daredevil  of  the  PC  genera- 
tion is  not  on  our  list:  William  H.  Gates 
III.  It  wasn't  so  long  ago  that  the  honcho 
of  Microsoft  Corp.  seemed  to  have  the 
computer  industry  in  a  brainlock.  But 
now  we're  seeing  the  wholesale  redistrib- 
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ution  of  leadership  in  the  technology  in- 
dustry. Like  the  Web  itself,  the  Internet  in- 
dustry has  no  center  of  gravity.  It's 
creative  chaos  incarnate.  Now, 
someone  at  Noname.com  is 
just  as  likely  to  create  the 
next  great  business  as  is 
someone  at  Microsoft. 
"The    beauty    of   the 
Web  is  that  it's  open 
to     everybody,"     says 
Scott  G.  McNealy,  ceo 
of  Sun  Microsystems  Inc. 
Everybody  gets  to  stand  on 
the  shoulders  of  everybody 
else's  work.  That's  why  every- 
thing's accelerating." 

Eventually,  things  will  slow  down.  Pow- 
er will  coalesce,  too.  But  don't  expect  the  In- 
ternet to  mimic  the  PC  industry,  with  only  a 


duo  of  dominant  players.  That's 
the  Net's  technology  underpinnings  I 
owned  by  one  company — the  way  M 
owns  Windows  on  PCs.  Ron  ChernJ 
thor  of  Titan:  The  Life  of  John  D.  Re 
Sr.,  doubts  that  anybody  will  be 
control  the  Internet  the  way  Rocl 
controlled  oil.  "It's  a  very  greasy  p<j 
says.  "It's  very  difficult  to  maintain 
inant  hold  because  of  the  speed  of  I 
and  the  competition  that  can  emerg 
unexpected  areas." 

The  members  of  our  e.biz  25  doj 
their  successes  for  granted.  Even 
doesn't  rule  out  the  possibility  tr[ 
seemingly  unbeatable  company  mig 
up  being  just  a  "footnote"  in  e-cor 
history.  Or  not.  The  fact  that  he's  so 
ful  could  assure  that  he  will  make 
for  years  to  come.   <§> 


"muaaam 

[empire  builders] 

40  Bernard  Arnault 

24  Jeffrey  P.  Bezos 

LVMH  MOET  HENNESSY 

AMAZON.COM  INC 

LOUIS  VUITTON,  FRANCE 

26  Stephen  M.  Case 

[the  visionaries] 

AMERICA  ONLINE  INC. 

42  Mary  G.  Meeker 

26  Timothy  A.  Koogle 

MORGAN  STANLEY  DEAN  WITTER 

YAHOO!  INC 

44  John  Hagel  III 

[the  innovators] 

McKINSEY  &  CO. 

28  Louis  H.  Borders 

44  William  Joy 

WEBVAN  CROUP  INC. 

SUN  MICROSYSTEMS  INC. 

30  Jay  S.Walker 

[the  architects] 

PRICELINE.COM 

46  Louis  V.  Gerstner,  Jr. 

32  Margaret  C.Whitman 

IBM  CORP. 

EBAY  INC. 

48  Pehong  Chen 

32  Glen  Meakem 

BROADVISION  INC. 

FREEMARKETS  INC. 

48  David  Peterschmidt 

34  James  H.Clark 

INKTOMI  INC. 

MYCFO  INC. 

50  Kevin  J.  O'Connor 

34  Christos  M.  Cotsakos 

DOUBLECLICK 

E*TRADE  CROUP  INC. 

50  Ellen  M.  Hancock 

[  bankrollers  ] 

EXODUS  COMMUNICATIONS 

36  Masayoshi  Son 

[the  pacesetters] 

SOFTBANK  CORP.,  JAPAN 

51  David  S.  Pottruck 

38  Robert  C.  Kagle 

CHARLES  SCHWAB  CORP. 

BENCHMARK  CAPITAL 

52  John  T.Chambers 

38  Lawton  W.  Fitt 

CISCO  SYSTEMS  INC. 

GOLDMAN  SACHS  &  CO. 

52  MichaelS.  Dell 

40  L.John  Doerr 

DELL  COMPUTER  CORP. 

KLEINER  PERKINS  CAUFIELD  s,  BYERS 

ello  eastman.com 


You  will  not  wait  on  hold. 

You  will  not  wait  for  someone  to  call  you  back. 

You  will  not  wait  for  business  hours  on  the  opposite  side  of  the  country. 

You  will  not  be  transferred  half  a  dozen  times  to  someone  in  another  department. 

You  will  have  instant  access  to  everything  you  need  in  order  to  do  business 
with  Eastman. 

Try  the  eastman.com  E-commerce  demo  and  see  how  much  easier  we've  made 
it  to  do  things  like  order  products,  get  product  data  and  track  shipments. 

This  is  one  goodbye  that'll  be  easy. 


www.eastman.com 


iman  Chemical  Company 


800-737-1298.  http://www.eastman.toin   ©1999  Eastman  Chemical  Company. 
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he  Most  Influential  People 

in  Electronic  Business 


mpire  builders  ] 


EFFREY   P.  BEZOS 

lot  of  kids  in  the  1960s  wanted 
to  be  astronauts,  but  few  as  ar- 
dently as  Jeffrey  P.  Bezos.  A  pa- 
he  wrote  for  a  nasa  student  program, 
lie  Effect  of  Zero  Gravity  on  the  Aging 
I  e  of  the  Common  Housefly,"  won  him 
-ip  to  the  Marshall  Space  Flight  Center 
[Huntsville,  Ala.  And  in  his  high  school 
ledictory  speech,  he  called  for  coloniz- 

space  to  ensure  humanity's  future. 
[Bezos,  now  35,  never  realized  those 
h-flying  dreams.  But  as  the  founder 
li  chief  executive  of  online  superstore 
liazon.com  Inc.,  he's  on  a  rocket  ride 
|  his  own — one  certain  to  transform 
[•ryday  life  far  more  than  Alan  Shep- 
's  first  flight  in  space.  More  than  anyone 
I.',  Bezos  made  the  Internet  safe  for  shop- 
lig.  With  more  than  10  million  cus- 
[ners  expected  to  buy  about  $1.4  billion 
books,  CDs,  toys,  and  more  this  year  at 
hazon,  Bezos  is  poised  to  define  the  hi- 
re of  consumer  'commerce.  Says  Paul 


Wal-Mart  of  the  Web  will  prove  too  limit- 
ed. Says  Bezos:  "We  want  to  build  some- 
thing the  world  has  never  seen." 

His  secret  so  far?  When  Bezos  started 
Amazon  in  his  suburban  Seattle  garage  in 
1994,  he  quickly  real- 
ized the  buyer  is  king 
on  the  Web — and  set 
out  to  build  the  most 
customer-centered  store 
anywhere.  Rejecting  the 
notion  that  Web 
surfers  are  fickle,  he 
views  customers  as  his 
most  enduring  asset — 
the  one  thing  that 
makes  Amazon's  stock 
worth  $22  billion.  "The 
Internet  is  this  big, 
huge  hurricane,"  he 
says.  "The  only  con- 
stant in  that  storm  is  the  customers." 

More  than  any  rival  before  or  since,  Be- 
zos has  focused  everything  at  Amazon's 
Web  site  on  making  it  easy  for  visitors  to 


JEFFREY  P.  BEZOS 


AMAZON.COM  INC. 
Position:  CEO 
Contribution:  Showed  the 
world  how  to  deliver  "anal- 
retentive"  customer  service 
on  an  e-commerce  Web  site. 

Ambition:  To  create  the 

online  place  where  people 

can  find  anything  they 

want  to  buy — not  just  books 

and  music  CDs. 


juild  something  the  world  has 
>s  says  of  his  online  empire 


Iffo,  futurist  at  the  Menlo  Park  (Calif.) 
nk  tank  Institute  for  the  Future:  "He's 
U  Richard  Sears  or  the  F.  W.  Woolworth 
his  age." 

Actually,  Bezos  aims  to  build  an  online 
npire  much  broader  than  any  earthly  en- 
[prise.  With  a  brand  already  recognized  by 
1 8  million  U.  S.  adults,  Bezos  wants  Ama- 
[n.com  to  be  the  place  for  consumers  to 
lid  almost  anything  they  want — whether 
rnazon  itself  sells  the  products  or  simply 
[<es  a  cut  from  other  merchants  selling 
li  its  Web  site.  If  he's  successful,  the  con- 
Intional  description  of  Amazon  as  the 


find  what  they  want,  discover  what  they 
didn't  know  they  wanted,  and  buy  it  fast — 
with  just  one  mouse  click.  He  was  among 
the  first  to  encourage  visitor  participation, 
even  running  negative  book  reviews.  And  he 
pioneered  new  technologies,  such  as  col- 
laborative filtering,  which  suggests  products 
each  individual  buyer  might  like.  The  result: 
Nearly  70%  of  Amazon's  sales  are  from  re- 
peat customers. 

INFORMATION  EMPIRE.  Before  Amazon,  Bezos 
showed  little  sign  of  becoming  a  titan  of 
business — besides  scary  smarts,  unbounded 
energy,  and  the  world's  loudest  laugh.  As  a 


senior  vice-president  at  New  York  invest- 
ment bank  D.  E.  Shaw  &  Co.,  the  Princeton 
University  electrical-engineering  and  com- 
puter-science grad  was  a  quick  study— al- 
ways jumping  into  new  businesses. 

He's  still  pushing 
into  new  frontiers. 
Putting  off  profits  to 
get  big  fast,  he's  outfit- 
ting warehouses  to  offer 
better  selection  and 
faster  service  than  ri- 
vals. Adding  auctions 
last  March,  he  moved 
Amazon  into  the  huge 
market  for  commerce 
between  individuals. 
And  with  a  raft  of  tech 
acquisitions  in  the  past 
year,  he  aims  to  help 
consumers  find  any- 
thing, whether  at  Amazon  or  other  sites.  His 
strategy:  to  gather  so  much  data  on  cus- 
tomers that  he  can  target  each  one  with 
unique,  irresistible  offers.  By  building  an 
"information  empire,"  says  Forrester  Re- 
search Inc.  analyst  Evie  Black  Dykema, 
"they're  absolutely  surrounding  the  customer." 
Bezos'  boundless  ambition  could  prove 
risky.  "You  can  get  too  big  to  reach  the 
outer  limits  of  your  empire,"  says  Kenneth 
Orton,  chief  strategist  for  e-Business  at  San 
Francisco  consultant  Cognitiative  Inc.  "Rome 
did."  But  rivals  hold  out  no  such  hopes. 
Sighs  Darryl  Peck,  ceo  of  computer  retailer 
Cyberian  Outpost:  "Amazon  is  probably  a 
threat  to  anything  they  decide  to  get  into."  If 
Bezos  gets  his  way,  Amazon  will  end  up 
being  in  just  about  everything. 

— By  Robert  D.  Hof 


ONLINE  LINK 


A  O&A  with  Jeff  Bezos  is  available  at 
ebiz.businessweek.com. 
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9  STEPHEN   M.  CASE 

Stephen  M.  Case  is  to  the  Internet  what 
rca's  David  Sarnoff  was  to  television. 
More  than  any  other  leader  in  e-busi- 
ness, the  4 1  -year-old  chairman  of  America 
Online  Inc.  is  responsible  for  bringing  the 
Internet  revolution  to  the  masses.  By  mak- 
ing online  access  convenient  and  entertain- 


ing, AOL  has  attracted  20  million  subscribers, 
making  it  by  far  the  world's  largest  Internet 
access  provider. 

For  Case,  this  is  just  the  beginning. 
With  this  potent  new  medium,  he  wants  to 
transform  the  lives  of  tens  of  millions  of 
people  worldwide — and  build  a  vast  cyber 
empire  in  the  process.  Case  predicts  people 
everywhere  will  use  their  online  connec- 
tions daily  to  communicate,  work,  shop, 
and  entertain  themselves.  "Instead  of  view- 
ing the  PC  as  a  productivity  machine,  we've 
turned  it  into  a  communication  device," 
says  Case.  "It's  about . . .  building  a  sense  of 
community  and  engaging  people." 

His  goal,  which  he  dubs  the  aol  Any- 
where strategy,  is  to  make  sure  that  no 
matter  what  device  or  type  of  service  con- 
sumers may  favor,  AOL  will  remain  a  trust- 
ed, easy-to-use  gateway  to  the  Web.  The 
company  is  working  to  provide  service  on 
the  popular  handheld  Palm  computer. 


It   also   has   teamed 
broadcaster  DirecTV  to 
vision — still  the  most 
in  the  house. 

Long-term,  Case  ex- 
pects his  biggest  rivals 
will  be  goliaths  Micro- 
soft Corp.  and  AT&T. 
But  by  blanketing  the 
landscape — to  extend 
people's  everyday  lives 
online — Case  thinks 
aol  could  vie  with 
them  in  the  21st  cen- 
tury. "We  have  a  shot 
at  being  the  most  val- 


up  with  satellite 
bring  AOL  to  tele- 
popular  appliance 


ued  and  respected  company  in  the 
we  play  it  right,"  he  says.  So  far,  hi 
ing  it  impeccably. 

— By  Catheril 


STEPHEN  M.  CASE 


AMERICA  ONLINE  INC. 

Position:  Chairman  and  CEO 

Contribution:  Attracted  20  million  customers  bl 

making  logging  onto  the  Internet  easy  and  fun| 

Everybody  else  is  playing  catch-up. 

Ambition:  To  make  AOL  the  gateway  to  e-commel 

and  one  of  the  world's  most  valuable  companies 


t  TIMOTHY  A.  KOOGLE 

Timothy  A.  Koogle  never  quite  took 
to  the  trappings  bestowed  on  senior 
executives  in  Corporate  America.  Even 
after  nine  years  in  various  top  jobs  at  Mo- 
torola Inc.,  which  entitled  Koogle  to  a 
swank  marble-floored  office  in  a  sky-high 
tower,  he  felt  out  of  place.  "I  never  could 
stand  it,"  says  the  48-year-old  Virginia  native. 
No  surprise,  then,  that  Koogle  traded 
in  his  buttoned-down  surroundings  for  the 
stripped-down  world  of  Yahoo!  Inc.  in  Sil- 
icon Valley.  But  what  was  stunning  was 
how  thoroughly  Koogle  transformed  not 
just  Yahoo  but  the  world  of  consumer  Web 
sites.  Koogle's  Yahoo  pioneered  the  concept 
of  the  Web  "portal,"  the  notion  that  busi- 
nesses could  create  powerful  gateways  to 
the  Net  for  millions  of  people — much  like 
the  influence  of  the  early  TV  networks.  To- 
day, Yahoo's  vast  network,  which  includes 
everything  from  e-mail  to  news  to  auc- 
tions, attracts  some  80  million  people 


worldwide  every  month.  Its  market 
$42  billion,  more  than  CBS  Inc.  Now| 
body's  trying  to  out-Yahoo  Yahoo. 
They'll  have  to  hurry.  Koogle  is 
the  ante  by  pushing  hard  on  e-com| 
He's  figuring  out  ways  to  drive  trans 
by  hosting  stores  on  Yahoo's  site, 
geting  likely  buyers  via  e-mail, 
adding  snazzy  video.  This  is  all 
Koogle's  ultimate  dream:  "A  goal  is  to 
largest  media  company  in  the  work 
Koogle.  But  even  then  his  pffice  is 
to  ever  have  marble  floors. 

— By  Linda  Hime 


TIMOTHY  A.  KOOGLE 


YAHOO!  INC. 

Position:  Chairman  and  CEO 

Contribution:  Transformed  a  directory  of 

cool  Web  sites  into  an  Internet  portal, 

including  everything  from  weather 

reports  to  shopping  to  games. 

Ambition:  To  create  one  of  the  world's 

largest  media  companies. 
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Is  your  e-business  built  on  a  house  of  cards? 


to 


I  is  to! 
world 
e  is  hi 


Your  e-business  needs  a  strong  foundation.  You  need  Digex. 


your  Web  site  been  stress  tested?  Does 
•  company  maintain  an  inventory  of  spare  server 
fcs?  Do  you  invest  more  time  in  managing 
pnology  than  in  growing  your  e-business? 

bur  company  hasn't  answered  these  and  other 
lical  questions  involved  in  running  a  successful 
Lsiness,  Digex  can  help.  Digex's  only  mission  is 
[deliver  secure,  scalable,  high-performance  Web 
application  hosting  solutions. 

ex  customers — including  Nike,  American 
itury  Investments  and  Forbes — have 
sourced  the  management  of  their  Web  site, 
~anet  or  intranet  to  Digex.  Why?  Because 


Digex  operates  enterprise-class  Web  hosting 
facilities  and  has  the  technical  expertise  available 
on-site  24x7  to  keep  your  e-business  in  business. 
We  continuously  invest  in  these  assets  so  our 
customers  don't  have  to. 

To  build  a  solid  foundation  for  your  e-business,  call 
Digex  at  1-888-312-4843  or  visit  uuvuw.digex.com 


i 


Digex  keeps  e-business  in  business 

©Digex.  Inc    1999 


[innovators} 

M     LOUIS   H-   BORDERS 


Louis  H.  Borders  may  be  the  newest — 
and  perhaps  unlikeliest — member  of 
the  Internet  brat  pack.  After  all,  the 
51 -year-old  entrepreneur  is  known  as  the 
man  behind  bookseller  Borders  Group  Inc., 
the  second-largest  bookstore  chain  in  the 
U.S.  What  does  he  know  about  doing  busi- 
ness in  cyberspace? 

Turns  out  he's  got  an  idea  compelling 
enough  to  lure  more  than  $120  million 
from  hallmark  investors  such  as  cbs,  Ya- 
hoo!, lvmh,  Softbank,  and  venerable  ven- 
ture-capital firms  Sequoia  Capital  and 
Benchmark  Capital.  And  soon  public  in- 
vestors will  be  able  to  get  a  piece  of  the  ac- 
tion when  Borders'  latest  venture,  Webvan 
Group  Inc.,  launches  an  initial  public  of- 
fering. They  will  all  be  banking  on  the 
same  thing:  That  Webvan  is  going  to  be  one 
of  the  biggest  ideas  to  hit  the  Net. 

It's  not  just  that  Webvan,  which  delivers 
groceries  ordered  from  its  Web  site  to  cus- 
tomers' homes,  is  going  after  a  piece  of  the 
$720  billion  grocery  market.  Or  that  the 
Foster  City  (Calif.)  company  hopes  to  offer 
nearly  double  the  selection  of  products  of  a 
typical  grocery  store — at  comparable  prices. 
It's  more  because  Borders  looks  to  have  in- 
vented a  novel  way  to  make  a  buck  on  an 
industry  that  has,  so  far,  largely  stumped 
the  online  crowd.  In  1998,  fewer  than  1%  of 
all  groceries  were  sold  online,  according  to 
Forrester  Research  Inc.  That's  despite  for- 
midable efforts  from  the  likes  of  Peapod 
Inc.  and  HomeGrocer.com  Inc. 


the  last  two  years,  Borders  has  devised  more 
efficient  ways  to  assemble  customer  orders, 
store  them  while  in  transit,  and  deliver 
them  to  homes  within  the  30-minute  win- 
dow customers  select.  "Intuitively,  I  knew  I'd 
have  a  great  financial  model  if  I  could  elim- 
inate store  costs,"  Borders  said  in  a  May 
interview  before  entering  the  quiet  period 
required  by  the  company's  planned  IPO. 

That's  not  all  that  has  been  eliminated. 
Borders  also  got  rid  of  the  need  for  most 
stock  clerks  and  multiple  warehouses.  In 
their  place  will  be  giant  distribution  centers 
that  Borders  designed  to  service  major  met- 


LOUIS  H.  BORDERS 


WEBVAN  GROUP  INC. 

Position:  Founder  and  CEO 

Contribution:  Making  home  delivery  of 

perishable  goods  possible  at  grocery  store  prices. 

Ambition:  To  fulfill  virtually  every  local 

delivery  need — from  groceries  to  dry  cl 

to  video  rentals 


ropolitan  areas  around  the  globe.  Borders 
maintains  that  each  of  its  facilities,  which  at 
peak  will  be  run  by  some  700  employees, 
can  handle  the  equivalent  of  25  traditional 
grocery  stores.  "Louis  is  a  genius  at  applying 
technology  to  business,"  says  Benchmark 
partner  David  Beirne,  who  also  serves  on 
Webvan's  board. 

The  first  facility,  a  330,000-square-foot 
center  in  Oakland,  Calif.,  that  opened  in 
June,  includes  4^  miles  of  conveyor  belts 


Webvan  is  giving  customers  back 

their  time  so  they  can  relax 

at  home  like  Ozzie  and  Harriet," 


But  those  upstarts  haven't  taken  the  tack 
that  Louis  Borders  has.  The  mathematics 
wizard — he  has  a  math  degree  from  the 
University  of  Michigan  and  did  graduate 
work  in  the  subject  at  Massachusetts  Insti- 
tute of  Technology — has  used  his  analytical 
knowhow  to  reinvent  much  of  the  back 
end  of  the  grocery  business.  Spending  many 
a  night  with  his  old  math  textbooks  over 

EB  28    BUSINESS  WEEK  E.BIZ  /  SEPTEMBER  27, 1999 


as  well  as  temperature-sensitive  rooms  to 
house  items  such  as  wine,  cigars,  and  fish. 
The  idea  is  to  make  it  possible  for  workers 
to  assemble  customer  orders  quickly.  In- 
stead of  traipsing  down  numerous  aisles  to 
find  specific  items,  selected  products  are 
brought  to  workers  on  the  belts  or  on  ro- 
tating carousels.  Borders  actually  mocked 
up  various  scenarios  of  his  scheme  in  a 
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warehouse  before  deciding  on  the  optimal 
number  of  items  to  put  on  carousels  and 
how  far  apart  they  should  be  to  minimize 
the  amount  of  walking  a  worker  would 
have  to  do. 

The  result,  says  Webvan,  is  a  one-of-a- 
kind  system  that  allows  so-called  pickers 
to  compile  an  average  25-item  order — out 
of  an  eventual  50,000  available  products — 
in  less  than  an  hour.  The  expected  result  of 
all  this  increased  efficiency  and  logistics 
magic:  an  increase  of  more  than  10  per- 
centage points  in  the  grocery  industry's  tra- 
ditionally low  6%  operating  margins. 

Borders  says  his  Web  dream  has  a  sort 
of  "back  to  the  future"  quality.  His  compa- 
ny is  harkening  to  such  warm  and  fuzzy 
traditions  as  the  milkman,  providing  reliable, 

A  healthy  slice 
grocery  biz 

personal  service  to  customers'  homes.  At 
the  same  time,  Webvan  uses  high-tech  in- 
novations to  offer  more  than  yesterday's 
home  delivery  businesses  ever  could.  Down 
the  road,  he  hopes  Webvan  will  expand 
beyond  groceries  and  provide  door-to-door 
service  for  such  routine  chores  as  dry  clean- 
ing and  film  development.  "Webvan  is  giv- 
ing customers  back  some  of  their  time  so 
that  they  can  relax  and  hang  out  at  home 
like  Ozzie  and  Harriet,"  Borders  says. 

Although  Webvan  is  still  unproven, 
supporters  say  if  anyone  can  pull  off  its 
ambitious  plan,  it's  Borders.  An  intense, 
soft-spoken  man,  he  brings  a  wealth  of  ex- 
perience from  his  days  with  the  book- 
store chain.  Back  then  he  devised  an 
inventory  tracking  system  that  is  now 
widely  used  throughout  the  book  industry. 
And  friends  say  his  knack  for  business 
and  sheer  brainpower  make  up  for  his 
uneasiness  amid  the  often  wacky  Inter- 
net crowd.  A  few  billion  in  market  value 
won't  hurt,  either. 

— By  Linda  Himelstein 


ONLINE  LINK 


Delve  deep  into  Webvan's  strategy  in 
a  O&A  with  Louis  H.  Borders  at 
ebiz.businessweek.com. 
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,   IAY  S,   WALKER 

For  a  glimpse  inside  Jay  S.  Walker's  uni- 
verse, walk  into  his  Stamford  (Conn.) 
office.  It  looks  like  a  rich  man's  playpen: 
On  the  wall  are  Nixon's  letter  of  resignation 
to  Henry  Kissinger  and  four  flags  that  went 
to  the  moon,  along  with  man-size  models  of 
Star  Wars  Yoda  and  Boba  Fett  characters. 
Diapers,  detergent,  and  tins  of  tuna  crowd 
the  shelve:, — pointing  to  a  future  foray  for 
priceline.com,  the  Web  site  that  sells  air 
tickets,  cars,  hotel  rooms,  and  loans.  What 
else  does  a  billionaire  want?  Escape  from 
earth,  of  course.  "Space  is  one  of  the  great 
frontiers,"  says  Walker, 
43,  echoing  Star  Trek 
actor  and  now  price- 
line.com     spokesman 
William  Shatner.  "I'd 
love  to  go  on  a  shuttle 
to  the  moon." 

For  the  right  price, 
maybe  he  will.  Since 
priceline.com  made  its 
debut  17  months  ago, 
Walker's  name-your- 
own-price  system  has 
turned      commercial 
logic  on  its  head.  It 
proves  that,  for  the 
right  savings,  people 
will    buy    something 
without  knowing  the  brand  or,  in  the 
case  of  airline  tickets,  without  knowing 
when  their  flight  takes  off.  In  Walker's 
world,  the  buyer  writes  the  price  tag. 
There's  a  competing  group  of  sellers, 
whose  prices  are  matched  against  it  by 
priceline.com. 
ME-TOO  SUES.  At  first,  there  weren't  enough 
matchups — so  priceline.com  sometimes 
discounted  prices  below  costs  to  make 
deals  happen.  But  ultimately,  Walker  per- 
suaded more  than  2  million  people  to  sign 
up  for  goods  over  the  Web.  In  the  process, 
he's  forcing  traditional  businesses  to  re- 
think their  pricing  model  and  spawning 
imitators,  including  buyingedge.com  and 
NexTag.com. 

Now,  Walker  is  extending  the  approach 
to  fresh  fields.  Although  he  won't  dis- 
close the  next  items  up  for  bid— simply 
smiling  at  the  household  products 
perched  on  his  shelves— Walker  sees  no 


PRICELINE.COM 

Position:  Founder  and 

vice-chairman 

Contribution:  Shook  up  the 

world  of  online  sales  by 

letting  consumers  name  the 

price  they'll  pay  for  airplane 

tickets,  hotel  rooms,  and  cars. 

Ambition:  Extend 

the  priceline.com  approach 

to  a  universe 

of  consumer  products. 


end  to  his  potential  offerings.  "Even  in 
lifesaving  medicines,  people  will  be  flexi- 
ble to  save  money,"  he  says. 

How  far  he  can  stretch  the  concept  is 
unclear,  but  priceline.com  is  off  to  a  rous- 
ing start.  In  one  year  of  business,  rev- 
enues shot  to  $111.6  million  in  the  quarter 
ended  June  30,  up  from  $49.4  million  for 
the  previous  three  months.  That  still 
meant  an  operating  loss  of  $16.2  million, 
but  the  losses  have  shrunk  from  $17.6 
million  and  $73.9  million  in  the  prior 
two  quarters,  and  analysts  see  profits  by 
the  middle  of  next  year.  Walker's  winning 


ways  look  sustainable:  He  has  re 
two  patents  at  priceline.com  and  h 
plications  in  on  20  more.  "This  is  i 
unique  platform  that  can  be  trans 
across  product  lines,"  says  analyst 
B.  Alexander  of  Wit  Capital  Corp. 

Walker  wants  to  repeat  his  form 
dozens  of  markets.  "What  many  t 
who  are  affluent  fail  to  appreciate  i 
most  of  the  world  is  on  a  budget 
Walker.  And  where  does  this  bargain 
ing  billionaire  expect  his  business  t 
Straight  to  the  moon. 

— By  Diane 
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Remind  you  of  banner  advertising? 


,. 


With  banner  ads,  you  never  know  who,  if  anyone,  is  going  to  pick  up  your 
message.  At  GoTo.com  we  take  a  more  direct  approach.  Our  search  engine  acts 
like  an  online  marketplace,  introducing  your  Web  site  to  your  best  potential 
customers  looking  for  what  you're  offering.  You  pick  the  search  terms  relevant 
to  your  site  and  you  control  where  your  site  appears  in  our  search  results. 
This  gives  you  targeted  leads  from  one  of  the  top  search  engines  on  the  Web. 
Best  of  all,  you  only  pay  for  connections  with  customers,  instead  of  sinking 
your  money  into  wasted  impressions.  Learn  more  at  www.goto.com/tryit. 


:om 

Search  made  simple." 


®  1 999  GoTo.com,  Inc 
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g  MARGARET  C.WHITMAN 


E 


Bay  Inc.  founder  Pierre  Omidyar  was 
the  genius  who  thought  of  putting 
auctions  online.  But  it  took  the  man- 


agement savvy  of  CEO  Margaret  C.  Whitman 
to  turn  his  quirky  idea  into  an  Internet  gi- 
ant capahle  of  handling  millions  of  buyers 
and  sellers — not  to  mention  ferocious  com- 
petition from  the  likes  of  Amazon.com  Inc. 
In  just  16  months,  eBay  has  grown 
from  750,000  customers  to  5.6  mil- 


EBAY  INC. 

Position:  President  and  CEO 

Contribution:  She  put  eBay — and  Web 

auctions — on  the  map  by  piloting  eBay's 

successful  IPO  last  September.  It  has 

racked  up  a  whopping  5.6  million  users. 

Ambitions:  To  make  eBay  an  international 

phenom  where  all  sorts  of  things 

are  auctioned — including  big-ticket  items 

such  as  collectible  autos. 


lion.  More  than  that,  Whitman  has 
helped  legitimize  the  notion  of  ne- 
gotiated pricing — making  it  one  of 
the  most  powerful  economic  forces 


on  the  Internet.  The  concept  is  be  I 
plied  by  others  to  every  kind  of 
from  airplane  tickets  to  industrial 

Now,  Whitman  is  busy  adding  b| 
items  such  as  antique  cars  to  eBay's 
ditional  fare  of  Beanie  Babies  and 
brae.  She  just  launched  international 
in  Britain  and  Germany — and  e 
enter  five  other  countries  by  early  n 
Next,  she  plans  on  setting  up  regio 
tions  in  50  U.  S.  metropolitan  areas 
can  sell  large  items  that  can't  easily  be] 

Through  it  all,  Whitman  vows  t] 
lose  site  of  the  fans  that  made  eBay 
ster  hit.  "One  of  the  things  I'm  most 
on  is  managing  something  that's 
from  a  small  town  to  a  larger  co 
says  Whitman.  One  initiative:  Voio 
Customer  Day.  Each  month,  eBay 
10  to  20  customers  into  its  offices, 
whom  spend  5  to  10  hours  a  day  o 
New  employees  meet  them.  And 
Whitman.  Now  if  she  can  just  get  th 
es  to  be  such  eBay  fanatics,  the 
could  start  to  look  like  eWorld. 

— By  Heathei 


Glen  Meakem  may  look  as  buttoned- 
down  as  a  Young  Republican,  but 
don't  let  his  carefully  combed  coif 
and  pressed  khakis  fool  you.  This  guy  lives 
close  to  the  edge.  Consider  that  Meakem,  a 
U.  S.  Army  Reserve  engineer,  asked  to  be 
sent  to  the  Persian  Gulf  war:  Saddam  Hus- 
sein's 1990  invasion  of  Kuwait  "kind  of 
pissed  me  off,"  he  growls. 

Risk  turns  Meakem  on.  That's  why  he 
left  a  solid  job  at  ge  Information  Services  in 
1995  to  start  his  own  company,  FreeMarkets 
Inc.  in  Pittsburgh.  It's  a  Web-based  ex- 
change that  allows  businesses,  ranging  from 
utilities  to  farm  equipment  makers,  to  post 
a  list  of  products  they  want  to  buy,  while 
suppliers  compete  for  the  business.  If 
Meakem's  concept  takes  root,  it  could  rev- 
olutionize business-to-business  commerce. 
"They're  using  the  Internet  to  threaten  tra- 
ditional pricing,"  says  John  J.  Sviokla,  a  Net 
strategist  at  Diamond  Technology  Partners 
Inc.  in  Chicago.  "That's  a  big  deal." 

Meakem's  selling  proposition  is  alluring. 
FreeMarkets  will  raise  the  quality  of  the  prod- 
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ucts  and  services  you  buy 
lowering  the  price  you  p 
them  by  15%  to  20%.  Cus 
are  starting  to  go  for  the  pit*   r 
year,  FreeMarkets  ran  auctio 


FREEMARKETS  INC. 

Position:  Co-founder  and  CEO 
Contribution:  Revolutionizing  busines 
to-business  commerce  by  creating 
Web  auctions  for  industries  as  divers* 
as  coal  mining  and  auto  manufacturin 

Ambition:  To  break  down  barriers 
to  entry  and  build  frictionless  markets 


ering  $1  billion  worth  of  pu 
orders  and  generating  $7.8  i 
in  revenues  for  itself.  "The 
we  save  money  is  that  we're 
ing  competition  where  there 
any  before,"  says  Meakem 
mint  our  buyers  money' 
there's  a  risky  proposition. 
—By  Roger  O.  O 


It'JS 


Question: 

What  did  the  e-tailer 

say  to  the  retailer? 


Answer: 

My  floor  space  is 

bigger  than  yours. 


vCus 
die  pi 
auiioi  ■ 


■  Records 

Iding  a  state-of-the-art  technical 
ation,  we're  helping  Tower 
ds  individualize  their  customer's 
buying  experience.  Experience 
w  towerrecords.com.  We're 
g  a  good  thing  even  better. 


EO 

isiness 

itinj 

lives 

itufin| 


r-Garten 

:rategy  and  technological  solution 
3d  us  to  transform  the  order- 
ssing  procedures  of  Europe's 
■  g  gardening-supply  company, 
ing  the  time  to  process  an  order 
our  days  to  one  and  giving  their 
dealers  access  to  a  product 
more  than  2,500  goods. 


ture.com 

3lped  Furniture.com  build  the 
's  largest  online  furniture  store, 
wer  50,000  items  from  over  1 00 
facturers.  Shoppers  easily  browse 
ast  selection,  create  their  own 
'oom,  and  work  with  design 
i  iltants  for  personal  service. 


E-commerce.  It  offers  incredible  opportunities.  You  can  fit 
a  million  shoppers  in  your  store  and  keep  your  cash  register 
ringing  24  hours  a  day  7  days  a  week.  You  can  track  buying 
habits  and  predict  purchases.  USWeb/CKS  designs,  develops 
and  deploys  successful  e-commerce  sites.  We've  created 
a  new  standard  to  measure  this  success:  time-to-value. 
Time-to-value  means  the  ability  to  use  insight,  experience 
and  scale  to  deliver  breakthrough  results  quickly.  We've  done 
it  in  over  3,000  client  engagements.  We  can  expand  your 
digital  floor  space.  Fast.  Contact  us  for  details. 


or  our  white  paper: 

igies  for  Growing  Your  Business 
ihat  iigh  E-commerce 

fices  worldwide 
>rtune  100  clients 
act  us  at: 
J79  3241  ext.  132 
)  995  8964  (International] 
.uswebcks.com 


USWeb/CKS 

Transforming  business  in 
the  digital  economy. 
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.  JAMES   H.  CLARK 

When  James  Clark's  new  $30  mil- 
lion high-tech  sailboat,  Hyperi- 
on, was  formally  handed  over 
to  him  at  a  Netherlands  shipyard  in  January, 
the  co-founder  of  Internet  pioneer  Netscape 
Communications  Corp.  envisioned  a  leisure- 
ly life  on  what  he  called  a  "luxury  floating 
rv."  Well,  you  can  stuff  that 
dream  in  a  bottle  and  toss 
it  out  to  sea.  Instead,  the 
serial  entrepreneur  is 
spending  virtually  100%  of 
his  waking  hours  as  ceo  of 
yet  another  startup,  myCFO 
Inc.,  a  personal  money- 
management  service. 

There's  just  too  much 
happening  on  the  Internet 
for  Clark  to  take  a  vaca- 
tion. But  he  has  only  him- 
self to  blame.  Five  years 
ago,  after  leaving  the  first 
company  he  started,  3-D 


pioneer  Silicon  Graphics  Inc.,  he  and  pro- 
gramming whiz  Marc  Andreessen  launched 
the  Net  revolution  with  their  Netscape  Nav- 
igator browser.  It  was  that  small,  simple 
program  that  brought  the  pow- 
er of  the  Net  to  regular  folks. 

And  Clark  hasn't  stopped 
there.  He  turned  his  attention 
to  developing  services  that  take 


[  innovate 


advantage  of  the  Net.  First,  he  co-fq 
Healtheon  Corp.,  a  high-profile  Welj 
service  for  managing  health  care.  An 
he  is  focusing  on  personal  finance, 


JAMES  H.  CLARK 


MYCFO  INC. 

Position:  Founder  and  CEO 

Contribution:  Arguably  the  father  of  the| 

commercial  Internet.  Started  Silicon 

Graphics,  Netscape,  Healtheon,  and  myCFC 

Ambition:  To  keep  launching  companies! 

that  satisfy  his  intellectual  curiosity 
or  solve  a  problem  he  knows  personally. 


fat  target.  "I  like  to  look  at  bil 
kets  and  see  if  I  can  carve! 
thick  slice,"  says  Clark,  55, 
timates  his  net  worth  at  upw| 
$1.8   billion.   If  the  Net 
doesn't  let  up,  he  may  ne^ 
back  to  his  luxury  floating 
— By  Steve . 


.  CHRISTOS  M.  COTSAKOS 

Evt;  Trade  Group  Inc.  is  only  the  sec- 
ond-largest Web  trading  company. 
But  you  wouldn't  know  it  from  the 
stir  whipped  up  by  its  hyperactive  ceo, 
Christos  M.  Cotsakos.  His  in-your-face, 
"Boot  your  broker"  ads  made  online  trading 
seem  ultrahip  after  Cotsakos  arrived  in 
1996.  That  was  the  wake-up  call  that  sent 
traditional  Wall  Street  firms  tearing  up  old 
business  plans  and  reaching  for  the  Turns. 
He's  not  letting  up,  either:  E*Trade  recently 
began  offering  after-hours  trading  and  low- 
ered prices  for  active  traders.  And  now,  it's 
spending  $150  million  on  a  new  round  of 
ads. 

That's  just  a  hint  of  Cotsakos'  blinding 
ambition.  Now,  he  plans  to  build  an  online 
financial-services  empire  to  rival  anything  on 
the  Street.  Brokerage  offerings  formed  the 
first  building  block — letting  consumers  buy 
stocks  for  as  little  as  $4.95  a  trade.  He's 
adding  online  banking  and  loans  and, 
through  partners,  insurance,  mortgages,  and 
even  the  ability  to  buy  ipo  stocks.  For  man- 
aging all  aspects  of  individual  investors' 
money,  "we'll  be  the  one  place  you  book- 


mark" on  your  browser,  vows  Cotsakos. 
E  "Trade  can't  depend  on  day  traders  to 
pump  up  its  businesses.  That's  why  Cot- 
sakos, 51,  is  trying  to  attract  the  mass  of 
consumers  who  can't  quite  bring  them- 
selves to  use  a  mouse  to  buy  stocks.  That 
hurdle  is  "all  about  clickophobia," 
says  Cotsakos.  "If  only  we  could  get 


CHRISTOS  M.  COTSAKOS 


ETrade  has  a  new  series  of  ads  tc 
nerves.  If  he  can  get  the  message 
he'll  be  on  his  way  to  building  a 
house  that  will  have  Wall  Streetersl 
Pepto-Bismol  as  a  chaser  for  those 

— By  Loul 


E*TRADE  GROUP  INC. 

Position:  Chairman,  CEO 

Contribution:  Made  Internet  trading  hip 

with  outrageous  ads  and  got  the  attention 

of  Wall  Street's  giants — forcing  them  to 

concoct  their  own  Web  schemes. 

Ambition:  To  build  a  financial  powerhouse 

on  the  Net  to  match  the  breadth 

and  influence  of  mighty  Citigroup's 

brick-and-mortar  operations. 


people  to  understand  that  all  the 
databases  of  the  world  won't  crash 
and  that  your  information  won't 
be  lost  when  you  send  through  a 
trade."    To    combat    such    fears, 


A* 
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opSpoits  I'oin 


ihead.com 


fcflowers.com 


JiATODAY.com 


jmputershopper.com 


sxtCard 


Ht-Ties 


jglobe.com 


d  more. 


mission  based 


convenient 


£-    No  two  consumers  are  looking  for 
exactly  the  same  thing,  but  some  of 
today's  smartest  companies  are  using  the 
Internet  to  give  them  exactly  what  they  want 
—with  e-centives™. 

e-centives  enable  marketers  to  acquire  new 
customers  and  build  brand  loyalty  by 
dynamically  delivering  personalized  incentives 
to  consumers  online  based  on  their  unique 
shopping  profiles  and  interests.  Marketers 
are  able  to  promote  relevant  offers  while 
consumer  profiles  are  safeguarded  for  privacy. 
Marketers  can  easily  launch  and  manage 
promotions  in  real  time,  dynamically  delivering 


I 


e-centives  both  on  and  beyond  their  sites 
through  an  integrated  network  of  online  partners. 
And  with  e-centives'  online  organizer,  offers  are 
ready  to  redeem  when  consumers  are  ready 
to  shop! 

e-centives'  unparalleled  technology  provides  a 
seamless  user  experience  designed  to  motivate 
consumers  through  the  purchase  cycle.  To 
realize  the  promise  of  true  'one-to-one'  market- 
ing, give  them  what  they  want— e-centives. 


www.e-centives.com 


©1999  e-centives,  inc.  All  rights  reserved.  All  other  brand  names  mentioned  are  registered  trademarks  of  their  respective  holders. 
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'  MASAYOSHI   SON 

He's  admired,  envied,  and  even  feared 
by  some.  But  there's  no  denying 
that  Masayoshi  Son  is  single-hand- 
edly dragging  Japan  into  the  Information 
Age.  Once  scorned  by  the  Establishment, 
Son  now  regularly  gets  face  time  with 
Prime  Minister  Keizo  Obuchi.  And  there 
isn't  an  executive  in  Japanese  finance,  re- 
tailing, or  high  tech  who  isn't  in  awe  of  the 
clout  Son  now  has  over  Japan's  emerging 
Internet  economy. 

Small  wonder.  Since  1995,  Son's  Soft- 
bank Corp.  has  made  perhaps  the  sawiest 
venture-capital  bets  of  all  time  by  taking  eq- 
uity stakes  in  what  are  now  the  hottest  sites 
on  the  Web.  Think  about  Yahoo!  Inc., 
GeoCities,  ETrade,  or  E-Loan.  Son  owns  a 
piece  of  all  them.  He  has  parlayed  startup 


{ bankrollers 


create  a  U.  S.-style  Nasdaq  over-the-counter 
market  next  year  for  high-tech  startups  that 
bypasses  Japan's  restrictive  small-cap  market. 
He  also  plans  to  offer  the  service  free  to 
Japanese  schools  for  a  decade  to  kick-start 
interest  in  the  Net  and  get  Japan's  personal- 
computer  penetration  to  U.  S.  levels. 

That  has  endeared  him  to  officialdom. 
The  government  is  counting  oh  e-com- 
merce  and  business-to-business  transactions 
to  lower  Japan's  bloated  price  structure  and 
spur  a  productivity  surge,  as  they  have  in 
the  United  States. 

with  A  SHRUG.  Yet  others  worry  that  a 
country  that  has  always  wanted  its  own 
Bill  Gates  should  be  careful  what  it  wish- 
es for.  Son  and  his  alliance  directly  or 
indirectly  control  70%  of  listed  Internet 
companies  in  Japan.  And  if  Softbank  con- 
trols 60%  of  Nasdaq  Japan  as  planned, 


Son  is  binding  his  100-plus 
of  companies  into  a  cyber 


H'.nT^SrMo 


confederatio 
-conglomerati 


investments  of  nearly  $2  billion  into  pa- 
per profits  now  worth  $15  billion.  And  his 
own  net  worth  tops  $2  billion. 

Had  he  stopped  there,  Son  might  just 
have  been  remembered  as  a  shrewd  Sili- 
con Valley  sugar  daddy  who  struck  it  rich. 
But  he  has  no  intention  of  slowing  down. 
In  what  might  be  the  model  for  global  ex- 
pansion of  e-commerce,  Son  is  binding  to- 
gether his  100-plus  confederation  of 
companies  into  a  cyber-conglomerate  that 
will  expand  into  Asia  and  Europe.  At  its 
core  is  his  Softbank,  a  sprawling  empire  in 
Japan  and  in  the  U.  S.  that  includes  soft- 
ware, retailing,  magazines,  Web  publishing, 
and  computer  trade-show  properties,  with  a 
market  cap  of  $38  billion — exceeding  that 
of  Toshiba. 

His  first  big  target  is  Japan,  which  Son 
figures  is  "missing  out  on  a  dramatic 
world  movement."  Son  already  has  set  up 
joint  ventures  there  with  Yahoo  and 
ETrade.  His  basic  strategy  is  to  import 
U.  S.  Web  sites  into  Japan,  where  there  is 
precious  little  experience  in  commercial- 
izing the  Internet. 

He's  also  smashing  through  some  barri- 
ers that  have  held  Japan  back.  The  irre- 
pressible dealmaker  has  clinched  a  deal  to 


would  Son's  friends  get  preferential  treat- 
ment? "It  will  be  like  having  your  cake 
and  eating  it  too,"  worries  Joichi  Ito, 
chairman  of  competitor  portal  Infoseek 
Japan.  Others  worry  that  Son  is  selling 
out  Japan  and  letting  U.  S.  compa- 
nies into  the  most  lucrative  niches 
of  the  Net  in  Japan. 

Son  shrugs  off  the  criticism.  He 
vows  his  Nasdaq  will  treat  all  comers 
fairly.  And  he  says  his  co-ventures 
with  U.  S.  companies  are  good  for 
the  Japanese  consumer.  "I  keep  hear- 
ing about  Son  bringing  in  the  black 
ships,"  he  says,  alluding  to  U.  S.  gun- 
boats that  forced  Japan  to  open  up 
during  the  Meiji  era. 

In  a  way,  Son  himself  is  the  alien 
invader — but  it's  a  positive  thing.  By  dint  of 
his  drive  and  vast  wealth  he's  proving  some- 
thing of  an  inspiration  to  Japan's  home- 
grown Netrepreneurs.  The  irony  is  rich. 
Son  is  an  ethnic  Korean  who  suffered 
ridicule  and  once  had  to  beg  for  startup  fi- 
nancing from  Tokyo  lenders.  Now,  this 
cybermogul  may  be  Japan's  best  hope  to 
make  a  necessary  and  speedy  transition 
into  the  Internet  Era. 

— By  Brian  Bremner 


MASAYOSHI  SON 


SOFTBANK  CORP.,  JAPAN 
Position:  Founder  and  CEO 
Contribution:  With  $2  billion  in- 
vested, one  of  the  biggest  backers 
of  Internet  startups  worldwide. 
Ambitions:  To  pull  Japan  out  of 
the  Web  dark  ages  and  dominate 
e-commerce  in  Asia. 
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.  ROBERT  C.   KAGLE 

Robert  C.  Kagle  has  come  a  long  way 
from  his  days  growing  up  in  the  Rust 
Belt  burg  of  Flint,  Mich.  The  oldest 
child  in  a  single-parent  family, 
Kagle  was  always  looking  to 
make  a  quick  buck.  For  a 
time,  he  pushed  an  ice  cream 
cart  around  his  neighborhood. 
He  took  a  job  in  the  spark- 
plug division  of  General  Mo- 
tors Corp.  He  even  did  a  stint 
at  a  tuxedo  shop  just  so  he 
would  have  a  tux  to  wear  to 
his  high  school  prom — com- 
plete with  top  hat  and  cane. 

Today,  Kagle,  43,  can  afford  to  buy  a 
chain  of  tuxedo  stores — and  then  some. 
Thanks  to  his  skill  at  spotting  future  In- 
ternet headliners  such  as  auction  pioneer 
eBay  Inc.  and  online-mortgage  upstart 
E-loan  Inc.,  the  partner  at  venture-capital 
firm  Benchmark  Capital  has  emerged  as 
one  of  the  industry's  elite  investors.  And, 
with  Kagle  as  its  spiritual  leader,  four- 
year-old  Benchmark  has  become  one  of 
the  hottest  venture-capital  firms  in  Silicon 
Valley. 

eBay  was  Kagle's  first  home  run. 
Benchmark's  $5  million  is  now  worth 
some  $3.2  billion.  And  Kagle's  personal 
take:  A  cool  $170  million.  Another  Kagle 
winner  is  business-to-business  upstart 


Ariba  Inc.,  a  $4  million  investment  now 
wqrth  almost  $1  billion. 

Kagle  believes  tomorrow's  online  sen- 
sations will  have  chucked  traditional  mar- 
keting by  demographics  in  favor  of  targeting 


ROBERT  C.  KAGLE 


BENCHMARK  CAPITAL 

Position:  General  Partner 

Contribution:  Used  his  consumer  marketing  expertise  to 

help  launch  such  Internet  darlings  as  eBay,  E-Loan,  and  Ariba 

Ambition:  To  make  Benchmark  as  dominant  in  venture  capi 

tal  as  McKinsey  is  in  management  consulting. 


individuals  based  on  their  up-to-the-i^ 
purchasing  habits.  "What's  more  \,J 
to  know:  that  someone  is  a  35-to-4! 
old  male  who  drives  a  Cadillac  c 
someone  recently  bought  golf  clubs 
going  on  a  vacation?' 
asks.  The  answer  to  thai 
tion  is  obvious.  But  it 
another  matter  to  pick 
panics  that  can  do  it 
natcly  for  Benchmark, 
finds  sharp  entreprene 
readily  as  an  ice  crear 
jockey  attracts  kids  on 
mer  afternoon. 

—By  Linda  Hin 


LAWTON   W.   FITT 


C 


hief  executives  tend  to  get  the  cred- 
it when  startups  go  public  and  the 
i  stock  blasts  through  the  ozone  layer. 
But  they  owe  a  huge  debt  to  those  who 
work  behind  the  scenes  on  Wall  Street.  No- 
body deserves  more  accolades  than  Law- 
ton  W  Fitt,  managing  director  of  Goldman, 
Sachs  &  Co.,  who  quarterbacks  more  tech 
ipos  than  anybody  else.  This  year  alone, 
she  has  greased  the  skids  for  more  than 
22  tech  ipos,  including  E-Toys  and  Juniper 
Networks,  raising  more  than  $2.7  billion. 
That  made  Goldman  the  tech-IPO  champ. 
Silicon  Valley  execs  say  Fitt  keeps  a 
lid  on  ipo  prices,  and  Fitt,  46,  agrees  that 
pricing  is  her  most  difficult  task.  "My 
job  is  to  find  the  point  of  balance  be- 
tween the  issuers  and  investors  where 


LAWTON  W.  FITT 


GOLDMAN,  SACHS  &  CO. 
Position:  Managing  director 
Contribution:  Has  quarterbacked  dozens  of  Inter- 
net IPOs,  including  those  of  Yahoo!  and  eBay. 
Ambition:  To  find  the  magic  price  point  that  sat- 
isfies IPO  stock  issuers  and  investors  equally. 


"f 


everybody  feels  the  price  is  fair,"  Fitt  says. 
"I  want  them  to  be  equally  happy  or 
equally  unhappy."  Right  now,  in  spite  of  a 
high-tech  IPO  slowdown,  there  are  a  lot  of 
happy  capitalists  and  not  many  com- 


plaints.   Fitt  expect^ 
action  to  pick  up 
soon — though  not 
the  speculative  fui 
early  this  year.  "Tl 
not  a  bubble,"  she 
"Five  years  from  now,  there  won't 
ternet  companies  because  everybod) 
be  doing  business  over  the  Internet) 
much  the  better  for  Goldman  S; 
— By  Steve 
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[  bankroller 


,  L.  JOHN   DOERR 


V 


enture  capitalist  L.  John  Doerr  is  a 
one-man  Internet  hit  parade. 
Netscape,  Amazon.com,  Healtheon, 


drugstore.com,  @Home,  Excite — each  re- 
ceived initial  funding  and  early  nurtur- 
ing from  Doerr.  Sure,  the  Kleiner  Perkins 
Caufield  &  Byers  partner  has  had  his 
losers  in  the  past.  Remember  pen  com- 
puting? Nevertheless,  ever  since  he  took  a 
chance  on  Netscape  Communications 
Corp.,  Doerr  has  wielded  the  Midas  touch. 
"John  Doerr  is  not  onlv  the  best  venture 


L.  JOHN  DOERR 


KLEINER  PERKINS  CAUFIELD  &  BYERS 

Position:  General  Partner 

Contribution:  Backed  blockbuster 

Net  pioneers  like  Netscape,  Amazon.com, 

and  Excite.  Knits  startups  together 

with  the  famed  Kleiner  keiretsu. 
Ambition:  Leverage  the  keiretsu  to 

create  whole  new  industries 
on  the  Web — including  health  care. 


capitalist  in  the  world,  but  he  is  also  one 
of  the  top  business  leaders,"  says  Cisco 
Systems  ceo  John  T.  Chambers. 

Doerr  is  also  a  master  matchmaker. 


Who  would  have  thought  a  book 
had  anything  to  teach  a  drugstore: 
when  drugstore.com's  fledgling  t 
needed  some  lessons  in  online  retai 
Doerr  arranged  to  have  them  mentore 
a  really  big  brother  in  the  Kleiner  kt 
sit — Amazon.com  Inc.  And  when  tl 
@Home,  the  cable  Internet  ac 
company,  needed  content  as  well  as  b 
width,  Doerr  engineered  its  merger 
Internet  portal  Excite. 

Where  is  Doerr  applying  his  art 
next?  His  latest  ideas  whirl  around  hanc 
computers.  Five  years  from  now,  he 
people  will  tap  the  Internet  far  mote 
quently  from  palmtop  devices  than  I 
desktop  computers.  By  investing  in  H 
spring  Inc.,  a  startup  handheld  comp 
maker,  Doerr  believes  he  once  again 
positioned  Kleiner  Perkins  at  the  foref 
of  a  revolution.  "Much  sooner  than  a  p< 
every  kid's  desk,  we'll  have  a  handhel 
every  kid's  pocket,"  he  says.  If  that  corn 
pass,  once  again,  Doerr  will  be  the 
who  has  beaten  the  venture-capital 
to  the  Next  Big  Thing. 

— By  Janet  Rae-Du 


I 


,  BERNARD  ARNAULT 

When  the  French  corporate  raider 
Bernard  Arnault  lost  a  bitter  fight 
to  acquire  Gucci  early  this  year, 
some  people  wondered  whether  he  had  any 
more  tricks  up  his  impeccably  tailored 
sleeve.  Indeed  he  did.  Arnault,  the 
chairman  of  LVMH  Moet  Hennessy 
Louis  Vuitton,  is  becoming  Europe's 
largest  cyberbusiness  bankroller — 
seeding  the  Continent  for  the  com- 
ing explosion  of  e-commerce. 

With  a  plan  to  pump  more 
than  $500  million  into  Internet  ven- 
tures in  Europe,  Arnault  is  staking  a 
large  claim  in  a  market  that  seems 
to  be  on  the  verge  of  taking  off.  "In 
the  U.  S.,  the  Internet  developed  in 
several  stages — first  the  technical 
stage,  then  the  portals,  and  then  e- 
commerce,"  says  Arnault.  "In  Europe,  this  is 
all  going  to  happen  at  the  same  time."  If  it 
turns  out  that  way,  European  entrepreneurs 
will  owe  a  debt  of  gratitude  to  Arnault.  He 
has  invested  in  about  30  startups,  including 
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the  auction  site  icollector.com  and  the  online 
retailer  boo.com.  He's  also  backing  U.  S. 
startups  such  as  E-Loan  Inc.  to  help  them 
with  their  European  expansions. 

Arnault,  50,  says  the  Web  will  never  re- 
place die  sensory  pleasure  of  shopping  in 
one  of  his  luxury  boutiques.  Still,  he's  cover- 


BERNARD  ARNAULT 


LVMH  MOET  HENNESSY  LOUIS  VUITTON 

Position:  Chairman 

Contribution:  Founder  of  Europ@web,  and  leading 

bankroller  of  European  Web  ventures- 

about  30  so  far,  either  European  startups  or 

U.S.  companies  expanding  there. 

Ambition:  To  invest  more  than  $500  million  in 

e-commerce  startups  over  the  next  several  years  in 

areas  such  as  financial  services  and  retailing. 


ing  his  bets.  In  October,  lvmh's  Sephora  cos- 
metics chain  is  opening  an  enormous  store 
in  New  York's  Rockefeller  Center.  The  same 
day,  Arnault  is  launching  a  Web  site  for 
Sephora.  With  that  brand  of  fancy  footwork, 


Arnault  could  in  short  order  move 
being  a  leading  financier  of  e-commero 
becoming  a  leading  practitioner  of  it. 

— By  Carol  Man 
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IAPY  C.  MEEKER 


ioor  Mary  Meeker.  When  she  started 
covering  technology  companies  as  an 

analyst  at  Salomon  Brothers  Inc.  in 
1 9,  it  kx)ked  as  though  she  had  come  late 

doozy  of  a  party.  The  PC  revolution  was 

under  way,  and  it  seemed  that  nothing 

would  come  along  during  her  career 

could  possibly  be  its  match.  Still,  she 
I  ned  the  fine  art  of  trend-spotting  from 
lie  of  the  sharpest  analysts  in  New 
Ik — just  in  case  another  technology  rev- 
Ition  should  happen  to  come  along. 
I  Boy,  was  she  ready  when  it  did.  Meeker, 
J  then  at  Morgan  Stanley  Dean  Witter, 

only  called  the  Internet  early  as  a  mega 
liness  opportunity,  but,  with  her  insight- 
Icommentaries  and  bold  predictions,  she 
ped  just  about  everybody  else  see  it,  too. 

and  a  handful  of  colleagues  penned 
|ie  pieces  of  standout  trend  analysis — 

Internet  Report  in  1995,  followed  by 
|ertising  and  e-commerce  studies  in  1996 

1997 — that  became  virtual  bibles  for  in- 
ters and  ceos  alike.  "She  gets  it,  got  it 
jier  than  most,  and  was  able  to  articulate 
I)  the  business  community  in  a  way  they 
|Jd  understand,"  says  John  Chambers, 

of  Cisco  Systems  Inc. 
[TV  MARKET?  Meeker  is  an  unlikely  seer. 
rn  and  raised  in  rural  Indiana,  she's 
|ji-spoken  and  humble.  But  all  that  only 
sks  her  laser-sharp  analytical  skills.  Her 
Icialty:  Making  sen.se  out  of  bedlam.  Like 

day  one  of  her  early  discoveries, 
kscape  Communications  Corp.,  went 
ulic  in  1995.  "I  will  never  forget  that," 
|eker  says.  "We  were  on  the  trading  floor 
en  Netscape  was  trading  at  72.  Someone 


goods.  What  they  had,  she  understood,  was 
millions  of  customers  and  brands  that  had  a 
shot  at  shining  around  the  world.  After 
Netscape's  initial  public  offering,  she  helped 
create  a  new  methodology  for  estimating 
companies'  value  based  on  how  much  a  Web 
site  visitor  or  software  user  might  be  worth  in 
the  future  and  projecting  revenues  and  prof- 
its based  on  that  Since  then,  hundreds  of  In- 
ternet companies  have  gone  public — and 
nobody  blinks  when  their  stock  prices  soar. 
Meeker  isn't  all  numbers  and  spread- 
sheets, though.  She  learned  about  the  Net 
industry  by  talking  to  hundreds  of  entre- 
preneurs on  frequent  visits  to  Silicon  Valley 
and  San  Francisco.  She  immersed  herself 


Stephen  M.  Case,  whose  service  now  ha 
more  than  20  million  customers. 

The  trends  Meeker  is  spotting  now  could 
very  well  become  tomorrow's  gold  stan 
dards.  She  believes  there  is  plenty  of  room 
for  good  companies  to  build  huge  busi 
nesses  that  support  rich  market  caps.  She 
has  high  expectations  for  business-to-busi 
ness  markets  that  are  revamping  tradition 
al  commerce.  Example:  Chemdex,  an  online 
marketplace  that  brings  together  chemical 
buyers  and  sellers.  Another  hot  space  could 
be  online  music,  where  companies  such  as 
RealNetworks,  MP3.com,  Amazon.com,  and 
aol  are  making  deep  inroads. 

Since  1995,  Meeker's  job  has  shifted  with 


MARY  G.  MEEKER 


MORGAN  STANLEY  DEAN  WITTER 

Position:  Managing  Director 

Contribution  :  Kicked  off  the  consumer  e-commerce  gold  rush 

by  predicting  huge  growth  in  Internet  advertising  and  consumers' 

readiness  to  open  their  wallets  on  the  Web. 

Ambitions:  To  spot  the  next  Netscapes  (the  way  she  did  the  original  one) 

and  help  investors  avoid  getting  caught  in  the  backdraft  when 

the  weaker  Internet  stocks  melt  down. 


in  Net  culture — hanging  out  in  the  Valley 
with  Netscape  wunderkind  Marc  An- 
dreessen. In  1995,  she  and  Andreessen 
smugly  estimated  that  only  400  people  really 
"got  the  Net."  Meeker  was  one  of  them — 
and  proved  expert  at  pulling  all  that  she  had 
gleaned  into  one  big  picture. 

Some  of  Meeker's  early  revelations  seem 
quaint  or  obvious  now.  But  at  the  time, 
they  were  daring.  In  1993,  she  backed 
America  Online  Inc.,  a  fledgling  service 


of  the  first  who  "got  the  Net," 
can  explain  it  to  Wall  Street 


Ined  to  me  and  said  'Isn't  this  exciting?' 

1  I  just  looked  at  him  and  almost  started 

;ry  because  now  I  had  to  deal  with  this." 

The  market  seemed  to  have  gone  nuts. 

I  deer's  challenge  was  to  explain  it  to  Wall 

bet.  She  saw  that  new  rules  were  required 

evaluating  Net  startups.  These  compa- 

|s  didn't  have  profits.  In  some  cases,  they 

[n't  even  ask  customers  to  pay  for  their 


with  just  300,000  subscribers  that  was 
viewed  skeptically  by  many  analysts.  But 
she  understood  how  aol  would  gain 
tremendous  power  and  value  as  more  and 
more  people  signed  on  for  news,  e-mail, 
chat — and,  ultimately,  access  to  the  Web. 
"She  understands  the  economics  of  the 
medium  and  has  an  intuitive  feel  for  the 
people  and  trends,"  says  AOL  Chairman 


the  Net  tides.  Now,  in  addition  to  analyzing 
new  companies  and  trends,  she  increasing- 
ly focuses  on  how  established  companies 
such  as  Yahoo,  aol,  and  Amazon  will  adjust 
and  compete  with  one  another.  And  she 
even  gives  counsel  to  some  of  the  industry's 
big  shots.  "She  sees  how  large  the  opportu- 
nity is — and  encourages  us  to  think  big," 
says  Amazon  ceo  Jeffrey  Bezos. 

Meeker  also  has  become  something  of  a 
Cassandra — warning  that  greed  is  encourag- 
ing investments  that  won't  ever  pan  out  "I 
think  we  have  a  vicious  cycle,  where  the 
amount  of  money  lost  for  a  lot  of  new 
companies  and  a  lot  of  old  companies  trying 
to  get  into  this  space  is  going  to  be  HUGE — 
in  all  caps,"  she  says.  That's  a  scary  warning, 
especially  if  you  consider  the  forecasting 
record  of  the  person  it's  coming  from. 

— By  Heather  Green 


ONLINE  LINK 


Check  out  a  O&A  with  Morgan  Stanley's 
ace  Internet  analyst,  Mary  Meeker  at 
ebiz.businessweek.com. 
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.  JOHN   HAGEL   III 

John  Maynard  Keynes  didn't  live  on  In- 
ternet time,  but  if  he  had,  he  probably 
would  have  been  a  fan  of  McKinsey  & 
Co.  strategy  consultant  John  Hagel  III.  Prac- 
tical, powerful  men,  Keynes  wrote,  are  usu- 
ally the  unwitting  slaves  of  some  defunct 
intellectual  scribbler.  Hagel  is  a  scribbler, 
but  these  days,  because  things  move  so  fast, 
thinkers  like  him  don't  have  to  die  before 
they  get  the  credit  due  them. 

Hagel  is  a  fountain  of  concepts  that  are 
being  put  into  practice  all  over  the  Web.  In 
1997,  his  book  Net  Gain  (co-authored  by 
Arthur  G.  Armstrong)  suggested  how  non- 
commercial Web  communities  could  use 
content,  chat,  and  bulletin  boards  to  pro- 
mote e-commerce.  Hagel's  reputation  stems 


McKINSEY  &  CO. 

Position:  Principal 

Contribution:  Wrote  two 

books,  Net  Worth  and  Net  Gain, 

that  were  early  in  pointing  the 

way  to  Internet  success. 

Ambition:  Publish  the 

much-awaited  Net  Net,  which 

tells  established  companies 

how  to  harness  the  Web  and 

avoid  being  roadkill. 


from  what  happened  after  Net  Gain  came 
out:  a  burst  of  new  sites  serving  special  in- 
terests from  cooking  to  golf.  "I  think  he's  a 
combination  of  someone  who  can  put  a 
name  on  things  that  are  already  happening 
and  an  instigator,"  says  Ron  Martinez,  CEO 
of  Brodia  Group,  an  e-commerce  startup. 
In  1999,  Hagel  was  back  with  Net  Worth 
(co-author,  Marc  Singer),  arguing  that  a 
new  way  to  make  money  online  is  to  be- 
come an  "infomediary."  An  infomediary 
would  gather  its  customers'  profiles  and 
seek  out  special  offers  and  discounts  for 


them  from  suppliers  on  the  Net.  He  sj 
average  consumer  could  save  more 
$1,100  a  year  even  after  paying  cor 
on  purchases.  The  infomediary  would| 
the  rest  of  its  money  selling 
marketers,  who  would  cough  up  bee 
the  advantages  of  precise  targeting. 

What's  next?  Net  Net.  It's  abouj 
brick-and  mortar  companies  try 
come  infomediaries.  Don't  rush  out  1 
it,  though.  Net  Net  will  be  finished ' 
as  my  wife  lets  me,"  says  Hagel. 

— By  Timothy  J.  Mu\ 


.  WILLIAM  JOY 

The  technology  world's  going  pretty 
much  according  to  Bill — but  not  the 
Bill  you  think.  While  Microsoft  Corp.'s 
William  H.  Gates  III  must  worry  about  an 
antitrust  suit  and  the  threat  of  a  post-PC 
era,  the  ideas  of  Bill  Joy,  Sun  Microsystems 
Inc.'s  chief  technology  officer,  couldn't  be 
more  in  vogue. 

For  20  years,  the  bushy-haired  Joy,  44, 
has  been  the  Merlin  of  the  computer  in- 
dustry— peering  out  10  years  and  foreseeing 
a  whole  new  way  of  computing.  His  vi- 
sion: that  computers  need  to  be  much  sim- 
pler to  use,  and  information  should  be 
readily  available  everywhere  via 
the  Net  on  a  range  of  appli- 
ances. Now,  thanks  in  good  part 
to  Joy's  prodding  and  Sun's  Java 
technology,  that  vision  is  be- 
coming reality.  Joy's  ideas  are 
laying  the  foundation  for  mak- 
ing e-business  ubiquitous. 

His  latest  musings  are  just 
as  audacious.  Joy  foresees  a 
world  where  tiny  computers  that 
are  embedded  in  all  sorts  of  de- 
vices talk  directly  to  other  com- 
puters, without  need  of  human 
intervention.  Why,  for  example,  couldn't 
power  plants  negotiate  with  each  other  to 
adjust  real-time  to  minimize  pollution?  "The 
big  emerging  trend  is  finding  ways  to  get 
computers  to  reliably  work  together — and 
it's  much  harder  to  do  than  people  think," 
says  Joy.  "It's  going  to  take  many  years." 

Joy  seems  likely  to  enjoy  the  long  jour- 
ney. He  works  with  a  team  of  four  in  As- 
pen, Colo.,  close  to  the  ski  slopes  and  far 


V 


WILLIAM  JOY 


SUN  MICROSYSTEMS 

Position:  Co-founder  and  chief  scientist 

Contribution:  Laid  the  foundation  for  the 

Web  by  putting  Internet  technology  into  tr 

Unix  operating  system  in  the  1970s.  Later 

molded  Sun's  hot  Internet  software,  Java. 

Ambition:  Create  technology  that  lets  corr 

puters  talk  to  each  other — leaving  human 

to  do  much  more  interesting  things. 


from  the  daily  grind  at  Sun's  Silicon 
headquarters.  To  peer  into  the  futu 
endlessly  scours  books  on  everything 
economics  to  architecture,  looking  fi 
hints  on  how  the  Net  will  develop, 
he  has  been  studying  groupthink 
colonies.  "Bill's  often  so  far  outside 
box  that  he's  not  aware  there  is  a  box 
Java  creator  James  Gosling.  Well,  wh 
It  has  worked  so  far. 

—By  Peter  B 
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I      iikv.C    RSTNER  JR. 

Years  from  now,  if  there  is  a  version  of 
the  popular  game  Trivial  Pursuit  on 
the  topic  of  the  Internet,  one  ques- 
tion that  would  be  certain  to  stump  even 
the  most  diehard  game  enthusiasts  is:  What 
chief  executive  officer,  criticized  for  his  lack 
of  strategic  vision,  actually  demonstrated 
more  savvy  than  many  of  the  digerati  by 
jumping  on  the  Internet  early  and  steering 
his  troubled  company  to  a  stunning  recov- 
ery? The  answer:  ibm  Chief  Executive  Louis 
V.  Gerstner  Jr. 

Dial  back  to  1995.  The  computer  in- 
dustry is  in  the  midst  of  browser  wars, 
talk  of  500  television  channels,  and  the 
notion  that  content  would  be  king  on  the 
Internet.  But  there  is  Gerstner,  the  former 
McKinsey  &  Co.  consultant  who  had 
pushed  credit  cards  and  cigarettes  for  most 
of  his  career,  delivering  a  contrarian  speech 
at  the  annual  Comdex  computer  industry 
trade  show.  His  message:  The  Internet  isn't 
just  about  browsing  and  selling  to  con- 
sumers. The  killer  application,  Gerstner 
argues,  will  be  business-to-business  e- 
commerce.  The  Internet  isn't  about  per- 
sonal computers,  either,  he  says.  It's  about 
big  computer  servers 
capable    of    handling 
massive  loads.  Gerstner 
receives  just  a  smatter- 
ing of  polite  applause. 
"At  that  time,  it  was  a 
pretty  lonely  position 
we  took,"  he  told  Wall 
Street  analysts  in  May. 
SWEET  spot.  Today,  that 
position  is  packed  as 
tightly  as  a  Tokyo  sub- 
way car  at  rush  hour. 
And    Gerstner's    early  — 

moves  have  helped  Big 
Blue  stand  apart  from  the  crowd.  About 
25%,  or  $20  billion,  of  the  company's  rev- 
enue is  driven  by  e-business.  That  includes 
products  such  as  mainframes  that  serve  as 
the  heart  of  Charles  Schwab's  online  trad- 
ing business,  or  e-commerce  software  that 
conducts  transactions  for  customers  such  as 
Macys,  Victorias  Secret,  Lands'  End,  and  CD 
Warehouse.  "You're  stupid  if  you're  not 
looking  at  ibm,"  says  Bill  Bass,  vice-president 
for  e-commerce  at  Lands'  End. 
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So  where  are  the  Internet  opportunities 
foe  ibm  now?  They  aren't  among  the  dotcom 
startups— although  ibm  is  trying  to  get  its 
share  of  business  there.  Instead,  Gerstner 
sees  big  money  in  his  company's  traditional 
customer  base — the  thousands  of  compa- 
nies that  have  yet  to  tap  the  Internet  and 
transform  their  businesses.  "That's  the  real 


{  architect) 

computer  industry — including  I 
mogul  William  H.  Gates  III  of  Mi 
Corp.  One  of  Gerstner's  key  moves  I 
shift  25%  of  the  company's  researJ 
development  budget  into  projects  t| 
under  the  rubric  of  so-called  netwoj 
trie  computing.  He  also  declared  tha 
IBM  product— from  tiny  laptop 


LOUIS  V.  GERSTNER  JR. 


IBM 

Position:  Chairman  and  CEO 

Contribution:  An  early 

Net  believer,  he  mobilized 

the  computer  giant  to 
make  Internet  technology 
and  services  a  top  priority. 

Ambition:  Have  IBM 

stand  for  Internet  Business 

Machines. 


revolution,"  he  declares.  He's  zeroing  in  on 
operations  such  as  supply-chain  manage- 
ment, customer  service,  logistics,  procure- 
ment, and  training.  As  chief  of  the  world's 
top  tech-services  company,  Gerstner  crows: 
"We're  right  in  the  middle  of  the  sweet  spot" 
Lou  Gerstner  the  Internet  visionary? 
Believe  it.  He  was  ahead  of  many  in  the 
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mighty  mainframes — must  have  sor 
of  Web  hook.  The  best  part:  Other 
executives  at  the  company,  worrie< 
they  would  appear  technologically 
rant  next  to  their  chairman,  started 
wired.  And  as  Gerstner  showed,  th; 
no  trivial  pursuit. 

—By  Ira 
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When  you're  not  informed,  it  shows. 


We've  all  been  there.  Not  having  that  crucial  piece  of  information  can,  shall 


we  say,  leave  a  less  than  favorable  impression.  Presenting  Hoover's  Online. 


With  original,  penetrating  editorial  coverage  that  includes  company  profiles. 


industry  snapshots  and  business  news,  you'll  never 


find  yourself  at  a  loss  again.  Know  thy  stuff.  www.hoovers.com 
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BROADVISION  INC. 

Position:  Chairman 

and  CEO 

Contribution:  Pioneered 

off-the-shelf  software 

for  transforming 

Web  sites  into  e-stores. 

Ambition:  To  make 

the  online  shopping 

experience  so  easy  that 

anyone  could 

doit. 


P    HONG C     EN 

If  he's  lucky  and  works  really  hard  at  it, 
Pehong  Chen  has  the  opportunity  to  be- 
come for  electronic  commerce  what  Mc- 
Donald's Corp.'s  Ray  Kroc  was  to 
hamburgers.  Like  Kroc,  Chen  took  a  con- 
cept that  had  been  around  for  a  while  and 
figured  out  how  to  make  the  market  ex- 
plode. E-commerce  software  sold  by  his 
Silicon  Valley  startup,  BroadVision  Inc.,  has 
the  potential  of  helping  cybershops  world- 
wide match  McDonald's  claims  of  billions 
and  billions  served. 

Never  mind  fast  food.  This  is  fast  soft- 
ware. In  the  early  days  of  e-commerce,  com- 
panies typically  cobbled  together  their  own 
technology  for  selling  things  online — a 
process  that  could  take  months.  Broad- 
Vision's  software,  first  released  in  1995,  allows 
Web  sites  to  get  their  virtual  cash  registers 


up  and  running  in  as  little  as  seven  weeks. 
And,  while  BroadVision  has  plenty  of  com- 
petition now,  one  of  its  advantages  is  that  its 
software  keeps  things  simple  for  shoppers, 
too.  "Our  goal  is  to  automate  [shopping 
for]  my  mother-in-law,"  says  Chen,  Broad- 
Vision's  41 -year-old  founder  and  ceo. 

He  is  already  automating  a  ton  of  Web 
sites — 300  so  far,  including  everything  from 
Home  Depot  Inc.  to  Hershey  Foods  Corp. 
The  past  year  has  been  a  whopper.  The 


Redwood  City  (Calif.)  company's  sal] 
95%  in  the  first  half  of  1999,  to  $41 
lion.  And  things  only  look  to  get 
now  that  e-business  is  really  taking  ol 
rester  Research  Inc.  says  worldwide  [ 
sales  will  reach  $3.2  trillion  by  2003 
biggest  challenge  is  that  there  are  ol 
hours  in  a  day,"  Chen  says.  "Thej 
much  business  out  there  it's  incre 
Now,  that's  cooking. 

— By  Timothy  J. 


D    VIP  C.  P   TERSCHMIDT 

If  you  wanted  an  exciting  career  and  had 
to  pick  between  being  an  Air  Force  pilot, 
working  on  the  original  B- 1  bomber  pro- 
ject, or  running  a  software  company,  which 
would  it  be?  For  David  C.  Peterschmidt, 
52,  who  has  held  all  three  of  these  jobs,  the 
answer  is  easy:  software.  He's  now  piloting 
Inktomi  Corp.,  one  of  the  hottest 
Internet  startups  around. 

The  Berkeley  (Calif.)  fledgling 
isn't  nearly  as  well  known  as  Yahoo!, 
America  Online,  or  Excite@Home, 
but  all  three  online  megastars  de- 
pend on  Inktomi's  Net  speedup  or 
search  technologies  to  power  their 
Web  sites.  In  fact,  more  than  50  large 
Web  sites  rely  on  Inktomi's  prod- 
ucts to  stay  competitive — making  it  a 
key  technology  arms  dealer  for  the 
Web.  Peterschmidt's  goals  are  as 
grand  as  they  get:  He  wants  Inktomi 
to  provide  the  technology  foundation 
on  the  Net,  much  as  Microsoft's 
Windows  operating  system  is  the 
crucial  software  for  personal  com- 
puters. The  software  may  reside 
largely  behind  the  scenes,  but  "we're 
supplying  a  unified  operating  sys- 
tem for  getting  in- 
formation on  the 
Web,"  says  Peter- 
schmidt. "This  is 
about  dominance." 

That  strategy  is 
paying  off.  Inktomi 
reported  revenues  of 
$19.2  million  for  the 
quarter  ended  June 
30,  up  212%  from  a 
year  earlier.  It's  still 


racking  up  losses  ($6.3  million  last 
but  investors  have  pushed  the  cc 
market  value  above  $5.5  billion.  Ir 
recently  added  Web-shopping  sof 
which  could  boost  sales  growth  even| 
If  so,  Peterschmidt  will  drive  Inktc 
fast  as  he  does  his  mint-conditior 
270  GBT  Ferrari. 

— By  Michcu 


DAVID  C.  PETERSCHMIDT 


INKTOMI  INC. 

Position:  President  and  CEO 
Contribution:  His  search  engine  makes  finding  thing; 

easier  on  major  Web  sites  such  as  AOL  and  Yahoo! 

Ambition:  Making  Inktomi's  technology  for  speeding 

access  to  Web  information  a  platform  that  other  com 

panies  build  upon — like  Windows  is  for  the  PC 
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If  you  think  the  Internet  has  made  it  easy 
|'  shoppers,  imagine  what  it's  done  for  thieves. 

net  Fraud  is  a  reality.  When  a  purchase  is  made  with  a  stolen  or  fake  credit  card  the 
hant  pays,  because  Internet  merchants  are  100%  liable  for  fraud.  So  make  it  easy 
ourself  with  CyberSource  Internet  Fraud  Screen.  Proven  by  hundreds  of  leading 
net  merchants,  it's  capable  of  controlling  credit  card  fraud  to  less  than  one  percent, 
ilso  an  important  part  of  the  CyberSource  Internet  Commerce  Suite5" — mission-critical, 
time  eCommerce  transaction  services  that  support  reliable  and  secure  back-office 
ations.  Visit  www.cybersource.com/fraud  or  call  1-888-330-2300  today.  And  you'll  get 
vhite  paper,  "Credit  Card  Fraud  on  the  Net:  What  Merchants  Need  to  Know."  It's  the 
lra^  /ledge  you  need  to  stop  Internet  thieves. 
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The  Power  Behind 
The  Buy  Button" 

The  instant  shoppers 

click  your  huv  button,  you  harness 

the  power  of  the  CyberSource 

Internet  Commerce  Suite 

mission-critical,  real-time 

eCommerce  transaction  services 

that  help  maximize  risk-free  sales 

at  peak  order  volume. 


CyberSource 


ifCi  Corporation   All  right*  »«erved  CyberSource  n  a  US  registered  trademark 
if  Behind  The  Boy  Button"'  and  "CyberSource  Internet  Commerce  Suite"  are  service  mark*  ol  CyberSource  Corporate 


the  power  behind  the  buy  button 


Business  Week  e.biz    THE  E.BIZ  25 


{  archite 


K   VIN  J.  O'    ONNOR 

Four  years  ago,  Kevin  ).  O'Connor 
helped  revolutionize  an  industry  he 
knew  very  little  about  when  he  started 
DoubleClick  Inc.,  the  first  Internet  adver- 
tising network.  To  his  way  of  thinking,  ig- 
norance was  an  advantage.  Being  a  tech 
guy  who  had  already  launched  a  commu- 
nications software  startup,  he  wasn't  stuck  in 
traditional  ad-think.  Instead,  he  and  co- 
founder  Dwight  A.  Merriman  were  able  to 
spot  something  that  the  Web — unlike  TV, 
radio,  and  print — was  uniquely  suited  to 
do:  instandy  deliver  ads  to  the  right  cus- 
tomers at  just  the  right  time. 

O'Connor's  creativity  didn't  stop  there — 
and  that's  why  he  stands  out  as  the  leading 
architect  for  the  burgeoning  Web  advertising 
business.  Instead  of  starting  a  company  that 
simply  created  ads  or  bought  banner  ad 
space  for  a  handful  of  clients,  the  38-year- 
old  entrepreneur  focused  on  bigger  game: 
building  a  brand  new  kind  of  advertising 


company  tailored  to  the  Web.  Today,  Dou- 
bleClick represents  a  network  of  490  Web 
sites,  including  AltaVista,  and  serves  as  a 
middleman  between  them  and  3,100  ad- 


KEVIN  J.  O'CONNOR 


DOUBLECLICK 

Position:  Co-founder  and  CEO 

Contribution:  Created  the  first  Internet 

advertising  network. 

Ambition:  To  achieve  the  Holy  Grail  of  adver 

tising:  delivering  the  right  ad 

to  the  right  consumer  at  the  right  time. 


vertising  clients,  such  as  General  Motors 
Corp.  and  Visa  International.  On  top  of 
that,  it  provides  powerful  technology  used 
within  the  network  and  by  other  sites  to 
measure  ad  performance. 

O'Connor's  new  ambition  is  to  achieve 
the  Holy  Grail  of  advertising — true  one- 
to-one  marketing.  He  plans  to  match  up  the 


company's  huge  collection  of  cq 
shopping  data  with  the  latest  ad-t 
techniques.  If  O'Gmnor  accomplislj 
advertising  might  finally  live  up 
promised  potential  on  the  Web. 

— By  Heathl 


E    LEN   M.   H     NCOCK 

In  July,  1997,  Ellen  M.  Hancock  had  a 
serious  self-confidence  problem.  Despite  a 
29-year  career  at  IBM,  she  was  pushed 
out  as  chief  technologist  of  Apple  Com- 
puter Inc.  by  the  mercurial  Steven  P.  Jobs. 
She  wondered  if  she  should  bother  seeking 
a  ceo  job  given  what  she  describes  as  a  sul- 
lied reputation. 

Her  blue  period  is  over. 
Since  joining  Exodus  Com- 
munications Inc.  in  March, 
1998,  Hancock,  56,  now  CEO, 
has  emerged  as  a  driving 
force  behind  one  of  the 
hottest  new  trends  in  cyber- 
space: Web  hosting.  With  In- 
ternet startups  and  old-guard 
behemoths  alike  wanting  to 
get  on  the  Net  with  a  mini- 
mum of  money  and  hassle,  dozens  of  com- 
panies have  sprung  up,  offering  to  run  their 
Web  operations  for  them.  Hancock  offers  a 
sorely  needed  nuts-and-bolts  approach  that 
is  convincing  customers  they  can  entrust 
their  most  vital  computing  jobs  to  outsiders 
via  the  Web.  Next  up:  She  plans  on  making 
Internet  communications  more  secure  by 


running  them  across  private  netwon 
think  we  can  change  the  way  the  N| 
and  feels,"  she  says. 

Clearly,  Hancock  has  the  right  I 
la.  With  a  network  of  22  data 
around  the  nation,  Exodus,  now 
Web  hosting,  is  catapulting  towJ 
front  of  the  pack.  Last  year,  the  corj 
revenues  grew  a  staggering  308%, 


ELLEN  M.  HANCOCK 


EXODUS  COMMUNICATIONS 

Position:  CEO 

Contribution:  Proved  that  data-centers-for-h 

can  be  trusted  to  handle  corporations' 

most  vital  information  over  the  Net. 

Ambition:  Make  the  Web  as  reliable  and 

taken  for  granted  as  the  phone  system. 


million,  and  forecasts  call  for  their  d 
again  this  year. 

While  memories  of  her  time  a 
still  smart,  Hancock  is  just  reliev 
didn't  finish  her  career  there.  Inste 
has  forged  a  critical  place  for  hersel 
New  Economy. 

— By  Peter 
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www.eseeds.com  is  an  =  =  =v=  e-business 


Read  this  if  you  want  to  start  selling 
stuff  on  the  Web  now. 

You  hear  the  success  stories:  e-commerce  is  creating  mega-brands 
virtually  overnight,  e-commerce  is  transforming  old  companies 
into  Web-savvy  players,  e-commerce  is  the  great  equalizer. 


Fine.  Now  how  do  you  do  it? 

Information  Uccl,  writes:  "e-commerce  is  an  engine  for  high 
revenue  growth  —  and  even  higher  Web  site  unpredi< stability."" 
And  from  Forbes:  "e-commerce  looks  promising.  Now  comes  the 
hard  part:  making  it  work.' 


IBM  scalable  servers 

help  Charles  Schwab's 

customers  trade  over 

$2  billion  a  day  online. 


The  powei  oJ  '-commerce  is  obvious  ( just 
take  a  look  at  the  stock  market).  But  gearing 
up  so  you  can  sell  online  can  be  a  lot  trickier 
than  it  looks  al  firs!  dance. 


It  doesn't  matter  what  you're  selling  or  what  kind  of  business  you're 
in   You  can  be  a  company  of  thousands,  hundreds,  or  maybe 
the  company  is  just  you.  Regardless,  IBM  can  help. 

We  can  show  you  how  to  seize  e-commerce  opportunities  and 
understand  tin-  issue.  \nd  there  are  significant  issues:  Racing 
and  distribution  issues.  Inventory  issues.  Back-end  issues.  How 
do  you  connect  with  your  suppliers?  Your  vendors?  What  about 
Web  traffic  and  security?  What  about  customer  service? 

There's  no  one  answer.  No  owner's  manual  or  magic  formula, 
e-commerce  solutions  are  about  as  different  as  the  companies 
that  are  taking  advantage  of  them. 


An  IBM  RS/6000*  Web 

server  helped  REI  grow 

worldwide  online  sales 

by  360%  in  1998. 


For  example,  how  does  a  financial  broker  plan 
and  manage  for  growth  when  the  very  nature 
of  the  business  is  unpredictable  and  volatile? 
If  you're  schwab.com1  —  the  world  leader  in 
online  investing  —  you  do  it  with  a  massively 
scalable  IBM  Web  solution  that  can  handle  a  large  volume  of  traffic 
as  well  as  over  $10  billion  worth  of  transactions  online  every  week. 

What  if  you're  a  regional  retailer  and  want  to  go  from  having 
a  few  store  locations  to  being  a  world  player?  If  you're  rei.com 
you  employ  a  powerful  IBM  e-commerce  solution  that  enables 
you  to  sell  everything  from  camping  gear  to  kayaks,  reaching 
customers  nearby  or  in  the  Far  East  (REI  is  now  doing  a  brisk 
business  in  Japan,  with  this  year's  online  sales  exceeding  last 
year's  by  an  extraordinary  400%). 


And  what  if  you're  a  tried  and  true  brand  and  want  to  expand 
your  business?  II  you're  nationalgeographic.com  you  use  IBM 
e-commerce  technology  to  relaunch  your  online  store,  merchandise 
new  products  and  increase  online  sales. 

I  veil  emerging  companies  like  eseeds.com,  cdwarehouse.com  and 
champagnelady.com  are  coming  to  IBM  for  help  in  taking  advantage 
of  e-commerce  opportunities. 


IBM  has  everything  from  robust  e-commerce  software  solutions, 
like  WebSphere,"  Net. Commerce"  and  HomePage  Creator,  to 
high-volume  IBM  Web  servers  and  Web  hosting  services. 


For  e-commerce  expertise  in  industries  as  varied  as  manufacturing, 
banking,  retail  and  health  care,  there  are  the  130,000  consultants, 
strategists  and  implementers  of  IBM  Global  Services.  These  are 
people  with  "been  there,  done  that"  experience,  who  ha\<e  the  tools 
to  help  you  build  and  maintain  a  secure,  scalable  e-commerce  site. 

IBM  has  e-commerce  solutions  no  matu 


Who  are  you? 


We're  a  very  small  business  with  under  50 
employees,  setting  up  our  first  online  store. 

We  don't  have  an  IT  department. 


We're  a  medium-size  business  or  a  department 
of  a  larger  corporation,  expanding  our 
online  presence. 

We  have  an  IT  staff. 


We're  a  medium/large  corporation  seeking  to 
achieve  strategic  competitive  advantage  using 
e-commerce. 

We  have  a  significant  IT  department. 


•  Have  a  robust  Wet  l|  I 
>  Accept  credit  cards  oil 

■  Sell  up  to  500  diffetil' 

•  Operate  hassle-fre  | 


•  Build  or  expand  onl 
significant  transact* 

■  Build  interactive  cul 

•  Tie  into  existing  IT  i 

•  Administer  and  mail 


1  Determine  effective 
1  Integrate  with  existii 

■  Get  support  to  optii 

■  Maximize  ROI. 


Start  right  now:  Go  to  WWW.ibm.COITl/e-bl 
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www.hawaiian-gifts.com  is  an  LMTfL  e-business 
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Mercedes-Benz  is  an  =  =  =¥=  e-business 
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hat?  You  dont  think  the  page  on 
le  left  applies  to  you? 

hilc  online  sales  of  books,  CDs,  videos  and  other  consumer  products 
e  getting  all  the  headlines,  there  is  another  big  opportunity 
i  e-commerce:  businesses  selling  to  other  businesses. 

hd  IBM  is  helping  thousands  of  them  do  just  that. 


i "'  ieck  out  these  numbers,"  wrote  e.biz  in  the  March  22  edition 
business  Week.  "E-commerce  between  businesses  is  five  times 
inch  as  consumer  e-commerce.  or  about  $43  billion  last  year."* 


akee  sense,  actually.  Businesses  already  run  their  entire  operations 
omputer  networks  and  use  those  networks  to  communicate 
Kween  locations,  subsidiaries  and  suppliers.  For  them,  adding 
-based  e-commerce  systems  is  simply  the  next  logical  step. 

what  do  you  need?  Where  do  you  start?  What  are  your  options? 
w  do  vou  avoid  investing  a  fortune  in  hardware,  software  and 
ninistrative  overhead?  What  e-commerce  solution  is  right  for 
11  company  and  your  industry? 

\1  helps  companies  answer  questions  like  these  every  day. 
mpanies  like  Mercedes-Benz,  Shell  Services  International, 
■well  as  more  modestly  sized  companies  like  PETsMART  and 
high  Valley  Safety  Supply  Co. 

selling.  This  chart  can  show  you  how. 


What  do  we  have  for  you? 


IBM  HomePage  Creator  makes  it  easy  to  set  up 
and  manage  an  online  store.  Catalogs,  shopping  carts, 
credit  card  transactions  and  hosting  by  IBM. 

Starting  at  just  $39.95  a  month. 
FREE  setup.  FREE  one-month  trial. 


H  He 


I  billing. 


ging  growth 


IBM  e-commerce  Start  Now  program  has  ail  you  need 
to  set  up  your  e-commerce  site  quickly.  IBM  Net. Commerce 
software  works  with  NT*  UNIX  and  midrange  servers 
(including  IBM  Web  servers).  Business  Partner  consulting 
and  implementation  services  are  also  included. 
As  low  as  $1,099  a  month. 


IBM  e-commerce  consulting  can  help  you  transform  your 
business,  with  everything  from  developing  a  business  strategy 
to  implementing  and  managing  the  e-commerce  solution  that  fits 
your  requirements. 


Whether  it's  Web  hosting  services,  software  like  WebSphere  and 
Net.Commerce,  or  high-volume  UNIX®  and  Windows  NT®  Web  servers, 
IBM  has  tools  to  help  you  build  and  grow  sophisticated,  interactive 
e-commerce  Web  sites.  And  get  you  up  and  running  right  away. 


Gulfstream  now 
processes  7  out  of  10 
parts  online,  with  the 
help  of  an  IBM  RS/6000 
Web  server. 


Also  ready  to  go  to  work  for  you  now  (as  we 

mentioned  on  the  previous  page)  are  the 

more  than  130,000  consultants,  strategists  and 

implementers  of  IBM  Global  Services.  These 

are  people  who  have  real  world  problem-solving 

experience.  And  because  they  know  specific  industries  —  yours  — 

they  have  the  expertise  it  takes  to  help  you  make  the  most  of  the 

e-commerce  opportunities  that  are  out  there. 

These  are  just  a  few  of  the  ways  we're  helping  businesses: 

Direct  online  sales.  Just  as  IBM  is  helping  Gulfstream  sell 
airplane  replacement  parts  to  corporations  worldwide,  we're 
also  helping  retailers,  financial  companies  and  a  variety  of 
manufacturers  make  the  most  of  e-commerce. 

Vendor  extranets.  Setting  up  a  network  that  helps  link  you  to 
your  vendors  can  cut  inventory  carrying  costs  and  make  your 

company  more  responsive.  After  employing  

an  IBM  extranet,  PETsMART,  the  pet 
superstore,  estimates  a  20%  reduction 
in  its  inventory  of  imported  products. 


An  IBM  Global  Services 
electronic  supply  chain  solution 
helped  Mercedes  increase 
M-class  production  by  20%. 


or  can  1  800  IBM-7080,  ext.  EC22 


Dealer-distributor  extranets.  IBM 

has  helped  companies  like  SAAB  link  direcdy  to  their  dealer 
networks  —  enabling  dealers  to  order  and  process  transactions 
online.  This  increases  dealer  productivity  and  reduces  paperwork, 
sending  profits  direct  to  the  bottom  line. 

Online  procurement,  e-commerce  is  also  about  streamlining. 
Eor  IBM  (yes,  we're  an  e-business,  too),  Web-based  procurement 
means  a  $240  million  savings.  This  has 

reduced  the  number  of  paper  invoices  "="  Z-T^~  ~ 

from  five  million  to  zero.  ^=  —  =  '  —  < 
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IBM  is  an  III J¥|  e-business 

start  now:  go  to  www.ibm.com/e-business/start3  or  can  1  800  IBM-7080,  ext.  EC22 
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[  pacesetters  ] 


AVID  S.  POTTRUCK 


lenty  oi  successful  companies  arc  just 
now  getting  around  to  cashing  in  on 
the  Net.  And  they're  starting  from  a 
hole.  Think  Barnes  &  Noble  Inc.  It's 

a\  g  to  claw  frantically  to  catch  up  with 

C  book-selling  pioneer 
'on. com  Inc.  But  dis- 
i  stockbroker  Charles 
ih  Corp.  was  no  Charlie- 
lateJy,  thanks  to  the  fore- 
of  co-Chief  Executive 
{  S.  Pottruck.  Schwab 
lv  stands  tall  as  the 
■it  broker  in  cyberspace. 
)tt  ruck's  track  record  is 
"  that  by  moving  aggres- 
,  established  companies 
ransfer  their  successes 
Jy  from  terra  firma  to 
space.  As  of  June  30, 
ib  had  2.8  million  on- 
accounts,  up  from  1.8 
>n  a  year  ago.  It  has  an 
.'ssive  25%  share  of  aver- 
aily  trades,  according  to 
Bancorp  Piper  Jaffray. 
P.  Eberling,  managing 
or  at  investment  bank 
im,  Lovell,  de  Guardiola 
lornton  Inc.,  says  Pot- 
sets  an  outstanding  ex- 
for  others:  "He  tpok  an 
g  business  and  turned 
ttleship  around." 
)  AMBITIONS.  Now  Pot- 
is  teaching  a  whole  new 
f  lessons — about  how 
>anies  can  thrive  by 
ng  the  worlds  of  Net  and  non-Net. 
called  "clicks  and  mortar"  strategy: 
any  Net-based  trading  and  customer 
e  with  Schwab's  call  centers  and  net- 
of  300  retail  branches.  Staffers  in  the 
hes,  for  instance,  can  teach  computer 
es  face-to-face  how  to  navigate 
ib's  Web  site.  "We  want  to  combine 
SSt  of  the  physical  world  with  the  best 
hnology,"  Pottruck  says, 
former  college  wresder  and  football 
',  the  51 -year-old  Brooklyn  (N.  Y.)  na- 
ambitions  are  as  broad  as  his  shoul- 
While  Chairman  and  co-CEO  Charles 


R.  Schwab  sets  the  overall  lone  and  dircc- 
tion  of  the  company,  Pottruck  oversees  day- 
to-day  operations  and  conies  up  with 
strategies  of  his  own.  It  was  Pottruck  who 
turned  Schwab's  online  business  from  a 
sideline  into  the  very  soul  of  the  company. 
That  was  surprising,  since  he  didn't 


CHARLES  SCHWAB  CORP. 
Position:  President 
and  co-CEO 
Contribution:  By  embracing 
the  latest  technologies,  he  trans- 
formed a  phone-based  stock 
trading  service  into  the  No.  i 
player  on  the  Web. 
Ambition:  To  create  a  combo  of 
phone,  face-to-face,  and 
Web  services  that  leaves 
the  rest  of  the  investment 
houses  in  the  dust. 


start  using  a  PC  himself  until  1995.  But 
itching  to  become  more  efficient  at  work, 
he  had  a  machine  put  on  his  desk.  In  no 
time,  Pottruck  was  hooked-  shooting 
around  e-mail  and  pulling  up  spreadsheets 
like  a  veteran  techie.  "The  Internet  was 
starting  to  blossom  in  1995,  so  my  timing 
was  good,"  says  Pottruck. 

Pottruck  wisely  set  up  a 
separate  online  unit — a 
startup-style  operation  with 
its  own  building,  hiring 
plans,  and  power  to  make 
decisions  fast.  Its  mandate: 
develop  the  technology  and 
marketing  needed  for  a  full 
online  push.  The  unit  in- 
troduced trading  over  the 
Net  in  April,  1996 — beating 
all  of  the  established  Wall 
Street  companies.  Later,  he 
folded  the  online  unit  into 
the  company  after  it  had  ac- 
complished its  goals. 

Now  Pottruck  is  turning 
up  the  dial  on  his  clicks-and- 
mortar  strategy.  He  believes 
that  the  vast  majority  of 
Schwab  customers  can  digest 
information  independendy, 
but  ultimately,  many  want  a 
human  sounding-board  for 
their  investment  ideas.  To 
help,  he's  installing  PC  kiosks 
in  Schwab's  branches.  That 
way,  customers  can  check 
their  accounts,  make  a  trade, 
or  get  help  from  a  service 
rep  on  the  spot. 

Pottruck  faces  plenty  of 
challenges.  Schwab's  $29.95  trades  are  far 
from  the  cheapest — Ameritrade  Inc.  charges 
just  $8  per  trade.  So  he's  got  to  convince 
customers  that  his  services  are  worth  the 
premium  price.  In  part  because  heavy  cus- 
tomer traffic  on  Schwab's  Web  site  occa- 
sionally slows  down  service,  he's  spending  big 
to  beef  up  computer  systems — $324  mil- 
lion, or  about  11.8%  of  revenue  last  year. 
"The  process  of  building  better  technology  is 
just  beginning,"  Pottruck  says.  And  if  growth 
on  the  Net  keeps  going,  this  late-blooming 
techie  is  just  getting  started,  too. 

— By  Louise  Lee 
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.JOHN  T.  CHAMBERS 

Nobody  is  more  responsible  for  laying 
the  foundation  for  e-business  than 
John  T.  Chambers,  CEO  of  Cisco 
Systems  Inc.  For  starters,  Cisco  supplies  the 
technology  plumbing  that  powers  the  In- 
ternet. And  just  as  important,  Chambers  is 
the  world's  most  passionate  advocate  of  e- 
business.  From  hob-nobbing  with  Presi- 
dent Clinton  to  jawboning  Chinese 
President  Jiang  Zemin  in  Beijing,  Cham- 
bers is  on  a  whirlwind  mission  to  con- 
vince business  and  government  leaders 
to  embrace  the  Net  Economy.  "We're  liv- 
ing through  the  second  Industrial  Revo- 
lution," he  says. 

Chambers  preaches  Net  religion  like  a 
Billy  Craham  wannabe.  In  the  past  year, 
he  has  spent  half  his  time  on  the  road, 


CISCO  SYSTEMS 


Position:  CEO 

Contribution:  Leads  No.  1 

seller  of  Internet  equipment 

and  ceaselessly  promotes 

e-business  with 

corporate  and  world  leaders. 

Ambition:  To  grow  the 

Net  into  the  backbone  of 

all  communication,  changing 

the  way  people  "work,  play, 

live,  and  learn." 


meeting  30  heads  of  state  and  coundess 
executives.  His  message:  the  Internet  is  al- 
ready worth  a  staggering  $300  billion  in 
the  U.  S.  alone  and  by  2010,  e-commerce 
will  be  25%  of  the  world's  gnp,  according  to 
a  University  of  Texas  report  commissioned 
by  Cisco.  Chambers  laces  his  vision  with 
dire  warnings  to  laggards.  "You  can  be  Ama- 
zoned  in  a  moment,"  he  says. " 

The  hard  sell  seems  to  be  working. 
"Chambers  has  made  himself  into  the  No.  1 
communicator  of  the  networked  vision," 
says  Eric  E.  Schmidt,  ceo  of  software  mak- 
er Novell  Inc.  What  makes  Chambers  so 


convincing?  He  made  Cisco  into  ait 
example  of  how  the  Internet  can 
processes  and  slash  expenses.  Soni|" 
of  the  company's  sales  come  via  thV 
And  the  company  performs  every  or* 
corporate  functions  using  Net  systeis 
eluding  manufacturing,  personnel,  \m 
even  customer  support.  All  told,  Cit> 
saved  $1.5  billion  in  costs  over  tl 
three  years  by  aggressively  using  N 
nology.  With  the  kind  of  lead 
Chambers  can  afford  all  his  hob- 
away  from  headquarters. 

—By  Andy  R 


,  MICHAEL  S.   DELL 

When  it  comes  to  exploiting  the 
promise  of  the  Internet,  Michael 
S.  Dell  is  taking  the  rest  of  Cor- 
porate America  to  school.  Other  executives 
at  first  scoffed  at  this  geeky  new  world,  but 
Dell  made  sure  his  Dell  Computer  Corp. 
had  set  up  shop  on  the  Web  by  1995 — old- 
en days  in  Internet  time.  Now,  the  compa- 
ny is  one  of  the  top  merchants  in 
cyberspace,  selling  $30  million  worth  of 
computer  gear  a  day.  And,  after  being  e-en- 
gineered  from  top  to 
bottom,  Dell  may  be 
the  only  company  that 
has  made  itself  a  Net 
company  without  sell- 
ing Net  products. 

It  was  Dell  himself 
who  led  the  charge. 
The  34-year-old  identi- 
fied and  exploited  ben- 
efits of  doing  business 
online,  from  pumping 
up  sales  to  slashing  the 
cost  of  taking  service 
calls.  Dell  has  spent  heavily  to  improve  the 
customer's  experience  at  Dell.com — such 
as  a  new  feature  that  lets  purchases  made 
online  flow  direcdy  into  a  corporate  cus- 
tomer's accounting  systems.  The  payoff: 
"We  can  interact  much,  much  more  effi- 
ciently with  them  than  with  their  rivals," 
says  Ford  Motor  Co.  CIO  James  A.  Yost. 

Just  as  important  is  what  happens  behind 
the  scenes  at  Dell,  where  the  company — 
and  often  Michael  Dell  himself — scrutinizes 
what  is  selling,  in  real-time,  in  order  to  get 


MICHAEL  S.  DELL 


DELL  COMPUTER 
Position:  Founder  and  CEO 
Contribution:  Showed  the 
rest  of  the  world  how  to 
make  the  Web  the  founda- 
tion of  an  existing  business. 

Ambition:  Make  Dell 
the  No.  1  PC  company  world- 
wide, overtaking  Compaq. 


i 


a  jump  on 
makers.  To  mte 
the  process  it  .s 
cient  as  poss  .< 
company  is  es» 
electronic  link  v 
top  30  suppl 
result:  Dell  1 
turn-on-inves  i 
tal  of  260% — easily  four  times  t 
nearest  competitor. 

And  Michael  Dell  is  still  cranl  g 
pushing  his  "e-service"  concept  tc  i 
level:  hardware  that  can  automati 
nose  its  problems  and  notify  a  s< 
over  the  Net.  "Think  of  the  Inte 
weapon  there  on  the  table,"  he  sa; 
you  pick  it  up  or  your  competitc 
but  somebody  is  going  to  get  k  c 
Dell's  rivals,  that's  a  scary  prospe 
—By  Pete 
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Your    Internet    security    will    stink 
after    a    few    days,   too. 


With  new  threats  to  your  online  business  popping  up  almost  daily,  a  lot  of  firewalls  that  seem  fresh 
today  could  be  garbage  tomorrow.  Instead,  become  a  WatchGuard®  subscriber  and  experience  a  fresh 
alternative.  Our  security  experts  transmit  the  latest  security  software,  threat  responses,  and  advisories 
directly  to  you.  Your  Internet  security  is  kept  fresh  and  up-to-date.  That's  WatchGuard  LiveSecurity™. 

So,  if  you  want  Internet  security  that  won't  spoil,  call  1-800-734-9905  or  visit  watchguard.com/video 
for  a  free  video  and  CD-ROM  explaining  how  the  WatchGuard  LiveSecurity  System  can  work  for  you. 
And  do  it  today.  Because  nothing  stinks  more  than  yesterday's  security. 


Call  1-800-734-9905  or  visit  watchguard.com/video  for  your  FREE  video  and  CD 


WatchGuard 


TECHNOLOGIES.    INC 


LiveSecu  ri  ty  —  a   fresh  alternative. 


O  1999  WatchGuatd  Technologies,  Inc 
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[Commentary] 


CATHERINE  C.  Y* 


The  Great  Equalizer? 
Not  By  a  Long  Shot 

It'll  take  conscious  effort  to  make  the  Net  more  minority-friendly 


he  Internet  was  supposed  to  herald  the 
dawning  of  a  new  era  of  fairness.  As 
the  great  leveler,  the  Web  would  put     m 
obscure  entrepreneurs,  smart  15- 
year-olds,  and  outsiders  of  every 

stripe  on  the  same  footing  as  multinationals 
and  the  rest  of  the  Establishment. 

But  as  business  week  identifies  e.biz's 
top  25  movers  and  shakers,  the  executive 
elite  of  this  new  industry  looks  a  lot  like  the 
traditional  corporate  world.  Nineteen  are 
white  men,  four  are  white  women,  one  is 
Asian  American,  and  one  a  Japanese  citizen. 
None  is  African  American  or  Hispanic.  In 
Corporate  America  as  a  whole,  white  males  ac- 
count for  about  56%  of  managers;  white  women 
32%;  African  Americans  6%;  Hispanics  3.2%;  Asian 
Americans  2.5%;  and  Native  Americans  less  than 
1%,  according  to  the  U.S.  Equal  Employment  Op- 
portunity Commission. 

Not  that  we  didn't  try  hard  to  avoid  overlooking 
anyone.  We  racked  the  brains  of  our  editorial  staff 
and  queried  Net  gurus  to  identify  the  captains  of  this 
new  industry.  But  here's  the  sad  truth:  Few  minorities 
have  emerged  as  leaders  of  top-tier  e-businesses. 

What  happened  on  the  way  to  the  e-revolution? 
For  all  the  hype  about  a  new  order  in  cyberspace,  the 
old  order,  for  the  most  part,  still  rules.  While  the  high- 
tech  crowd  likes  to  view  itself  as  a  meritocracy  where 
nothing  matters  but  brains  and  moxie,  this  credo 
masks  an  important  truth:  Relationships  and  crony 
networks  count  heavily,  even  in  e-business.  Who  you 
know  still  helps  determine  whether  you'll  get  a  crack 
at  leading  one  of  the  companies  at  the  cutting  edge  of 
this  new  industry. 

Cozy  relationships  are  hardly  the  only  factor, 
though.  African  Americans  and  Hispanics  often  don't 
have  the  backgrounds  and  experience  considered  by 


many  to  be  necessary  for  the  Internet.  Just  7.2%  of 
engineering  and  computer  science  degrees  went  to 
African  Americans  and  5.9%  to  Hispanics  in  1996,  ac- 
cording to  the  National  Science  Foundation.  And 
only  23%  of  African-American  households  are  online, 
compared  with  34%  for  white  Americans,  36%  for 
Hispanics,  and  64%  for  Asian  Americans,  according  to 
Forrester  Research  Inc. 

But  rationalizing  a  largely  white  male  leadership 
doesn't  make  it  good  or  right  Remember,  the  promise 
of  the  Net  was  something  more  revolutionary  than 
making  twentysomethings  into  multimillionaires:  It 
was  about  transforming  the  daily  lives  of  all  people. 
The  masters  of  this  new  universe  must  recognize  its 
lack  of  diversity  as  a  shortcoming  if  they  are  to  lead 
the  Web  to  its  full  potential.  Without  more  managers 
of  color  who  can  tap  into  the  hopes  and  dreams  of 
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ww.franklincovey.com 

Installed  in  90  days. 

24x7x365  access. 

99.5%  availability. 

Flat  monthly  cost. 


The 


7  eisr  s  ;<>i-" 


trfulLessoflf 

7    HabitS  of  Highly  Effective 

E-Commerce 


We  asked  Stephen  M.R.  Covey,  son  of  the  author  and  President  of  the  Training  and 
Education  division  at  Franklin  Covey,  the  company  that  helps  people  become  more  effective, 
what  makes  an  e-commerce  site  effective. 

1.  Speedy  implementation.  "Every  nanosecond  lost  means  lost  revenues." 

2.  Reliability.  "Like  a  Franklin  Planner8 — available  24x7x365." 

3.  Scalability.  "Our  e-commerce  business  is  going  to  grow." 

4.  Personal.  "All  our  business  is  person-to-person." 

5.  Security.  "Customer  trust  is  essential.  We  trust  US/." 

6.  Cost-effective:  "US/  builds  and  manages  our  e-commerce  solution  and  bills  it  to 
us  as  a  flat  monthly  expense,  not  a  capital-intensive  investment." 

7.  An  end-to-end  solution.  "US/  had  the  global  network,  the  enterprise  data  centers 
and  the  leading  partners  and  applications,  such  as  BroadVision®,  Siebel®,  Sagent®, 
PeopleSoft®  and  Microsoft® — plus  the  management  expertise  to  run  it.  So  we  can 
concentrate  on  what  we  do  best:  Help  people  and  organizations  become  more  effective. 

0W&"       "You  could  boil  all  seven  habits  down  to  one.  Let  US/  do  it." 
■^"•Jg0       For  more  information  about  the  only  global  network  and  enterprise  data 
BroadVision     centers  built  expressly  to  implement  and  host  highly  effective  e-commerce 
sites  for  companies  like  yours,  call  USinternetworking  at  1-888-503-4874,  visit  us  at 
www.usi.net  or  e-mail  us  at  sales@usi.net. 


THE  Application  Service  Provider. 


us* 


(U  Cisco 


Oiw  USioicracnrofklog   ln<    BroadVMoo  M fi   P  ad  SitM  an  reglsimtf  (ndaxiarl 
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AFRICAN  AMERICANS 
HISPANIC  AMERICANS 
ASIAN  AMERICANS 


WHITES 

AFRICAN  AMERICANS 

HISPANIC  AMERICANS 


AFRICAN  AMERICANS 
HISPANIC  AMERICANS 


the  people  who  use  the  Net,  the  Web  could  end  up 
reinforcing  the  divisions  within  society  instead  of 
erasing  them.  "Ultimately,  if  this  is  going  to  be  a 
mass  medium,  it's  critical  that  it  be  reflective  of  so- 
ciety," says  America  Online  ceo  Stephen  M.  Case. 

Fortunately,  there  is  a  kernel  of  truth  to  the  idea 
that  the  Net  can  be  a  democratizing  force.  In  1998, 
immigrants  of  Indian  and  Chinese  descent  ran  25% 
of  Silicon  Valley  high-tech  startups,  according  to  a 
study  by  University  of  California  at  Berkeley  Profes- 
sor AnnaLee  Saxenian.  There  are  examples  of  success 
elsewhere,  too.  Consider  Benjamin  Sun,  the  26-year- 
old  ceo  of  New  York's  Community  Connect  Inc.  At 
first  he  was  unable  to  get  funding  for  Asian- 
avenue.com,  a  portal  for  Asian  Americans,  because  the 
concept  of  an  online  gathering  place  for  an  ethnic 
community  didn't  resonate  with  venture  capitalists. 
"The  idea  was  foreign  to  them,  because  the  people  we 
approached  were  not  people  of  color,"  says  Sun,  a  for- 
mer Merrill  Lynch  &  Co.  investment  banker.  But  af- 
ter he  scraped  together  100,000  members  in  his  first 
year,  he  was  able  to  attract  $4.5  million  in  financing. 
And  the  number  of  women  tech  executives  is  on 
the  rise.  Carly  Fiorina  became  the  first  female  ceo  of 
a  Dow  30  company  when 
she  was  named  to  head 
Hewlett-Packard  Co.  in 
July.  eBay  ceo  Meg  Whit- 
man and  Exodus  Com- 
munications ceo  Ellen 
Hancock  have  become  in- 
dustry stars.  And  they're 
working  hard  to  encour- 
age women's  success  in  the 
future.  For  example,  Han- 
cock has  mentored  15  fe- 
male entrepreneurs. 

But  these  are  excep- 
tions to  the  lack  of  diver- 
sity. You  can  count  on  one 
hand  the  blacks  and  His- 
panics  who  hold  real  pow- 
er in  the  industry.  There's 
E.  David  Ellington,  ceo  of 
Net  Noir,  a  San  Francis- 
co-based portal  targeting 
African  Americans.  Robert 
Knowling,  CEO  of  Covad 
Communication  in  Santa 
Clara,  Calif.,  rules  a  tele- 
com company.  Fernando 
Espuelas,  CEO  of  Star  Me- 
dia Network  Inc.,  has  had 
his  site  dubbed  the  Yahoo! 
of  Latin  America.  Raul 
Fernandez,  the  Cuban- 
American  CEO  of  Proxi- 
com  in  Reston,  Va.,  sells 


WHO    S  LAGGING 
IN  THE  NET  AGE 


Although  they  are  the  largest  mi- 
nority groups  in  the  country,  blacks 
and  Hispanics  have  lagged  in  Net 
access  and  tech  management. 
That  has  hurt  their  ability  to  break 
into  the  top  tier  of  e-business. 
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e-commerce  software.  These      Ellington:  Venture  capitalists 
leaders  suggest  talent  is  avail-      should  earmark  cash  for  minor 
able,  but  they're  a  tiny  group 
in  the  defining  business  phenomena  of  our  time. 

The  problem  in  part  stems  from  a  sometimes-un- 
conscious reliance  on  the  old-boy  network.  When 
venture  capitalists  look  for  managers  for  the  star- 
tups they  fund,  they  often  look  first  to  friends  and 
colleagues.  "These  companies  are  founded  by  small 
groups  of  friends,  funded  by  friends  of  friends,  and 
grow  into  businesses  that  look  like  them,"  says  Joseph 
Mouzon,  the  black  CEO  of  Imhotech,  a  Redwood 
City  (Calif.)  company  that  designs  music  and  enter- 
tainment Web  sites  and  software. 

As  the  world  of  business  is  changed  by  the  Net,  it's 
important  to  Listen  to  new  voices.  Some  black  leaders 
feel  free  markets  alone  won't  make  diversity  hapL 
pen.  Angel  investors,  ves,  and  ceos  should  be  mind- 
ful of  promising  minority  entrepreneurs.  Ellington 
suggests  that  ves  earmark  a  certain  percentage  of 
their  funds  for  minorities.  Beyond  money,  they  can 
offer  advice,  as  Hanock  is  doing.  As  this  generation  of 
minority  entrepreneurs  grows  from  rags  to  riches,  it 
can  seed  a  new  wave  of  minority-led  companies. 

With  blacks  and  Hispanics  coming  online  fast,  it 
makes  sense  to  diversify  at  the  top.  African  Americans 
still  have  the  lowest  percentage  of  online  usage  today, 
but  the  number  will  soar  to  40%  next  year,  according 
to  Forrester.  Hispanic  households  online  will  surge  to 
43%  in  2000,  from  36%  this  year.  As  Net  users  di- 
versify, there  will  be  increased  demand  for  sites  tai- 
lored to  ethnic  tastes. 

If  the  minority  presence  in  leadership  roles 
doesn't  soon  reflect  the  general  population  or 
the  online  population,  it  will  be  time  for  Net 
boosters  to  ask  themselves 
why  what  was  supposed  be  a 
democratizing        influence 
didn't  work  out  that  way. 
The  answer  may  be  in  the 
nearest  mirror.  % 


ONLINE  LINK 


For  interviews  with  Net  Noi 
CEO  David  Ellington  and 
other  minority  executives,  s 
ebiz.businessweek.com. 
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Why  these  Internet  services  outperform  yours 
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Internet  spikes?  No  problem. 
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setter  serve  millions  of  customers  after 
tandardizing  on  Siebel  Web-based  products! 
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Omar  Leeman,  President  Special  Markets     MCI  WORLDCOM 

©ploying  a  front  office  solution  was  not  an  option  -  it  was  a 
atter  of  survival.  We  standardized  on  Siebel  Front  Office 
pplications  allowing  us  to  optimize  each  and  every  customer 
'teraction  across  sales  and  service  channels  including  our  field 
Hies  force,  call  centers,  and  the  Web. 


For  more  information. 
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A  Neanderthal  Industry 

Smartens  Up 

How  the  electrical-parts  biz  got  the  glitches  out 

ohn  E.  Haluska  is  a  bear  of  a  man  whose  gray  beard  makes 
him  look  more  like  Santa  Claus  than  an  Internet  visionary.  But 
three  years  ago,  while  the  chief  information  officer  for  $2.2  bil- 
lion electrical-parts  maker  Thomas  &  Betts  Corp.  was  visiting  a 
distributor,  he  passed  the  accounts  payable  office  and  noticed  a 


large  stack  of  documents  with  his  company's 
name  on  them.  When  he  asked  about  the 
papers,  he  was  told:  "It's  t&b  day."  On  such 
days,  eight  hours  are  spent  crawling  through 
the  paperwork,  addressing  snafus  between 
the  distributor  and  Thomas  &  Betts — missed 


shipment  dates,  damaged  goods,  and,  most- 
ly, price  discrepancies.  Haluska  estimates 
that  it  costs  his  company  about'  $300  to 
straighten  out  each  gnarly  inconsistency.  Af- 
ter learning  others  had  the  same  nasty  prob- 
lem, "That  got  me  thinking,"  he  says. 


ROGER  O.  CROCI 


Good  thing.  There's  bedlam  in 
billion  electrical-parts  industry.  Accon 
industry  executives,  upwards  of  70% 
ministrative  costs  go  into  correcting 
errors.  Even  highly  automated  orgJ 
tions  like  Haluska's  are  strugglin 
Thomas  &  Betts's  distribution  centl 
miles  southeast  of  Memphis,  70,000 
ent  parts — from  pipe  connectors  to 
bulb  fittings — are  sorted  by  a  m 
conveyor  belts  and  shipped  to  distri 
across  the  country.  It's  an  efficient  opei 
but  there's  one  problem:  There  are  s 
distributors  like  the  one  Haluska 
that  day,  lacking  the  ability  to  quickly 

Electrical  supplier  Crum:  He  dreamed 
getting  out  of  the  dead  tree  world  o 
per,  with  its  frequent  and  costly  erroi 


items  they  need  with  the  ones  t&b  shi 
workers  instead  spend  time  reshi 
wrong  orders  or  chasing  down  lost 
The  industry  has  "not  had  the  good 
to  back  up  and  understand  how  t 
technology  to  store  and  track  all  o 
parts,"  explains  Clyde  R.  Moore,  Thoi 
Betts  ceo. 

All  that  is  about  to  change.  Thor 
Betts  and  some  225  other  compani 
shaking  their  antiquated  ways  and  wfj 
furiously  to  enter  the  Internet  era.  Ir 
tember,  the  industry  launched  iDxcha 
cutting-edge  private  network  linke< 
massive  database  that  catalogs  part 
carries  orders  between  manufacturer 
distributors  in  a  snap.  While  the  new 
isn't  designed  to  enable  such  market 
forming  innovations  as  real-time  audi 
comparison  shopping,  doing  busine) 
iDxchange  is  expected  to  cut  labo 
telecommunications  costs  by  some 
year.  "We're  an  industry  that  is  cert; 
bit  Neanderthal,"  says  Malcolm  O' 
president  of  the  National  Electrical 
facturers  Assn.  "But  we're  taking  a  qu 
leap  from  the  back  of  the  pack  to  thi 
of  the  pack." 

The  custom  network  puts  the  in 
light  years  ahead  of  its  traditional 
doing  business.  For  eons,  electrical 
makers  and  distributors  have  zappa 
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Sharp  Electronics  Increases 


Delivery  Speed  by  33%  in  Just  60  Days, 


■ 


(They  can  thank  us  later, 
when  they're  not  so  busy.) 


Another  Attachmatera 
e-Business  Success 

When  Sharp  Electronics  (Europe)  GmbH 
wanted  to  cut  administrative  costs 
and  streamline  customer  orders,  they 
turned  to  Attachmate.  Sharp  knew  our 
Business  Solutions  consulting  group 
could  rapidly  develop  and  deploy  an 
e-business  application  that  would 
speed  up  delivery  and  cut  costs.  Using 
our  e-Vantage  technology,  a  solution 
was  created  that  accesses  host  data 
to  maximize  efficiency  and  profitability. 

Find  out  why  four  out  of  five  Fortune 
500  companies  and  over  10  million 
users  worldwide  rely  on  Attachmate. 

For  a  free  copy  of 

Attachmate's  customer 

Success  Profiles 

booklet,  call 

1-800-933-6793 

(extension  4169)  or  visit 

www.attachmate.com/ad/ebiz.asp. 
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portant  sales  data  to  one  another  using  a 
system  called  electronic  data  interchange 
or  edi.  Information  on  an  invoice  or  sales 
order  was  coded  based  on  arcane  edi  defi- 
nitions, then  converted  to  bits  and  trans- 
ported through  a  maze  of  electronic 
networks.  While  each  part  or  category  was 
standardized,  the  actual  way  of  conveying 
the  categories  was  not.  One  company  might 
identify  the  shipment  date  with  dashes  and 
another  with  slashes. 

That  led  to  a  raft  of  manual  errors — 
nearly  20%  of  orders  had  typos  or  other 
goof-ups  that  required  at  least  a  phone  call 
to  clear  up.  For  example,  when  a  worker  at 
Crum  Electric  Supply  Co.  in  Casper,  Wyo., 
typed  in  the  wrong  part  number,  the  dis- 
tributor mistakenly  ordered  a  $100,000  mo- 
tor instead  of  a  set  of  $2,200  light  fixtures. 
Crum  had  to  ship  the  motor  back  and  was 
charged  a  25%  restocking  fee.  "It  just  killed 
us,"  says  owner  David  Crum. 

Haluska  was  feeling  the  same  pain.  The 
cio  cringed  at  edi  costs  that  hit  more  than 
$10,000  a  month.  Those  were  the  charges 


for  sending  data  to  a  kind  of  electronic 
post  office  that  forwarded  it  to  designated 
distributors  and  vice  versa.  Many  others  in 
the  industry  had  similar,  if  not  higher,  costs. 
"Small  players  couldn't  even  play,"  Haluska 
says.  Add  to  that  this  stinger:  There  was 
nothing  real-time  about  the  old  edi  sys- 
tem. Electronic  orders  didn't  automatically 


usage  fee  of  up  to  $2,900  a  mc 
Haluska's  brainstorming  parallelej 
visions  of  Crum,  the  owner  of  (J 
Electric.  Crum  had  been  watching 
ously  as  retailers  such  as  Wal-Mart 
Inc.  automated  their  check-out  anc 
tribution  processes,  while  electrical  w| 
salers  were  stuck  in  the  "dead  tree" 


"Until  we  talk  apples  to  apples, 

electronic  commerce  can't  take  off" 


pop  up  in  a  virtual  inbox  like  they  do  to- 
day. Instead,  the  edi  system  required  com- 
panies to  dial  up  and  fetch  data  out  of 
their  mailbox.  That  meant  most  transac- 
tions were  sent  or  received  at  the  end  of  the 
day,  making  same-day  shipments  a  rarity. 
Haluska  dreamed  of  a  network  that 
would  bypass  the  expensive  proprietary  edi 
system  and  simply  speed  data  along  a  net- 
work using  open  Internet  standards.  With 
cheaper  Net  gear,  costs  could  be  slashed 
significandy.  Indeed,  using  the  new  net- 
work, t&b  now  pays  a  fixed  connection  and 


of  paper.  Crum,  along  with  Hal 
pushed  members  of  the  National  A: 
ation  of  Electrical  Distributors  to 
with  representatives  of  the  National 
trical  Manufacturers  Assn.  The  goa 
to  synchronize  the  manufacturers' 
with  the  distributors'  so  that  err 
price  and  product  identification  v 
be  wiped  out.  "We  recognized  the 
of  technology  in  our  business  rela 
ships,"  Crum  says. 

In  March,  1998,  the  industry's  top 
utives  met  in  Arlington,  Va.,  and  pi 


PUTTING  NEW  ZING  INTO  AN  OLD  BUSINESS 


IDxchange  is  a  network  linking  about  225  manufacturers  and  distributors  of  electrical  parts  through  a  central  database 
of  prices  and  product  data.  Though  it  uses  the  open  standards  and  technology  of  the  Internet,  IDxchange  runs  over  a  privat 
network  for  better  performance  and  security.  Users  are  billed  at  a  flat  rate — not  by  the  byte,  as  in  older  electronic 
trading  systems — saving  up  to  50%  off  annual  costs  that  used  to  be  near  $500,000  for  big  companies.  Here's  how  it  works: 


3  Two  to  three  minutes  later,  the  Casper  distribu- 
tor receives  an  electronic  acknowledgment  with 
an  expected  shipping  date.  Internet  routers  give  the 
transaction  priority  over  Web  browsing  and  other 
traffic  so  the  transaction  gets  completed  faster. 


IAn  electrical-parts 
distributor  in  Casper, 
Wyo.,  needs  to  place  an 
order  for  a  big  lighting  job. 
To  buy  ioo  fixtures  and 
bulbs,  20  reels  of  wire,  and 
10  cases  of  conduit,  the 
buyer  enters  the  quantities 
into  a  browser  form  on 
a  PC  and  clicks  send. 


iper  invoice 
would  have  tak 
five  days  to  reach  the  distributor 
in  Wyoming.  Of  course,  the 
accounts  payable  manager  still 
sits  on  the  bill  until  after  the 
equipment  arrives.  When  he  final 
ly  sends  an  electronic  payment,  it 
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2  The  order  zips 
via  modem  to 
the IDxchange 
network  and  from  there  to  a 
lighting  parts  maker  in  Conyers,  Ga. 
IDxchange  computers  instantly  check 
incoming  orders  against  a  central 
database  to  make  sure  they  match  the 
manufacturer's  parts  numbers 


m,« 


Custom  Web  design.  Full-time  Internet  access. 
Web  site  hosting.  E-commerce  solutions. 


And  you  thought  we  were  just  another  ISP 


Introducing  MindSpring  Biz.  Everything  you  need  to  help  your  small 
business  profit  from  the  Internet,  in  one  convenient  place. 

We  offer  direct,  full-time,  reliable  connections  to  the  Internet.  With 
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Our  professional  designers  will  work  with  you  to  create  a  dynamic, 
attention-grabbing,  customized  Web  site  for  your  business. 

We'll  help  you  register  your  domain  name,  set  up  e-mail  boxes  and 
generate  tracking  data. 

And  we  offer  a  full  suite  of  e-commerce  solutions  ranging  from  catalog 
software  to  credit  card  authorization  and  payment  processing. 


In  short,  everything  you  need  to  get  your  business  off  the  sidelines 
and  on  the  Web  is  now  available  from  the  award-winning  people  at 
MindSpring  Biz  for  plans  as  low  as  $29.95/mo.  This  is  what  you've 
been  waiting  for. 
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The  future  of  your  business  is  onlineSM. 
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Thomas  &  Betts  CIO  Haluska:  He's  helping  to  lead  some  225  electrical-parts  companies 
that  are  shaking  off  their  antiquated  ways  and  embracing  Internet  time 


about  $5  million  to  construct  iDxchange. 
They  commissioned  Triad  Systems  Corp.  in 
Livermore,  Calif.,  to  build  a  database  that 
would  store  information  on  hundreds  of 
thousands  of  parts.  With  IDxchange,  com- 
panies like  Crum's  will  be  hooked  into 
the  database  and  a  point-and-click  order- 
ing system,  eliminating  the  time-consum- 
ing task  of  typing  in  parts  numbers.  Today, 
for  example,  a  light  bulb  has  a  single  part 
number  that  identifies  it  consistendy,  not 
by  whatever  method  each  company  prefers. 
"Until  we  talk  apples  to  apples,  electronic 
commerce  can't  take  off,"  Haluska  says. 

Now  it  can.  MClWorldcom  Inc.  has  built 
the  network  component  of  IDxchange. 
Companies  connect  using  Internet  access 
gear,  ranging  from  sluggish  54Kb  modems 
to  speedy  Tl  lines.  The  member  companies 
pay  a  flat  monthly  fee,  from  $800  to  $2,900, 
depending  on  the  size  of  the  company  and 
the  speed  of  its  connection. 

The  new  system  has  persuaded  some 
companies  to  abandon  paper  forever. 
Moeller  Electric  Corp.,  for  example,  had 


been  sending  invoices  and  packing  slips  via 
snail  mail.  George  Leonard,  the  company's 
manager  of  information  systems  and  lo- 
gistics, avoided  moving  documents  elec- 
tronically because  the  edi  system  was  too 
expensive.  Now  he  figures  the  $840  a  month 


day.  "That  was  an  impossibility  bef< 
Jeff  Kernan,  vice-president  for  info 
and  technology  at  Lithonia  Ligl 
Conyers,  Ga. 

To  add  even  more  convenience, 
distributors  are  building  Web  sites 
them  give  customers — contractors 
ities — a  much  higher  level  of  ser 
the  past,  if  a  plumbing  contractc 
to  a  distributor's  office  to  ask 
pipe  fitting,  the  distributor  either 
on  to  a  pipemaker's  Web  si 
browsed  for  a  part  or,  if  that  t( 
long,  he  would  pick  up  the 
"When  you  call,  the  person  on  fi- 
end is  in  the  bathroom,"  Crun 
IDxchange  will  eliminate  all  that, 
touch  of  a  key,  the  computer  will 
a  part's  availability. 
NOT  FAR  ENOUGH?  Despite  the  adv 
IDxchange  still  has  its  skeptics.  Sma 
especially,  have  fretted  over  having  t 
to  new  equipment  and  ways  of  doi 
ness.  Joseph  G.  Schneider,  presi 
Madison  Electric  Co.  in  Warren, 
supports  the  industry  effort,  but 
convinced  that  it  will  save  his  c< 
money.  Madison  spends  about  $ 
month  for  phone  and  data  lines  t 
his  branch  offices.  Schneider  won 
expense  might  not  be  eliminated, 
he  shells  out  some  $2,900  a  m 
IDxchange.  So  he's  cautious  about 
up  for  the  service.  "I  don't  think 
running  through  the  door,"  he  sa 
peek  around  the  corner." 

Or  do  you?  For  all  its  merits, 
some  who  say  that  IDxchange  doj 
far  enough.  For  starters,  it's  not  se 


"I  don't  think  you  go  running  through  the  dooi 
You  peek  around  the  corner,"  says  a  skej 


he'll  spend  on  IDxchange  will  beat  paying 
someone  to  print  an  invoice,  stuff  the  en- 
velope, and  lug  bags  of  mail  to  the  post  of- 
fice. "There's  got  to  be  money  saved  in 
that,"  Leonard  says. 

With  their  own  private  Internet,  elec- 
trical manufacturers  and  distributors  sud- 
denly have  the  capability  to  operate  at  Net 
speed.  The  new  network  bypasses  the 
clunky  edi  network  and  allows  companies  to 
complete  transactions  in  minutes.  Con- 
nected via  IDxchange,  a  distributor  can  now 
send  an  order  at  9  a.m.  and  have  it  re- 
ceived by  9:03  a.m.  Then,  the  order  can 
be  packed,  shipped,  and  delivered  the  same 


buyers  and  sellers  to  haggle  fast  al 
ously.  That  bartering  is  still  going  o| 
remains  the  province  of  the  phc 
Too  bad,  say  Net  futurists.  John  J.  Si 
digital  strategist  at  Diamond  Tec| 
Partners  Inc.  in  Chicago,  says  if 
change  remains  a  kind  of  megacatd 
ordering  system,  "that's  a  big  thing,! 
anything  like  an  electronic  market.! 
For  now,  the  leaders  of  iDxch/ 
content  to  e-engineer  their  old-line 
this  far.  After  all,  IDxchange  does 
them   well   beyond   paper   and 
stamps — and  past  the  frustrations 
terday's  poky  old  technologies.  9 


m 
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stomers  and  they'll  return  the  favor. 


JvePerson  customer  service  technology  lets  you  interact  in 
eal  time,  when  your  online  shoppers  need  you  most.  Now 
/ou  can  be  there  to  answer  questions  and  close  sales  through 
3  live  text  dialogue  window.  There's  no  hardware  or  software 

s  o  install.  And  with  low  upfront  costs,  we've  made  it  easy  to 

1  add  live  customer  service  to  your  site. 


V|U 


presii . 
irren, 


Don't  watch  your  opportunities  drift  away  this  holiday 
>eason.  For  ten  tips  on  how  to  enhance  the  customer  service 
experience  at  your  site,  visit  www.liveperson.com/tips 
ar  call  us  at  877.228.7984. 


[  www.liveperson.com/tips 


Ins  a 
iut  $■ 

infill 


'bvePerson 


Give  your  site  a  pulser 
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Why  Office  Depot 

Loves  the  Net 

Its  brick-and-mortor  network  is  a  big  plus 


W 


arehouses,  stores,  and  inventory  are  all  the  kiss  of 
death  when  it  comes  to  Internet  economics,  right? 
If  so,  someone  forgot  to  tell  David  I.  Fuente, 
chairman  of  Office  Depot  Inc.  Since  getting  into  e- 
commerce  nearly  four  years  ago,  Fuente  has  used 


Office  Depot's  nationwide  network  of  750 
superstores,  30  warehouses,  and  $1.3  billion 
in  goods  to  build  the  largest  office-supply 
retailer  on  the  Internet,  with  $250  million 
in  sales.  And  unlike  high-flying  Web-based 
companies  that  have  yet  to  turn  a  profit,  he 
gloats  over  the  fact  that  Office  Depot's  Net 
business  is  in  the  black.  "For  us,  this  has 
been  profitable  from  virtually  the  day  we 
opened,"  says  the  54-year-old  Fuente. 

As  the  Internet  matures,  it  may  be  the 
old  brick-and-mortar  retailers  like  Office 
Depot  that  have  the  last  laugh.  But  only  if 
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they  develop  a  Web  strategy  not  unlike 
Office  Depot,  which  is  leveraging  its 
strengths  in  terra  firma  for  success  in  cy- 
berspace. The  necessary  ingredients:  a  sol- 
id brand  name,  extensive  local  distribution, 
and  hefty  purchasing  power  to  match — or 
even  undercut — discount-minded  cyber- 
rivals.  "If  the  traditional  retailers  would 
only  wake  up  and  use  their  stores  and 
distribution  power,  it  would  be  a  phe- 
nomenal opportunity,"  says  PaineWebber 
Inc.  retailing  analyst  Aram  Rubinson. 
Office  Depot  is  a  case  study  in  how  to 


DAVID  R( 


avoid  being  Amazoned.  The  Delra 
(Fla.)  company  is  tighdy  integrating 
into  the  heart  of  its  operations.  F 
primarily  on  business-to-business,  it 
up  customized  Web  pages  for  37,0' 
porate  clients,  including  Procter  & 
Co.  and  mci  WorldCom  Inc.  For  ea< 
tomer,  Depot  has  designed  a  site  witl 
meters  that  allow  different  employees 
degrees  of  freed 


"For  us,  this  has 
been  profitable 
from  virtually 
the  day  we 
opened," 
says  Chairman 
Fuente 


buy  supplies:  A 
room  clerk  migl 
be  able  to  order 
paper,  and  ton< 
tridges,  while  th 
tant  to  the  ceo 
have  carte  blan 
order   everythir 
company  sells 
Customers  also  can  use  the  1 
check  up-to-the-minute  inventory 
nearest  store  or  warehouse  to  see 
available  for  delivery  the  next  day. 
Depot  seems  to  really  get  it,"  says 
Martin,  chairman  of  the  Net  Futur 
tute,  a  New  Hampshire  think  ta 
studies  e-commerce.  "Rather  than  j 
tending  their  business  to  (the  Net, 
used  it  to  leverage  their  bricks  and 

There's  a  sweet  financial  incent 
doing  it:  Electronic  sales  cost  les 
those  made  in  stores  or  from  ca 
Processing  an  order  taken  over 
costs  Depot  less  than  $1  per  $100  o 
sold,  vs.  twice  that  for  phone  orde 
since  no  customer-service  represe 
has  to  key  in  the  transaction,  ordei 
errors  are  virtually  eliminated  and  r 
are  cut  in  half.  The  Web  now  ao 
for  some  20%  of  Depot's  sales  to  co 
tions — and  the  company  aims  to  rai 
to  30%  by  yearend.  That  would  hel] 
month,  the  company  told  analysts  t 
second-half  earnings  would  come  ir 
than  20%  below  the  Street's  estimate 
marily  because  of  rising  inventories  < 
dated  office-technology  products  ai 
costs  of  closing  underperforming  st 
Office  Depot  isn't  the  only  on 
wins  by  moving  to  the  Web — so,  t< 
its  customers.  The  Depot's  Web  opei 
help  corporate  clients  reduce  their 
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In  case  you  don't  see  it  here. 


yes,  it's  on  sale  too, 


^^Eg& 


At  Onsale.com  you'll  find  low  prices  on  not  just  one  or  two  things,  but  o 
everything  we  sell  —  everyday.  From  systems  to  software  to  peripherals, 
we've  always  got  the  brand  names  you  want  on  sale. 

Iff  it's  computers,  it's  Onsale. 

www.onsale.com 

AOL  Keyword:  Onsale 


©  Copyright  1999  Onsale,  Inc.  All  rights  reserved.   Other  product  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners. 
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for  costly  purchase  orders  since  billing  is 
handled  electronically.  While  the  average 
order  for  supplies  is  about  $125  at  Office 
Depot,  many  customers  report  costs  of 
more  than  $100  to  simply  process  a  pur- 
chase order  and  pay  an  invoice.  Using  the 
Web,  that  can  be  slashed  to  $15  to  $25. 
"We  went  to  Office  Depot  primarily  be- 
cause of  their  Web  systems,  which  trans- 
lated to  greater  efficiency  in  ordering,"  says 
Urban  Sommer,  director  of  procurement  at 
MCI  WorldCom.  The  phone  company  has 
seen  its  $3.5  million  annual  bill  for  office 
supplies  shaved  by  more  than  10%. 

To  be  sure,  Office  Depot  isn't  the  only 
seller  of  office  supplies  on  the  Net.  Staples 
Inc.  in  Framingham,  Mass.,  has  a  site  that 
many  experts  believe  rivals  Depot's — and 
even  has  certain  advantages,  such  as  a  part- 


chase  order,  and  pay  an  invoice.  Yet  they 
could  still  have  the  item  the  very  next  day  or 
sooner,"  says  Diane  Devlin,  who  led  the  mit 
team  developing  the  operation. 

Depot  won  the  contract  and  opened 
the  system  in  January,  1996.  Soon,  mit  had 
rid  itself  of  five  stockrooms  and  a  ware- 
house, allowing  redeployment  of  much  of 
the  $1.2  million  it  had  tied  up  in  invento- 
ry. And  through  the  Office  Depot  initiative 
and  other  Internet-ordering  systems,  mit 
has  reduced  employment  in  "its  procure- 
ment department  by  roughly  half. 

Since  Office  Depot  started  building  sim- 
ilar sites  for  corporate  clients  in  the  au- 
tumn of  1996,  it  has  found  that  the  cost  of 
operating  on  the  Web  is  minuscule  com- 
pared to  the  benefits.  Because  Depot  built 
its  Net  business  on  an  existing  network 


With  its  site  for  big  companies  thriving,  Office 

Depot  is  turning  its  attention  to  small  business 


nership  with  Register.com,  a  Web  site  that 
lets  businesses  sign  up  for  Net  domain 
names.  The  third  player  in  the  real-world 
office  supply  business,  Office  Max  Inc.  of 
Shaker  Heights,  Ohio,  was  first  to  the  Web, 
beating  Office  Depot  by  a  year.  But  thanks 
to  Depot's  sophisticated  approach,  it's  lead- 
ing the  pack  with  Web  sales  that  are  25% 
higher  than  Staples'  $200  million.  Office 
Max  doesn't  report  its  Web  revenues,  but 
concedes  its  sales  are  smaller  than  the  oth- 
er two.  "Depot  has  done  the  best  job, 
hands  down,"  analyst  Rubinson  says. 
SMART  FRIENDS.  Together,  the  three  have  oc- 
cupied the  Web  early  and  forcefully  enough 
to  neutralize  any  serious  threat  from  In- 
ternet startups,  such  as  At  Your  Office.com 
and  Online  Office  Supplies.com.  Consider 
this:  Online  Office  Supplies  started  oper- 
ating a  year  ago  and  has  logged  less  than 
$1  million  in  sales.  Anybody  would  "have  a 
difficult  time  becoming  the  Amazon  of  of- 
fice supplies,"  says  Paula  Jagemann,  ceo  of 
Online  Office  Supplies.com. 

Office  Depot  can  credit  smart  friends  for 
its  success.  Its  push  into  e-commerce  began  at 
the  behest  of  one  of  the  more  tech-sawy  in- 
stitutions: the  Massachusetts  Institute  of  Tech- 
nology. The  school  was  looking  to  ditch  an 
archaic  system  of  requisitioning  office  supplies 
from  campus  stockrooms  and  outside  ven- 
dors. "We  wanted  the  school  community  to 
use  the  Internet  in  a  way  that  would  elimi- 
nate having  to  make  a  call,  generate  a  pur- 


of  warehouses,  2,000  delivery  trucks,  and 
phone-order  sales  to  many  of  the  same 
customers,  the  upfront  cost  was  less  than 
$10  million.  "Our  incremental  investment 
to  become  a  Web-based  company  was  al- 
most zero,"  Fuente  says.  "We  didn't  need  to 
buy  any  different  products,  we  didn't  need 
to  build  any  new  distribution  centers  or  or- 
der-entry systems.  All  we  needed  was  a 
Web  site.  It's  very  cheap." 

Now,  Office  Depot  is  turning  its  atten- 
tion to  a  public  Web  site  for  small  busi- 
nesses and  consumers.  Individuals  can 
order  any  of  the  company's  products.  Small 
companies  get  a  poor  man's  version  of  the 
big  corporate  sites.  For  example,  each  vis- 
itor can  set  up  lists  of  authorized  users 
with  the  ability  to  purchase  specific  types  of 
supplies  or  goods  up  to  a  certain  dollar 
value.  A  company  can  also  authorize  a 
lower-level  worker  to  place  orders  that  will 
only  be  submitted  after  a  supervisor,  who  is 
notified  by  e-mail,  approves  them.  The  site 
is  catching  on:  It  attracted  more  than 
800,000  visitors  in  July. 

Even  though  Depot's  Net  operations 
are  growing  50%  per  quarter,  Fuente  be- 
lieves they  will  not  displace  the  company's 
traditional  business  anytime  soon.  Even 
now,  the  Web  accounts  for  only  3%  of  the 
company's  total  revenues.  Besides,  he  knows 
how  critical  brick-and-mortar  assets  like 
warehouses  are  to  Depot's  Internet  future. 
— Contributing:  Peter  Galuszka 


OFFICE  DEPOT'S 
E-STRATEGY 


HOW  IT  BENEFITS 
OFFICE  DEPOT: 


Cuts  in  half  the  cost  of| 
processing  an  order. 

Typically,  it  costs  about  $2  to  pre 
a  $ioo  phone  order,  but  over  the  ] 
that  drops  to  less  than  $i. 

Wins  new  customers. 

Consumers  who  weren't  close 

an  Office  Depot  store  can  now  usJ 

company's  Web  site  to  order  goq 

Keeps  customers. 

Those  that  might  defect  to  on 
competitors  can  now  stick  with 
Depot.  Less  than  i%  of  sales  in  thel 
billion  office-supply  market  arl 
generated  by  Web-only  companl 


HOW  IT  BENEFITS  OFFIC 
DEPOT'S  CUSTOMERS: 


Reduces  the  cost 
of  purchasing  goods. 

Corporations  spend  $75  to  $17! 

to  issue  a  purchase  order  fori 

an  item  and  then  pay  for  it.  The  | 

slices  that  to  $15  to  $25. 

Businesspeople  can  placl 

orders  from  their  chairs! 

Customers  tell  Office  Depot 

that  ordering  over  the  Net  redu| 

phone  calls  to  the  purchasing 

department  by  60%. 

Provides  a  peek  into 
Office  Depot's  inventor 

Why  is  that  important?  If  you  ha| 
presentation  tomorrow,  you  may  • 
know  whether  Office  Depot  has| 
purple  binders  on  hand. 

Lets  workers  do  away 
with  inventory. 

Because  customers  can  get  supp 
when  they  want  them,  they  can 
the  old  supply  cabinet. 
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internet  VIRUS 


Merrill  Lynch,  Lucent  Technologies  and  Nabisco  have 
jvered.  our  VirusWall  solutions  guard  networks  from  the 
p  of  the  web.  Products  such  as  InterScan,  ScanMaU'and  the 
rOoctor  virus  monitoring  service,  scan  inbound  and  outbound 
he.  filtering  out  threats  right  at  your  Internet  gateway.  For 
Is  call  1-408-257-1500  or  1-800-228-5651    v^.     tjyirus.com 
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We  don't  care  where  your  data  comes  from.  We  can 
store  it.  As  businesses  and  consumers  become  more 
connected  to  e-services,  volumes  of  new  data  will 
be  arriving  from  unimaginable  sources  and  across 
multiple  platforms.  Whether  from  mainframes,  UNIX  - 
based  systems  or  Windows  NT* servers,  your  data 
needs  to  be  securely  stored  yet  readily  accessible 
by  you,  your  customers  and  your  business  partners. 
Introducing  HP  SureStore  E:  our  full  line  of  stress-free 
storage  solutions  enables  centralized  management 
of  your  disparate  storage  assets.  From  direct-connect 
SCSI  and  ESCON  to  a  Fibre  Channel  grid,  HP  provides 
a  combination  of  hardware,  software  and  services 
that  helps  prepare  your  business  for  the  e-service-, 
based  economy.  For  more  information  about  our 
stress-free  SureStore  E  storage  solutions,  visit  us  at 
www.surestore-e.com. 

Stress-free  storage  for  the  next  E.  E-services. 
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A  Hidden  Goldmine 

Called  Inktomi 

The  Web  site  supplier  could  be  the  Net's  toll  collector 

hree  years  ago,  it  was  a  hard-knock  world  for  Inktomi 
Corp.  The  startup  set  out  with  grand  plans  to  become  as 
important  to  the  Internet  as  Microsoft  Corp.  was  to  the  PC. 
But  its  beginnings  were  anything  but  regal.  The  company's 
six  employees  were  crammed  into  a  1,200-square-foot  of- 


fice that  they  could  only  reach  by  stepping 
over  homeless  people  congregating  in  front 
of  the  door.  Their  conference  room  was 
just  big  enough  for  a  card  table  and  four 
fold-up  chairs — and  its  porthole-size  win- 
dow peeked  out  into  an  elevator  shaft. 

How  times  have  changed.  This  month, 
Inktomi  will  move  into  its  spiffy  new 
digs — two  100,000-square-foot  buildings 
with  breathtaking  views  of  the  San  Fran- 
cisco Bay.  The  company's  market  cap  is 
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$5.5  billion — five  times  that  of  Sybase 
Inc.,  the  onetime  software  highflier  that 
Inktomi  ceo  David  C.  Peterschmidt  once 
led.  Its  customer  list  includes  such  Net 
heavyweights  as  Yahoo!,  NBC,  America  On- 
line, and  Excite@Home — making  it  the 
world's  No.  1  search-technology  provider. 
And  it's  rapidly  expanding  into'  promising 
new  markets — like  e-commerce.  "I  want 
to  make  sure  that  when  all  is  said  and 
done,  Inktomi  will  be  a  company  that  is 


MICHAEL  MOE1 

core  to  the  Internet,"  says  Petersch 
For  now,  though,  his  company  is  < 
the  Net's  best-kept  secrets.  That's  b< 
Inktomi  operates  behind  the  scenes- 
plying  Web  sites  with  top-of-the-lin 
ware  in  four  product  areas:  sea 
directories,  comparison  shopping 
speeding  Web-page  delivery. 

The  company's  low  profile  conce 
astonishing  fact,  however.  While 
feared  Microsoft's  dominance  would 
the  toll  collector  of  the  Net,  that  cpi 
stead  become  upstart  Inktomi's  oh 
crative  lot.  When  someone  searches  f< 
on  any  of  the  ! 


Founders  Gauthier 
and  Brewer:  They 
started  out  to 
prove  that  desk- 
tops could  match 
a  supercomputer's 
processing  power 


that  rely  on  Inl 
software,  the  ! 
collects  a  fi 
ha 


around  a 
per   Web    pa; 
trieved.  And  v 
Netizen  stops 
of  20  sites  th 
Inktomi's  new  comparison  shoppii 
vice — such  as  J.  Crew  or  Barnes  &  N 
Inktomi  and  its  Web  portal  partne 
commissions,  ranging  from  5%  to  2 
ROSY  FUTURE.  It's  a  Net  goldmine 
making.  The  company  is  on  track 
up  $68  million  in  sales  this  year,  mo 
double  its  1998  revenues.  Analysts  e: 
sales  will  again  nearly  double  to  $1: 
lion  in  2000 — when  they  believe  th 
pany  will  become  profitable.  Inktomi 
price  has  risen  from  $30  a  year  ago  t( 
$130  today.  "Inktomi  is  in  a  great  pc 
says  analyst  Michael  A.  Parekh  of  G< 
Sachs.  "Their  products  are  in  areas  1 
key  to  the  future  of  the  Internet." 
indications  are  that  demand  for  it 
nology  will  increase  for  years  to  cor 
Indeed,  if  Inktomi  continues  to 
to  its  potential,  it  might  start  to  loo 
like  Microsoft.  It's  even  trying  to 
the  software  giant's  strategy.  The 
Microsoft's  success  is  its  Windows  oj 
system,  for  which  other  software 
have  developed  thousands  of  softw 
grams.  Inktomi  is  attempting  to 
similar  software  "platform"  with  ted 
for  delivering  Web  pages  ultra-fast— 
up  software  makers  that  are  using  i' 


Last  One  In 
is  a  Rotten 

OGTCL 


First  one  to  cut  costs  gets  to  jack  up 
margins  the  most.  Last  one  gets  to  come 
in  last,  period.  So  grab  the  lead  now 
with  new  eALITY  eXPress™— the  Web  way 
to  manage  your  business'".  Make  all  your 
people  more  productive,  toughen  your 
grip  on  expenses,  and  automate  every- 
thing from  timesheets  to  sales  forecasting 
with  just  your  Web  browser  and  this 
complete,  integrated  set  of  Internet-based 
software  services. 


All  in  just  30  days,  without  bugging  your 
techies.  And  all  for  less  than  32  cents  a 
day  per  employee  in  a  500-person  company. 
(What's  their  coffee  cost  you?)  Just  to 
survive,  every  business  will  have  to  start 
working  this  way  soon.  It's  only  a  matter 
of  time.  But  why  just  survive?  Be  first, 
and  your  first  90  days  are  free.  Don't  wait. 
Call  before  11/1/99,  subscribe  by  the  end 
of  the  year,  and  your  company  gets  90  days 
for  nothing. 


COME  TO  WWW.eALITY.COM  NOW,  OR  CALL  TOLL-FREE:  1-888-438-8482 


eality 

BE  FIRST.  OR  BE  LAST. 
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prove  the  performance  of  their  products. 
But  Inktomi  isn't  home  free  yet.  While 
no  one  competes  against  its  entire  range  of 
products,  the  company's  offerings  are  being 
attacked  on  all  sides — from  networking 
powerhouse  Cisco  Systems  Inc.  to  whizzy 
search  engine  startup  Google  Inc.  Com- 
pounding the  problem:  While  Inktomi 
made  its  name  in  search,  its  other  services 
are  less  well  known,  making  its  expansion 
into  new  markets  more  difficult.  And, 
longer-term,  Inktomi  faces  an  even  bigger 
hurdle:  Its  continued  success  relies  on  its 
ability  to  solve  some  of  the  Internet's  biggest 


this  far  based  on  whizzy  technology  alone. 
Its  founders  realized  immediately  that  they 
would  need  management  help.  Six  months 
later,  Peterschmidt,  the  ceo  who  oversaw 
da'tabase  software  maker  Sybase's  growth 
from  $60  million  to  $1  billion  in  six  years, 
came  on  board.  At  Sybase,  Peterschmidt 
had  beefed  up  the  sales  force  and  targeted 
new  markets  such  as  the  financial-services 
industry.  From  the  beginning  at  Inktomi,  he 
had  expansion  on  his  mind.  The  day  he  ar- 
rived, he  asked  the  company's  13  employees 
how  they  could  use  their  technology  in 
new  ways.  The  answer:  Caching,  the  Net 


Horseplay  in  the  hallways  at  Inktomi:  CEO  Peterschmidt  likes  to  call  the  company  "arms 
merchants"  because  it  provides  the  essential  technology  to  do  battle  on  the  Web 


technical  challenges,  like  making  the  Net 
as  reliable  as  the  telephone. 

Fortunately  for  Inktomi  and  its  share- 
holders, innovation  has  always  been  the 
company's  strong  suit.  The  company  was 
founded  by  Eric  A.  Brewer  and  Paul  Gau- 
thier,  then  computer  scientists  at  the  Uni- 
versity of  California  at  Berkeley.  Under  a 
federally  funded  project,  Brewer  was  trying 
to  prove  his  PhD  thesis — that  inexpensive 
desktop  computers  wired  together  could 
match  the  sheer  data  processing  power  of 
one  pricey  supercomputer.  To  test  the  com- 
puter system,  Brewer  and  Gauthier,  a  grad 
student  at  the  time,  created  a  Web  search 
engine,  software  that  sifts  through  millions 
of  Web  pages  to  quickly  retrieve  informa- 
tion. The  search  technology  worked  so  well 
that  they  decided  to  quit  academe  and 
start  a  company. 

Inktomi,  a  Native  American  word  mean- 
ing "clever  spider,"  could  never  have  gotten 


speed-up  technology.  Peterschmidt  set  an 
engineering  team  to  work  on  it  the  day 
they  finished  the  search  engine. 

Peterschmidt's  other  crucial  move  was 
strategic.  Search  companies  like  Excite  and 
Lycos  decided  to  mimic  Yahoo  and  become 
Web  directories  and,  ultimately,  gateways 
to  the  Web.  But  rather  than  turn  Inktomi 


Luckily  for  Peterschmidt,  there's  ; 
in  sight  when  it  comes  to  demand 
more  powerful  search  capabilities.  Thj 
ber  of  publicly  accessible  Web  page 
pected  to  grow  from  800  million  tod 
billion  by  2002,  according  to  researc 
ternational  Data  Corp.  To  deal  wil 
tsunami  of  data,  Inktomi  this  sumr 
traduced  a  new  directory  of  Web| 
called  the  Inktomi  Directory  Eng 
signed  to  help  speed  and  improve 
curacy  of  searches. 
WAKE-UP  CALL.  With  the  explosive  grd 
the  number  of  Web  pages,  though,! 
surprise  that  new  search-engine 
nies  are  intent  on  stealing  some  of| 
mi's  lucre.  Earlier  this  year,  Inktor 
major  wake-up  call  when  its  first 
the  HotBot  Web  site,  announced  | 
adding  a  second  search  service  fror 
Hit  Inc.,  a  year-old  Wellesley  (Mass.| 
up.  The  reason?  While  Inktomi  is 
ered  good  at  getting  results  fror 
queries,  Direct  Hit's  analysis  of  ma 
ilar  searches  improves  the  releval 
search  results.  According  to  marf 
searcher  Media  Metrix,  53%  of*< 
searches  now  use  Direct  Hit's  techno 
addition  to  traditional  search  engi 

Now  comes  Google,  a  new  searc 
nology  provider  that  claims  its  searc 
faster  and  more  accurate  than  Ir 
"We  think  that  there  is  a  lot  of  room| 
novation  in  the  world  of  search,"  say 
Page,  co-founder  of  Google,  which  i| 
in  Mountain  View,  Calif.  Google  ha 
$25  million  from  backers,  including  I 
fluential  Kleiner  Perkins  Caufield 

Inktomi  isn't  running  scared.  Ij 
on  continually  beefing  up  its  searcj 
nology.  And  with  the  competition  ir 
heating  up,  Peterschmidt's  diversi: 
push  is  starting  to  look  smart,  indee 
ly  last  year,  the  company  introdul 


The  number  of  public  Web  pages  could  grow  to 
8  billion  by  2002,  so  search  is  a  growth  busii 


into  yet  another  Yahoo  copycat,  Peter- 
schmidt positioned  it  as  a  behind-the-scenes 
provider  of  essential  technology  that  all  of 
the  major  Web  sites  needed.  "We  are  arms 
merchants,"  says  Peterschmidt.  That  ap- 
proach has  paid  off  handsomely- for  Inkto- 
mi. By  not  competing  with  its  potential 
customers,  the  company  has  avoided  con- 
flicts, enabling  it  to  sell  its  products  to  the 
fiercest  of  rivals,  like  Yahoo  and  AOL. 


Traffic  Server  software,  which  lets 
service  providers  (ISPs)  store  often- 
Web  pages  on  computers  scattered 
the  world  where  they're  just  a  quic 
from  consumers'  screens — a  practic 
caching.  Already,  more  than  a  ha 
companies  have  signed  on,  indue 
video  leader  Real  Networks  Inc. 

Caching  radically  improves  the 
mance  of  Web  sites.  For  Excite@l 
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solution.  One  will  desi 


gn  you  a  Web  site.  Another  the 


technology.  And  a  few  may  even  talk  a  ,ittle  strate 


iuie  strategy. 
r.  Until  now. 


At  AppNet,  we  combine  the  many  disciplines  and 
capabilities  you  need  to  create  an  end-to-end 
e-bus,nesSso,ut,on.  Business  consulting.  Interactive 
media  and  marketing.  Applications  development 
Back  office  integration.  And  e-commerce  hn.Hn. 


merce  hosting 


and  outsourcing.  Out  of  many  disciplines,  AppNet 
suppl.es  the  one,  single-source  solution  that  brings 
the  power  of  e-business  to  your  business.  For  more 
information,  call  us  toll  free  at  1-877-581-2400. 

www.appnet.com 
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which  is  using  Inktomi's  software,  at  least 
half  of  the  traffic  running  on  the  network 
doesn't  have  to  travel  across  the  Internet 
backbone,  says  Milo  Medin,  Excite@Home's 
chief  technology  officer.  On  a  busy  day, 
that  can  shave  crucial  seconds  off  the  time 
it  takes  for  a  viewer  to  see  a  Web  page. 
TROJAN  HORSE.  Unfortunately  for  Inktomi, 
this  market  is  under  attack  from  competi- 
tors, too.  And  they're  the  giants  like  Cisco 
Systems  and  Novell  Inc.,  which  tower  over 
Inktomi  in  size  and  resources.  The  market 
for  caching  is  now  about  $100  million  and 
is  expected  to  grow  to  $1.6  billion  by  the 
year  2002,  according  to  the  Internet  Re- 
search Group.  So  chances  are  Inktomi  will 
have  more  adversaries  in  the  future.  Even 
Microsoft  is  expected  to  add  some  basic 
caching  capabilities  to  its  Web  server  soft- 
ware, something  that  it  bundles  for  free 
with  Windows  NT  software. 

Wary  of  all  the  competitive  threats,  Pe- 
terschmidt  is  hoping  to  improve  Inkto- 
mi's prospects  by  targeting  new  kinds  of 
customers — not  just  the  large  isps  and 
mega-portals.  Recently,  he  has  inked  deals 
with  dozens  of  smaller,  niche  players  like 
music  site  kadoodle.com,  set  to  launch  in 


~1 


October.  The  rationale,  say  Inktomi  exec- 
utives, is  that  because  the  search  technology 
is  so  flexible,  it  can  be  tailored  for  special- 
ized searches.  A  music  site  like  kadoo- 
dle.com  can  get  a  search  engine  designed 
by  Inktomi  to  filter  out  any  unrelated  Web 
pages.  A  search  for  the  rock  group  rem,  for 
instance,  wouldn't  return  any  pages  related 
to  dreaming  and  rapid  eye  movement, 
also  known  as  rem. 

Peterschmidt's  hope  is  that  search  is  the 
Trojan  horse  that  gets  Inktomi's  foot  in  the 
door  of  new  customers — making  it  easier  to 
sell  them  the  rest  of  the  company's  portfo- 


lio of  products.  Especially  promising 
market  are  the  new  shopping  sen] 
technology  that  helps  sites  build  anq 
tain  their  own  Web  site  directories, 
ample,  when  someone  does  a  searcj 
site  focused  on  backpacking,  not  or 
the  search  engine  deliver  a  long  list 
pages  based  on  the  key  words  su 
but  it  could  also  dish  up  a  list  oj 
pack  merchants,  plus  a  directory  tlj 
related  sites  or  subjects. 

The  way  the  Net  is  expanding,  thl 
end  in  demand  for  the  basic  rj 
plumbing  that  Inktomi  supplies.  Tr 
tion  is:  How  quickly  can  it  expai| 
new  markets?  For  its  founders, 
has  been  dizzying.  "When  you  hire  1 J 
pecially  in  the  early  days,  you  sell 
bill  of  goods  and  a  promise,"  Brev 
"Then  you  have  the  on-going  bi 
making  that  vision  come  true."  Bre\| 
Peterschmidt  have  kept  their  pror 
And  they  no  longer  stumble  over  h^ 
people  when  they  go  to  work.  No 
just  have  to  worry  about  trippir 
themselves  as  they  race  to  capita 
what  may  be  some  of  the  swee 
sweetspots  on  the  Web.  <§> 


INKTOMI...GETTING  MONEY  FROM  CLICKS  AND   CACHES 


Inktomi's  revenues  could  jump  fourfold  between  1998  and  2000 
if  its  new  products  live  up  to  their  billing.  Here's  how: 


FISCAL  YEAR 
1998        1999+       2( 

Revenue  (in  millions 


INKTOMI'S  TRAFFIC  SERVER:  Now  Inktomi's  biggest  moneymaker, Traffic  Server  is  software 
sold  at  a  starting  price  of  $24,000.  The  software,  licensed  by  nearly  100  companies,  allows  In- 
ternet service  providers  such  as  America  Online  and  Excite@Home  to  speed  up  the  delivery  of  $8  $40.3        $| 
content  over  the  Internet  by  caching,  or  storing,  frequently  requested  Web  pages  or  sites  in 
their  high-speed  computers.  That  way  they  can  be  dished  up  instantly. 

SEARCH:  If  you  thought  that  Yahoo  and  AOL  delivered  what  you  needed  based  solely  on  their 
own  homegrown  search  capabilities,  think  again.  Operating  behind  the  scenes  is 
Inktomi's  search  service.  Sold  to  more  than  50  companies  and  portals,  Inktomi  generates  rev- 
enue by  charging  every  time  it  returns  a  page  requested  by  a  search  query. 

SHOPPING:  About  20  Web  sites  offer  Inktomi's  new  shopping  service,  which  allows  Web  surfers  to 
compare  the  products  of  350  merchants  that  have  partnerships  with  Inktomi,  including 
J.  Crew  and  Barnes  &  Noble.  When  customers  buy  something  found  through  the  shopping  service, 
Inktomi  takes  a  percentage  of  the  sale  from  the  merchant  and  splits  the  money  with  the  portal. 
Inktomi  plans  to  add  auctions,  local  merchants,  and  classified  advertising  to  this  service. 

DIRECTORY:  A  new  portal  service  launched  this  summer,  Inktomi  Directory  Engine  builds  off  its 
popular  search  to  provide  portals  with  neatly  packaged  subject  categories.  The  directory, 
for  example,  will  let  customer  G0T0.com  offer  cybersurfers  categories  of  information,  like 
health,  rather  than  just  bits  of  information.  Inktomi  charges  the  portal  every  time  it  serves  up  a 
page.  So  far,  it's  signed  up  seven  clients,  including  Knight  Ridder. 

+  Revenue  estimates 

DATA:  Bear,  Stearns  &  Co.  Inc. 
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We  had  a  one-eighieen  in  progress  less  expensive  ways  to  acquire 

Missing  inventory.  When  we  arrived  products  and  services.  The  only 

at  the  scene,  the  proprietors  evidence?  The  word  "kioaiV  It's 

reported  more  unusual  activity:  still  hard  to  believe,  even 

higher  margins,  increased  for  a  seasoned  law  enforcement 

inventory  turns,  and  faster,  veteran  such  as  myself. 
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I  Auctions   are    only   the  beginning, 

dynamic   commerce   phenomenon   continues   at   www.moai.com.    Or  call    1-888-244-MOAI. 


MOAI 
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AMY  BARl 


'Just  Another 

Medium' 

iQVC  says  there  is  nothing  special  about  the  Net.  Customer  service  is  still  key 


hen  Internet  mavens  think  of  qvc,  they  may  think 
about  cubic  zirconia  or  stretchy  tunics  peddled  by 
Cheryl  Tiegs.  What  probably  doesn't  come  to  mind 
is  that  many  online  merchants  are  eating  qvc's  cy- 
berdust.  Forget  that  dowdy  image:  qvc's  Internet 


site,  dubbed  iQVC,  has  some  of  the  happiest 
Web  customers  around.  According  to  Har- 
ris Interactive's  ecommercePulse  survey  of 
consumers  using  180  e-stores,  iQVC  posts 
customer  service  scores  of  up  to  a  chart- 
busting  9.5  on  a  scale  of  10.  Sales  at  three- 
year  old  iqvc,  a  subsidiary  of  Comcast 
Corp.,  will  approach  $100  million  this  year. 
"They  are  the  poster  child  for  how  to  trans- 
fer an  offline  audience  to  an  online  audi- 
ence," says  Harris  Interactive  Vice-President 
Benjamin  D.  Black. 

KEEP  'EM  HAPPY.  It's  all  about  taking  a 
low-tech  approach.  iQVC  fills  orders  fast, 
answers  e-mail  when  it  comes  in,  and 
makes  shoppers  feel  comfortable  with  goods 
they  haven't  touched.  The  key  may  be  that 
iQVC  steers  clear  of  technology  that  could 
make  its  less  Net-sawy  audience  uncom- 
fortable. "We  were  in  e-commerce  with  TV," 
explains  Steve  Hamlin,  a  qvc  vice-president 


who  runs  iQvc.  "The  Internet  is  just  anoth 
er  medium." 

The  first  rule  of  retailing  is 
still:  Know  your  customer, 
Hamlin  says.  About  70% 
of  shoppers  on  both 
iQvc   and   qvc   are 
women.    So    iQvc 
added  special  tools 
to  help  them.  A  big 
one:  a  feature  called 
My  Style  Advisor 
that     recommends 
clothes  and  makeup 
after  women  tell  iQVC 
about     their     coloring, 
weight,  and  style.  Says  David 
Cooperstein,  Forrester  Research 

iOVC's  Hamlin:  A  low-tech  approach  helps 
relax  the  less  Net-sawy  customers 


iQVC,  the  online  arm  of  the  QVC  cable  shopping  channel,  ranked  No.  1 

in  customer  satisfaction  in  a  survey  of  ioo.ooo  Web  shoppers  this  spring.  Here's 

how  iQVC  stacked  up  in  key  segments,  on  a  scale  of  i  to  io: 


iQVC 

8.10 

APPLE 

8.08 

DELL 

8.00 

TOYS 

iQVC 

BARBIE 

ABC  DISTRIBUTING 


CLOTHING 

8.76      iQVC  8.30 

8.42      DISNEY  8.27 

8.31      LANDS'  END  8.14 


heajlth/beautv. 

PURITAN 
.QVC 

MOTHER  NATURE 


ELECTRONICS 


8.39 


8.59      ECIFT 
iQVC 
8.33      CRUTCHFIELD 


8.39 


8.45 
8.02 


DATA:  HARRIS  INTERACTIVE  ECOMMERCEPULSE  SURVEY 


Inc.'s  director  of  consumer  e-commi 
search:  "They  know  how  to  handle  cu* 
who  can't  actually  touch  the  product, 
That's  about  as  geeky  as  iQvc  ge 
company  shuns  technology  that  doesn 
audience.  For  example,  its  computer 
doesn't  let  consumers  configure  the 
PCs,  a  feature  nearly  universal  elsewhe 
other  taboo:  video  that  cai 
down  Web  connection 
Hamlin:  "People  w; 
shopping  experic 
be  smooth  all  t 
through." 
It's  the 
things  that  r 
that  way.  Th 
site  sells 
items — incl 
30,000  the 
channel  doesn 
also  puts  extra 
into  prosaic  tasks 
making  packages  sho 
time.  About  70%  of  iQVC'| 
ments  come  from  qvc's  three  distn 
centers  around  the  U.  S.  But  to  m 
other  shipments  meet  iQVc's  standari 
lin's  team  manages  hundreds  of  p 
with  distributors  and  manufacture: 
result:  about  95%  of  combined  Q 
iQvc  orders  are  shipped  within  48  h 
Another  way  iQvc  puts  custo 
ease  is  giving  their  e-mail  top  priority 
pers  who  zip  off  messages  to  iQV< 
response,  on  average,  within  four  hi 
recent  survey  by  Yankee  Group  Re 
Inc.  found  that  on  a  weekend,  les 
30%  of  leading  e-commerce  sites  res 
ed  within  24  hours. 

Taking  care  of  customers  isn't  i 
tionary.  But  for  entrepreneurs  wh 
think  e-commerce  is  mosdy  about  te 
ogy,  iQVc's  happy  customers  may  sen 
wake-up  call.  ® 
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Building  the  Perfect 

Shareholder 


IPO  issuers  want  to  use  the  Net  to  weed  out  stock-flippers 

Internet  investment  banks  have  a  problem,  and  its  name,  at  least 
symbolically,  is  Mark  L.  Walsh.  The  ceo  of  Web  publisher  Verti- 
calNet  Inc.  has  a  tart  assessment  of  the  shareholders  most  likely  to 
be  drawn  to  initial  public  offerings  over  the  Web:  "Ralph  from  a 
trading  room  in  Detroit,"  he  sneers.  Like  many  other  ceos,  he 

worries  that  he  could  end  up  with  fast- 
trading  shareholders  who  would  handicap 
his  efforts  to  build  a  company  by  slamming 
his  stock  around  like  a  Ping-Pong  ball 

So  backers  of  e-iPOs  are  begin- 
ning to  develop  a  fascinating  new 
twist  to  their  pitch:  Use  the  Net  to 
build  the  perfect  shareholder.  Ad- 
vocates say  Net  banks  can  take  ad- 
vantage     of     the     unique 
characteristics  of  the  Web  to  match 
specific  people  to  stocks  they're  like- 
ly to  hold  for  the  long  term — just  as 
Amazon.com  Inc.  can  use  information 
about  old  book  purchases  to  recom- 
mend summer  reading.  "We're  trying 
to  find  the  person  with  a  natural 
reason  to  hold  the  stock,"  says  Daniel 
H.  Case  HI,  ceo  of  San  Francisco  in 
vestment  bank  Hambrecht  &  Quist. 

So  far,  proponents  are  taking 
only  the  most  basic  steps  toward 
building  the  perfect  sharehold- 
er. Hambrecht  and  online  in- 
vestment  bank  Wit   Capital 
Group  Inc.  weed  out  "flippers" — 
those  who  sell  shares  days  after  an 
IPO — by  refusing  to  let  them  buy  stock  in 
other  IPOs  for  60  days  or  so.  Net  banks 
also  target  an  issuer's  customers  and  part- 
ners. For  example,  Hambrecht  sold  shares  in 
the  music  site  MP3.com  to  musicians  whose 
work  is  available  on  the  site.  And  Wit  used 
a  mailing  list  from  Physicians  Online  Inc.  to 
pitch  a  medical  company's  IPO.  "Creating 
a  relevant  shareholder  base  is  Wit's  whole 
proposition,"  says  Susan  Berkowitz,  Wit's 
senior  vice-president  for  marketing. 

Whether  these  early  efforts  will  be  suc- 


cessful is  still  uncertain.  Case  figures  that 
Hambrecht  &  Quist  can  get  10%  more 
money  for  companies  going  public  by  using 
the  Net  to  find  individual  shareholders  will- 
ing to  pay  top  dollar  for  a  certain  compa- 
ny's stock.  But  it's  not  at  all  clear  that  Net 
banks  are  getting  more  loyal  shareholders. 
Even  though  Wit  requires  clients  to  hold 
shares  they  buy  for  at  least  60  days,  18% 
don't  comply  with  the  rule. 

To  find  shareholders  more  loyal  than 
that,  Net  banks  have  to  move  beyond  the 


TIMOTHY  J.  MULI 

basics.  What  E*Offering,  Hambrec 
others  want  to  do  is  use  sophisticate 
mining  to  match  investors  and  stoci 
example,  an  investment  bank  prepa 
IPO  for  a  PC  manufacturer  could 
through  its  retail  brokerage  acco 
pluck  the  60-year-old  Iowa  woma 
loves  PC  makers  and  has  never  sold 
share  in  such  companies.  That  kind  oj 
mining  is  the  competitive  advantage 
tional  banks  such  as  Salomon  Smith 
would  have  the  hardest  time  mate 
the  e-iPO  firms  aren't  using  it  yet 
because  they're  worried  about  a  h 
over  privacy. 

FAT  AND  HAPPY.  Such  privacy  conce: 
ably  are  surmountable.  Georgeto1 
versity  business  professor  Mary 
nan  says  that  consumers 
won't  object  to  such  data 
techniques  if  they're  con' 
they're  getting  something 
while  for  surrendering  pe| 
information.   In   this   case 
means  persuading  them  the/ 
it  if  Net  banks  like  E*Offerini 
them  pick  stocks. 
The  technology  for  such  data 
also  needs  refinement.  Most  di 
successful  database  marketing  re| 
that  you  understand  the  patter: 
connect  different  kinds  of 
decisions.  That's  particularly 
since  IPO  returns  can  be 
enough  to  change  people's  hai 
haven't   made   a   trade   in 
months,"  says  University  o 
business  professor  Todd 
"But  if  I  had  an  IPO  with  a 
return  in  one  day,  I  can't 
wouldn't  sell  it." 
The  biggest  reason  this  e-lPO  n 
tion  hasn't  hit,  however,  may  be  th 
would-be  revolutionaries  are  a  little  t 
and  happy.  Through  Labor  Day,  the 
billion  raised  in  IPOs  this  year  was  up 
from  the  same  time  last  year.  With  so 
business  to  go  around,  the  new  inves 
banks  have  been  sharing  with  tradi 
banks  more  than  competing  against 
Aggressive  moves  to  change  stock  i 
writing  may  have  to  wait  for  a  n 
where  there's  not  quite  so  much  busin 
go  around.  • 
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vense  management  solutions: 
Corporate  purchasing  card 
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business  travel 


■onsulting 

jlobat  information 


k 


tline  business  center 
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How  can  business  bring  costs  down  to  size? 

Introducing  American  Express'1' expense  management  solutions.  We  offer 
innovations  like  American  Express  @  Work""- our  new  online  business  center- 
to  help  business  spend  less  on  what  it  needs  most.  Let  us  work  with 
your  company  to  save  you  money  in  ways  you  never  thought  possible. 


do  more 


AMERICAN! 
IEXRRESS 


Call  1  800  AXP-1200,  ext.  20,  or  visit  www.americanexpress.com 


Corporate 
Services 
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HEATHER  CI 


A  New  Way  to  Get 

Your  Foot  in  the  Porta 


Startups  can  get  access  to  a  powerful  portal's  customers — in  exchange  for  equil 


arlier  this  year,  Scott  Randall,  the  founder  and  chief  exec- 
utive of  FairMarket  Inc.,  was  struggling  to  get  his  two-year- 
old  company  noticed.  FairMarket,  which  operates  auctions 
for  other  Web  sites,  needed  to  kick-start  the  company.  In 
May,  Randall  got  what  he  wanted:  He  cut  a  deal  with 


Lycos  Inc.  to  become 
the  auction  house  for 
the  portal,  which  at- 
tracts 30  million  visi- 
tors monthly.  In 
exchange,  he's  giving 
Lycos  a  split  of  his  rev- 
enues as  well  as  war- 
rants that  can  be 
converted  into  as  much 
as  9%  of  the  startups 
stock.  Randall  says  sac- 
rificing equity  was 
worth  it.  "It  clearly  established  us  as  the 
leader  in  the  private-label  auctions,"  he  says. 

This  is  what  financing  is  coming  to  in 
the  Internet  Economy  Big  portals  like  Lycos 
are  wielding  so  much  clout  that  they're 
able  to  cut  something-for-nothing  deals  in 
which  they  trade  access  to  their  huge  cus- 
tomer bases  for  equity  stakes  in  startups.  It's 
barter  venture  capitalism — where  eyeballs 
are  worth  more  than  dollars.  "Everyone  on 
the  Web  is  looking  for  traffic,  but  not  many 
have  it,"  says  Edward  M.  Philip,  Lycos'  chief 
financial  officer.  "If  we  can  funnel  traffic 
to  a  service  or  a  technology,  we  can  build 
them  into  a  success  overnight"  The  deals  are 
similar  to  those  cut  by  TV  networks,  nbc,  for 
example,  has  taken  a  stake  in  women's  site 
iVillage  in  exchange  for  TV  exposure. 

The  portal  deals  can  be  worthwhile  for 
both  sides.  Cash-poor  startups  with  com- 
petitors on  every  side  get  the  chance  to 
distinguish  themselves  by  basking  in  a  por- 
tal's spotlight.  The  portals  get  the  startup's 
content  and  services — which  makes  their 


tentially  lucrative  stock. 
"It's  much  less  risky  for 
portals  to  do  this  than 
if  they  do  a  cash  invest- 
ment," says  analyst  Hen- 
ry Blodget  of  Merrill 
Lynch  &  Co.  "And  it's 
much  easier  for  the 
startup  to  make  the 
deal,  since  equity  is  a 
lot  cheaper  than  cash." 
Lycos  is  one  of  the 
most  aggressive  portals 
in  its  something-for-nothing  quest.  In  the 
six  deals  it  has  cut  so  far,  the  company 
took  warrants  or  stock  for  up  to  15%  of  the 
startups  instead  of  the  usual  advertising 
fees.  Besides  FairMarket,  it  has  undisclosed 
equity  interests  in  Web  software  developer 
NeoPlanet  and  Student  Advantage,  which 
dishes  up  content  and  discussion  groups 
for  college  students. 

COLD  CASH.  Portals  Excite@Home  Corp.  and 
America  Online  Inc.  have  a  slightly  different 
approach.  Both  take  smaller  equity  stakes  in 
the  startups  but  insist  on  getting  paid  some 
cash  when  those  companies  run  advertising 
on  their  sites.  That  way,  the  portals  get 
some  value  from  the  relationship  even  if  the 
smaller  companies  go  belly-up.  "There  is 
always  a  big  cash  component,"  says  J. 
Michael  Kelly,  aol's  chief  financial  officer. 
Excite  has  racked  up  about  30  deals  so  far 
in  which  it  typically  gets  warrants-  for  5%  to 
10%  of  a  startup's  equity.  It  plans  to  sign  up 
an  additional  dozen  or  so  per  quarter,  aol 
won't  say  how  many  stakes  it  has.  A  hand- 


T 


PORTAL  POWER 

Major  Web  sites  have  the  muse 
get  equity  stakes  in  hot  Net  comf 
without  paying  any  cash. 


M        ^ 


The  portal  has  taken  equity  stal 
in  six  companies  so  far  in  exchanf 

exposure  on  the  Lycos  site. 
The  stock  holdings  range  from  5I 
15%  and  include  companies  su| 
as  auction  systems  provider  FairA 


EXCITE@HOME 


' 


Excite  has  taken  warrants  in  aboi 

companies  that  advertise  on  its 

including  Net  escrow  provider  Bill 

Inc.  It  plans  to  add  stakes  in  abo 

companies  per  quarter.  The  warr 

typically  are  convertible  into  eq 

stakes  of  5%  to  10%. 


The  monster  portal  also  takes  waj 

in  companies  that  pay  to  advert^ 

its  service,  such  as  EMusic.com 


sites  more  appealing — and  a  chunk  of  po-       ful  have  been  disclosed  publicly,  including  its 


stake  in  EMusic.com  Inc.,  which  sell^ 
that  can  be  downloaded  from  the 

Such  deals  are  just  part  of  the 
investment  tactics.  All  three  also  ir 
in  startups.  "The  bottom  line  for 
portals  is  that,  by  spreading  thesel 
chips  around  the  table,  they  have  a 
fied  business  and  set  of  investment] 
analyst  Chris  Charron  of  Forrester 
Inc.  And  in  the  volatile  world  of 
hedging  your  bets  makes  a  lot  of  sel 

—  Contributing:  Paul  C.  Judge  in  I 
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Welcome  to  the  City  of  e. 


SAP "  is  proud  to  deliver  the 
first  true,  virtual  city.  A  digital 
marketplace  where  more 
than  10,000  companies 
collaborate  in  one  big  free 
trade  zone  of  uninterrupted 
e-business.  //  It's  a  place 
where  you  can  find  suppliers 
you  never  knew  existed,  work 
with  partners  you've  never 
even  met,  and  capitalize 
on  opportunities  you  never 
thought  you'd  have.  // 

,    m  Sitcom 

It's  your  own  personalized 
Web  environment,  where 
the  solutions  you  need  are 
always  at  your  fingertips. 
Where  companies  of  all 
sizes,  in  all  industries,  can 
conduct  one-step  business. 
//  If  you've  got  a  business, 
we've  got  a  city.  The  City  of  e. 
Get  there  through  mySAP.com 
or  call  800-283-1SAP. 
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IPOs!  Hot  Tips! 
Get  the  Real  Lowdown! 


TIMOTHY  J.  MULU 


You'd  think  the  Net  would  be  a  great  place  to  do  just  that.  Not  necessarily 


n  the  face  of  it,  no  medium  should  cover  the  market 
for  initial  public  offerings  better  than  the  Internet.  The 
ipo  market  is  fast,  and  so  is  the  Net.  Web  sites  can 
chronicle  change  almost  as  quickly  as  it  happens. 
And  because  the  Web  lets  people  act  on  information 

away  their  e-commerce  advantage.  And  they 
don't  let  people  easily  share  information 
through  chat  or  bulletin  boards,  improving 
on  what  they  read  on  the  Web  or  elsewhere. 
lPO.com  (which  provides  IPO-related  con- 
tent to  Business  Week  Online)  falls 
the  farthest  from  the  mark.  Dur- 
•  ^         ing  a  tumultuous  August,  the 
£^       site  provided  weekly  commen- 
taries and  not  a  whole  lot 
more.  From  Aug.  11  to  Aug. 
30,  it  posted  just  a 
handful  of  news 
headlines — and 


as  soon  as  they  get  it,  investors  can  go  right 
out  and  trade,  grabbing  some  of  that 
dot.com  dough  for  No.  1.  Sounds  good.  So 
why  are  so  many  ipo  sites  so  bad? 

Three  of  the  Web's  best-known  ipo 
sites — iPO.com,  iPOMaven.com,  and  Re- 
naissance Capital  Corp.'s  ipohome.com 
(known  until  a  redesign  this  month  as 
Theii'osite.com) — are  a  reminder  that  new 
media  could  use  a  dose  of  old-media 
values  such  as  objectivity  and  indepen- 
dent judgment,  ipo.com  and  iPOMaven 
don't  work  because  they  seem  more  de- 
termined to  cheerlead  for  the  market  than 
explain  it.  Of  these  three,  ipohome  is  best, 
because  it  comes  closest  to  offering  the 
blend  of  information,  online  community, 
and  trading  that  can  let  people  un- 
lock the  Internet's  potential.  As  I 
tried  to  imagine  using  the  other 
sites  to  guide  my  investing,  I 
thought  to  myself,  no  wonder  day 
traders  lose  so  much  money. 
GLARING  DEFECT.  Old-media  virtues 
would  have  been  especially  useful 
last  month,  when  at  least  a  dozen 
deals  were  delayed  as  the  ipo 
market  tanked.  It  was  a  time 
for  hard  thinking  and  quick 
execution.  Instead,  two  of 
these  three  sites  weren't  up  to 
the  challenge.  The  most  glaring  defect 
of  lPO.com  and  IPOMaven  is  that  their  news 
and  commentary  are  updated  only  once  a 
day,  or  even  less — which  means  they  fail 
to  exploit  their  ability  to  always  provide  the 
freshest  information.  These  sites  also  have  lit- 
tle or  no  trading  capability,  so  they  fritter 
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nearly  nothing  useful  about  specifi 
Instead,  lPO.com  dished  up  comm 
such  as  this  one,  on  Aug.  5:  "The 
falling,  IPO  fans,  it's  simply  decidin 
kind  of  sky  it  wants  to  be  when  it 
up."  The  headline  on  that  piece  < 
bears  as  Chicken  Littles. 

Now  here's  one  for  the  dubio 
tinction  file:  lPO.com  found  it  harde 
plainspoken  about  August's  marke 
stockbrokers  did.  On  Aug.  4,  I  had 
at  Merrill  Lynch  &  Co.  One  speak 
star  Internet  analyst  (and  noted  bull 
ry  Blodget,  who  joked  ruefully  that 
ducking  rocks  those  days.  He  added 
lot  of  weaker  Web  companies  woulc 
not  come  back  strongh 
August's  correctio 
point:  A  chilly  i 
doesn't  mean  thi 
should  be  throw 
with  the  bathwat 
he  also  meant  it's 
ways  a  good  time  to  buy  ai 
strong  market  fundamental 
make  every  stock  a  barg 
Merrill  can  admit  it,  IP 
should,  too. 

iPOmaven  looks  better, 

wealth  of  links  to  things  E 

interviews  and  breakdowns 

deals,  but  much  of  its  infon 

is  shockingly  old.  For  ex 

in  early  September,  ipon 

list  of  10  "ipos  to  Watcl 

tured  companies  that  wer 

lie  between  March  and  Jur 

deals  highlighted  weren't  all  sc 

pelling  that  they  demanded  close 

ing,  either:  They  ran  the  gamut  fror 

like  Juniper  Networks  Inc.  to  laggar 

CareerBuilder  Inc.,  which  has  lost 

value  since  the  day  of  its  May  ipo. 

n't  look  like  someone  made  smart 

es  about  culling  the  best  deals.  It 
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Trusted. 


Concerned  about  e-business  availability?  Let  us  be  your  guide. 

It  used  to  be  that  when  your  system  went  down,  only  internal  business  suffered.  But  with  the 
advent  of  the  Internet,  much  more  is  at  stake.  Now  you  have  customers  and  business  partners 
who  have  come  to  depend  on,  and  expect,  the  availability  of  information  24x7  —  and  if  you 
can't  provide  it  for  them,  someone  else  will. 

For  over  1 8  years,  the  most  innovative  companies  in  the  world  have  trusted  BMC  Software  to 
help  them  ensure  application  availability.  They  understand  that  we  have  the  technical  expertise 
and  enterprise  know-how  to  turn  e-business  into  an  important  strategic  advantage. 

Whether  your  site  is  accessed  by  your  customers  and  business  partners  or  by  internal  employees, 
BMC  Software  can  provide  a  winning  e-business  management  strategy  and  solutions  that  meet 
your  needs. 

Your  users  expect  information  to  be  there  when  they  need  it.  Count  on  us  to  make  it  a  reality. 


8oo  408-4810    www.bmc.com/info 


<bmcsofiware 


Assuring  Business  Availability 
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JOAN  O  C.HAMIL 


Clearing  Up 

Web-Site  Clutter 

Sports  site  CNNSI.com  is  redesigning  to  combat  a  common  woe:  Too  much  "stu] 


rom  the  minute  CNNSi.com  went  online  two  years 
ago,  Managing  Editor  Steve  Robinson  had  a  mission 
that  seemed  made  in  media  heaven:  To  become  the 
Internets  be  all  of  sports  coverage.  And  why  not?  Be- 
hind it  was  the  combined  clout  of  the  Cable 


News  Network  Inc.  TV  powerhouse  and 
Sports  Illustrated*  crackerjack  writers  and 
photography.  Like  Jeff  Gordon  barreling 
down  the  home  stretch,  Robinson's  team 
tried  to  gain  on  cyber  rivals  ESPN.com  and 
Sportsline  USA  Inc.  by  putting  the  content 
pedal  to  the  metal.  In  24  months, 
CNNSl.coms  goodies  quintupled,  to  more 
than  half  a  million  Web  pages — every- 
thing from  breaking  sports  news  to  stats 
on  every  player  who  ever  played  major 
league  baseball. 

But  CNNSi.com  also  developed  an  in- 
creasingly common  problem:  In  the  midst 
of  adding  all  this  material,  its  design  went 
bad.  Over  time,  cnnsi  became  so  packed 
with  links,  new  sections,  and  graphics  that 
it  actually  became  too  hard  to  find  some- 
thing as  simple  as  the  score  of  last  night's 
ball  game.  Then  it  got  worse.  Robinson's 
team  tried  to  make  new  graphic  elements 


eye-catching  enough  to  stand  out  from 
the  site's  clutter,  but  the  opposite  hap- 
pened: Surfers  ignored  them,  thinking  they 
were  ads.  "We  started  piling  on  elements 
without  going:  'Wait  a  minute  folks,  we're 
going  to  confuse  people,'"  he  remembers. 
"And  once  we'd  put  stuff  on,  we  were 
afraid  to  take  stuff  off." 

Pay  attention  to  what  happened  at 
CNNSi.com,  because  it's  happening  all  over 
the  Web.  espn,  for  example,  launched  a  new 
design  in  September.  In  fact,  many  sites  are 


with  just  a  couple  of  intuitive  clicks.  "1 
an  illusion  that  we  have  all  the  spJ 
the  word  to  deal  with.  But  there  are| 
to  what  you  can  do  on  a  page,  ever 
site.  At  a  certain  point,  you  have' 
says  Web  designer  and  author  Jej 
Fleming  of  Somerville,  Mass.'s  Square  | 
Solutions. 

Conceding  that  you  have  a  pre 
though,  is  the  first  step  to  fixing  it. 
time  for  football  season,  CNNSi.cd 
pulling  the  warmup  suit  off  a  site  ret 
that  tries  to  clean  up  the  clutter.  Rot 
agreed  to  a  Monday-morning  quartej 
ing  session  with  e.biz  to  give  us  an 
look  at  how  the  design  of  the  old  site 
wrong    and    to    preview    the    nei 
www.ebiz.businessweek.com,  you'll 
exclusive  sneak  preview  of  the  look 


CNNSI's  site  became  so  complicated  that  visitors 
had  trouble  finding  the  scores  of  last  night's  gj 


staggering  under  the  sheer  volume  of  "stuff?' 
There  isn't  a  reason  to  limit  the  amount  of 
content — chances  are  every  bit  of  it  ap- 
peals to  somebody — but  it  gets  harder  and 
harder  to  get  Netizens  to  their  destinations 


FOR  HELP  CLICK  HERE 


In  the  beginning,  it  was  all  so  simple:  A  few  lines  of  funky-looking  html  code  in 
a  text  file  turned  on  a  light  in  your  entrepreneurial  soul.  Soon  you  were  adding 
features  and  content  like  crazy. 

But  whether  you're  cnn/Sports  Illustrated  or  a  local  hobby  store,  it  doesn't  take 
long  for  your  Web  site  to  experience  the  cyberequivalent  of  urban  sprawl.  When 
that  happens,  you  need  a  makeover.  But  where  to  begin? 

With  us.  business  week  e.biz  has  asked  a  panel  of  Web-design  experts  to  help 
us  help  you.  If  you  think  your  site  could  use  an  overhaul,  send  us  your  url,  your 
business  goals,  and  some  details  about  your  problem  as  you  see  it.  Is  your  traf- 
fic declining?  Are  your  customers  confused?  Are  your  downloads  poky?  If  your  site 
is  chosen,  our  panelists  will  offer  a  critique  and  suggestions.  We'll  feature  our  re- 
views and  makeovers  on  our  online  site  (ebiz.businessweek.com).  For  more  details, 
E-mail  us  at  webdesign@businessweek.com. 


uled  to  go  live  by  Sept.  27,  as  well  as 
ics  that  illustrate  some  specific  chan§ 

The  No.l  priority,  Robinson  expt 
make  sure  the  site's  four  main  compd 
are  distinct  and  distinguishable — its! 
and  scores,  navigation  elements,  intern^ 
motions,  and  advertising.  Some 
graphic  layout  changes  will  make  pagd 
faster.  More  important,  the  once-ov^ 
help  give  visitors  more  of  the  most 
sports  news.  That's  what  Robinson's 
has  realized  that  its  visitors  want  mosl 

The  overhaul  began  early  this  yq 
online  sports,  a  diverse  fan  base  expec 
more  variety  and  doesn't  necessarilyl 
with  what  editors  think  is  the  day'| 
news  story."  Fans  want  to  connect  wit 
favorite  sports  even  during  the  off-s 
they  may  be  stat  hounds  who  play 
games.  The  trick  is  to  make  whatevel 
wants  seem  easy  to  find. 

As  editors  tried  to  accommodatd 
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I  nly.  e-commerce  is  on  everyone's  horizon. 

l|'s  no  history.  No  training.  Nothing  but  opportunity.  And  Great  Plains  is  here  it 
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ilin  today  that  completely  and  seamlessly  integrates  your  Internet  storefront  with  your  hack  office      _ 
Lial  and  distribution  systems.  See  how  we've  already  helped  companies  like  tovsmart.com     G  R  E  AT    PL  A I  N  S 


km  ii  eel  a  good  idea  ol  In 


greatplains.com/ecommcrce.    s  e  e     f  u  r  t  h  i 

included  in  this  (locumcntma\  be  trademarks  or  registered  MiaiLvollkni  iespeiti\eu>m|\mie> 
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cnnsi's  home  page  began  to  look  as 
crammed  as  pants  from  10  pounds  ago.  A 
long  and  unwieldy  index  box  on  the  left 
side  of  cnnsi's  home  page,  for  example, 
was  followed  by  a  couple  of  dozen  links 
for  everything  from  fantasy  leagues  to  free 
e-mail — much  of  it  in  type  so  tiny  that  the 
choices  were  hard  to  sort  through.  Even 
the  site's  own  logo  became  lost  under  a 
box  with  internal  promotions  and  sat  be- 
neath a  banner  ad  across  the  top  that  was 
far  more  eye-catching.  The  result:  It  could 
take  new  arrivals  a  few  seconds  to  actual- 
ly be  sure  they'd  arrived  at  CNNSi.com. 

Perhaps  more  critically,  the  site's  de- 
sign blurred  the  line  between  editorial 
content  and  advertising.  Page  designers 
created  arresting  graphics  for  editorial  fea- 
tures that  ran  above  the  news  headlines  on 
the  front  page's  right  rail.  But  thanks  to 
garish  colors  and  type  styles,  they  ended 
up  creating  boxes  that  looked  to  many 
visitors  like  ads.  cnnsi  Interactive  Coor- 
dinating Producer  Joey  Trotz  says  focus- 
group  sessions  unearthed  some  sobering 
data:  Even  when  those  boxes  contained 
information  users  specifically  were  looking 


for — say,  the  scores  of  last  night's  game — 
people  would  simply  not  register  that  they 
were  seeing  it.  They  had  trained  them- 
selves to  avoid  ads. 

•  In  the  new  design,  Robinson  has  limit- 
ed the  colors  and  given  these  special  fea- 
tures the  same  style  and  graphics  as  the 
CNNSi.com  logo.  They're  now  promoted 
just  as  aggressively  but  are  better  associat- 
ed with  the  site's  own  style  and  editorial 
offerings. 

Web  design  is  only  partly  about  graph- 
ics and  visual  appeal.  For  a  site  to  really 
work,  say  experts,  designers  must  envision 
the  logical  associations  users  will  make- 
not  just  deliver  splashy  art  for  art's  sake. 
That's  one  reason  a  whole  new  specialty  of 
"information  architects"  now  focuses  on 
clear  organization.  They  visualize  how  users 
will  "navigate"  through  sites,  much  as  real- 
world  architects  focus  on  things  like  where 
hallways  should  be  to  make  traffic  flow 
through  a  building  smoothly.  They  work 
with  accepted  principles,  such  as  data  about 
where  the  eye  tends  to  travel  first  on  a 
page  (to  photographs  and  the  upper-right- 
hand  side)  and  create  different  user  sce- 


narios— then  test  them.  "If  [a  site's 
architecture]  is  done  really  well,  yo 
see  it.  If  it's  done  poorly,  it  drives  ] 
sane,"  says  Peter  MorvilJe,  chief  op 
officer  of  Argus  Associates,  an  Ann 
(Mich.)  information-architecture  fii 

Beyond  just  organization,  anothe 
the  CNNSi.com  news  team  decided  it 
do  was  pump  up  the  news  value 
site.  Although  it  got  1.6  million 
impressions  in  July,  according  to 
Metrix,  it's  still  a  distant  third  to  ES 
Sportsline.  By  connecting  the  site  r. 
tions  to  the  logo  bar,  Robinson  ca 
pull  at  least  four  or  five  news  storie 
er  on  the  page.  In  another  key  chan 
area  below  the  featured  story  in  the 
of  the  home  page  now  will  be  devt 
"Inside  Game"  stories  that  give  readt 
insights  on  timely  topics. 

The  best  Web  designs  demons] 
keen  understanding  of  who  uses 
and  then  take  the  simplest  appro 
giving  them  what  they  want — an 
It's  no  wonder  that  a  multifario 
fractious  sports  world  can  wrench 
design  off  track.  ® 


HOW  THE  NEW  DESIGN  AIMS  TO  SCORE 


NewD( 


CNNSI.com's  new  design  is 
trying  to  streamline  a  user's 
path  to  their  interests  in 
just  a  few  quick  clicks. 


Old  Design 


Tl 


pjiThe  you  9* 

'-=1  b»  your  km.  I 


Si""        •'   "-'■■  ^-S.r 


The  old  logo  was  not 
sharp  and  got  lost  on  the 
page.  A  new  logo  will  be 
combined  with  special 
feature  promotions.  The 
goal:  to  make  sure  fea- 
tures are  clearly  identified 
as  editorial  content. 
v J 


The  top  index  box  on  the 
site's  left-hand  navigation 
bar  grew  too  long  and  un- 
wieldy. Now  the  navigation 
bar  will  become  shorter. 
Topics  will  be  rotated  by 
season,  and  the  bar  will 
highlight  special  events. 


News  stories  are  moved 
up  so  that  four  or  five 
appear  high  on  the  main 
page,  emphasizing  CNNSI's 
commitment  to  breaking 


Special  features  section, 
which  became  a  grab-bag 
of  old  material,  gives  way 
to  "water  cooler"  tidbits 
about  current  sports  news. 
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If  Internet  billing  is  the  future, 


Welcome  to  a  future  where  the 
power  of  the  Internet  transforms 
your  billing  from  a  mere  accounting 
function  into  a  strategic  business 
tool.  Where  your  Internet- based 
bills  enhance  customer  loyalty, 
increase  your  brand  awareness 
and  create  new  revenue  streams. 
Derivion's  unique  service  bureau 
approach  to  Electronic  Bill 
Presentment  and  Payment  makes 
that  future  easy  and  affordable 
for  every  company.  And  it's  ready 
now.  The  future  is  waiting  for  you. 
Find  it  at  www.derivion.com 

Derivion 

Internet   Billing 
©  1999  Derivion  Corporation.  1.877.937.3277 
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BY 
JOAN  O'C.  HAMILTON 


How  to  Talk 

the  Talk 

Here's  a  lesson  in  Geekspeak  for  all  you  offline  country  cousins 


ummer  is  pretty  much  over,  but  you're  finally  heading  out  on  a  much-deserved 
cation,  part  of  which  you'll  spend  pondering  how  you,  too,  can  join  the  Internet  j 
rush.  Your  packing  list:  sunscreen  (check);  business  book  with  'digital'  reference  ii 
tie  (check);  e-commerce  business  plan  that's  scalable,  extensible,  and  defens: 
What,  you  don't  have  that?  You're  in  trouble,  mate.  There's  now  a  digital  counterp 

act  confident,  and  you'll  not  only  sound  like  an  Internel 

you  may  also  end  up  raising  venture  money  you  didn't 

realize  you  were  asking  for.  Here  you  go: 

BUSINESS  MODEL.  Silicon  Valley  business  plans  ai 

longer  about  business,  they're 


"The  essence  of  my 
value  proposition." 


for  the  old  cliche  that  every  L.  A 
busboy  and  cab  driver  has  a 
screenplay  in  his  back  pocket.  As 
I  sat  beneath  a  swaying  palm  tree 
in  Hawaii  on  my  vacation,  I  heard  a 
couple  formulate,  debate,  and  abandon 
an  entire  e-commerce  business  plan.  It 
had  something  to  do  with  printer  dri- 
vers. And  the  whole  episode  took  place 
in  a  single  poolside  sitting,  punctuated  only 
by  his  run  for  mai  tais  and  her  intervention  in  their  tod- 
dler's tussle  with  another  kid  in  the  shallow  end.  But  since 
most  of  the  business  planning  took  place  in  Geekspeak,  I  sus- 
pect the  uninitiated  within  earshot  were  clueless.  As  comic 
Steve  Martin  used  to  say  about  the  French:  They  have  a 
different  word  for  everything. 

As  a  public  service,  Digital  Dispatch 
would  like  to  provide  this  handy-dandy 
clippable  guide.  With  it,  you  can  talk 
loudly  and  make  your  beachmates 
think  you're  a  player  in  the  Internet 
world.  You  can  so  confound  your  offline 
kin  with  jargon  that  they'll  quit  making  fun 
of  your  eight-year-old  Honda.  You  may 
even  impress  your  children.  But  don't  try 
this  on  the  college  crowd.  Here  in  Silicon 
Valley,  more  than  a  few  undergrads  refer 
to  their  tuition  checks  as  "seed  financing." 

The  trick  to  sounding  like  an  Internet  en- 
trepreneur is  to  use  these  terms  while  di- 
recting a  sneer  and  a  narrowed-eyed  squint  at 
anyone  who  dares  question  what  you're 
talking  about.  Fact  is,  as  the  new  econo- 
my— oops,  sorry,  the  New  Economy — 
gets  more  and  more  hyped,  attitude 
and  jargon  are  far  more  important 
than  logic  or  clarity.  Use  these  terms, 
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"That's  SO 
dirt  world.'i 


about  "business  models." 
literally,  this  translates  to: 
way  we'd  like  to  make  mo: 
making  money  were  the  po: 
being  in  business  in  the  New  E< 
my. "  Practically  speaking,  the  term  help 
avoid  annoying  questions  about  revenue 
[  profits  and  gets  the  focus  where  you 
it,  on  your  resolute  march  toward  1 10% 
ket  penetration  and  presumably  the  22nc| 
tury,  when  money  will  no  longer  be  rel 
Sadly,  the  trouble  with  Internet  bui 
models  seems  to  be  that  so  many  give  ha 
business  away  for  free  and  overcharge  fo 
other  half.  This  might  work,  if  only  tht 
er  guy's  business  model  weren't  the  n 
image  of  that  strategy,  thus  making  it  pc 
for  customers  to  get  everything  for  free 
VALUE  PROPOSITION.  When  you're  discu 
possible  new  ventures,  use  the  term 
proposition,"  the  New  Economy  way  of  s 
"the  point."  Like  most  such  terms,  the  n 
isn't  new.  The  railroads'  value  propositioi 
example,  was  that  you  would  pay  dearly  tc 
months  walking  or  wagon- riding  and  severa 
ers  of  skin  to  get  hauled  across  the  country 
seat.  But  if  you  use  some  kludgy  term  like 
point"  or  "the  idea"  these  days,  someone  w 
variably  suggest  that  your  free-co 
search  engine  is  a  rather  mundane  coi 
The  techno-smarty-pants  "value  pro 
tion"  gives  you  the  cachet  of  a  rive 


1 


Choose  sides  (not  to  mention  aisles  and  windows)  with  AA.com's  new  seat  selection  feature.  It's  always  been 
fast  and  easy  to  reserve  travel  on  AA.com".  Now  it's  just  as  fast  and  easy  to  reserve  your  seat  for  the  flight,  too.  With  this  new  feature,  you 
decide  where  you  ride  -  for  up  to  four  people  travelling  on  one  itinerary  -  by  clicking  on  the  aircraft  seat  map.  Just  confirm  your  choice, 
and  you're  good  to  go.  "Test-drive"  the  new  seat  selection  feature  at  AA.com  today.  Built  around  you,  there's  no  other  site  quite  like  it. 

The  ultimate  web  site  for  everything  AmericanAirlines 


\mttican  MrHnesand  \A.com  an  markt  of  \nun         I 
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gambler.  "The  table  limit  here  is  too  low,"  the  term  suggests.  "Take 
a  walk  with  me  up  on  the  promenade  deck,  and  we'll  discuss  a  bet 
I  find  a  little  more  interesting." 

the  INTERNET  SFACE.  Yet  another  euphemism  for  the  word  "business"  in 
the  age  of  profits-optionaL  Silicon  Valley  entrepreneurs  don't  have  com- 
petitors anymore,  they  just  have  "people  who  are  in  our  space,"  and  it's 
very  much  in  fashion  to  define  competitors  right  out  of  your  space. 
"Their  free-coupon  search  engine  is  only  a  value-add  in  a  very,  very 
small  comer  of  this  space,"  is  one  way  of  putting  it  Actually,  that  means 
nothing,  but  it  sounds  at  once  condescending  and  brightly  confident. 


products  pile  up  in  their  Maine  cabins.  I  fear  a  postapocal\| 
movie  starring  Kevin  Costner  or  Mel  Gibson  will  some  day  poil 
"The  Offliners"  as  angry,  murderous,  nuclear  holocaust  surviJ 
who  pray  to  an  all-knowing  being  they  know  only  as  Java. 
viral  marketing.  This  used  to  be  called  "word  of  mouth."  Nl 
the  crux  of  every  e-business  plan  calls  for  happy  customers  to  I 
your  marketing  for  you.  Yippee!  Now  we  can  spend  the  marll 
ing  budget  on  beer!  (It's  fair  to  point  out  that  customers 
spread  the  word  on  the  Net  at  several  orders  of  magnin] 
faster  than  by  chatting  loudly  on  a  commuter  train.) 


MONETIZE.  An  inevitable  stage  in  yJ 

Want  to  deepen  your  Internet  space?  You  11  have      business  plan  is  when  you  go  P_b 
to  find  a  way  to  monetize  more  eyeballs  cash  out>  and  retire  In  **  New  Eco* 


POINTERS 


If  you're  still  encountering  skepticism,  shake  your  head  sadly  and  com- 
ment that  few  people  realize  how  "deep"  your  space  is. 
EXTENSIBLE.  No  one  actually  knows  what  this  means,  but  it's  some- 
thing your  scheme  absolutely  must  be.  It  has  something  to  do 
with  the  value  proposition  that  your  business  model  will  work  not 
just  in  your  space  but  can  easi- 


ly expand  or  extend  into  an- 
other. It's  a  kissing  cousin  of 
another  overused  whiz  word- 
scalable — the  Internet  equiva- 
lent of  an  elastic  waistband. 
Your  business  can  grow  without 
changing  underwear,  er,  invest- 
ing in  a  new  server  farm. 
THE  DIRT  WORLD.  It's  replacing 
"bricks  and  mortar"  as  the  I- 
world's  description  of  folks  who 
sell  real  stuff  to  real  customers 
who  carry  icky  things  like  cash 
and  shopping  bags  and  expect 
such  disgusting  amenities  as 
public  rest  rooms.  The  con- 
tempt is  palpable.  When  refer- 
ring to  this  Old  Economy 
model,  curl  your  lip,  stress  the 
word  "dirt,"  and  jerk  your 
thumb  toward  the  window. 
OFFLINE.  It  used  to  mean  your 
computer  wasn't  currently  con- 
nected to  a  network.  Then,  it 
was  used  in  meetings  to  get 
kibitzers  to  shut  up:  "Can  you 
two  take  this  discussion  about 
the  Halloween-party  menu  off- 
line?" But  like  "dirt  world,"  it 
has  come  to  refer  to  people 
who  aren't  getting  "it"  The  "off- 
line" world  is  the  new  Luddite 
colony  of  those  who  don't  use 
e-mail  and  haven't  ordered  their 
direct- marketing  people  to  de- 
velop Web-based  order  forms. 
Offline  people  let  L.  L.  Bean 
catalogs  and  other  "dead-tree" 


my,  it's  actually  possible  to  do  this  ben 
any  customers  show  up.  However,  technically,  to  monetize  a 
Economy  business  is  to  figure  out  where  and  how  to  inject  acj 
al  revenues  in  the  thing.  Don't  confuse  this  with  investment  i 
ital,  which  is  virtually  limidess.  No,  this  is  the  real  ka-ching 
customers  who  have  accepted  your  value  proposition.  For 

loween  fun,  you  can  deploy  I 


O.K.,  so  you've  got  the  jargon  down  pat.  But  you  still  don't 
have  the  right  "value  proposition."  At  the  tongue-in-cheek  Tri- 
pod Business  Plan  Generator,  they'll  do  it  all  for  you:  name,  busi- 
ness plan,  and  suggestions  for  venture  capitalists  to  hound. 
www.tripod.com/explore/fun_games/business_plan 


If  that  works,  you  could  find  yourself  running  a  $1  million- 
plus  enterprise  without  a  "global  peer-based  network"  (un- 
thinkable in  the  New  Economy).  Better  run,  not  walk,  to  the 
Young  Entrepreneur's  Assn.  and  start  networking  with  like- 
minded  individuals.www.yeo.org 


iSSR\iJ&Yoi\cui' 


oursponsors 

The  Young  Entrepreneurs' 
Organization  is  grateful  to  the 

foil  owing  sponsors  far  supporting 
YEO  by  prandmfe  funding,  resource 

and  dedication  to  the  success  and 
vdfare  of  cm  great  crganrzaaon 

Sponsors  are  carefully  selected  far  the 
value  they  provide  to  YEO.  and  for 
thai  Strang  support  of 
entr  epr  eneurship 

Click  an  the  fallowing  icons  and 
you'  11  be  directly  linked  to  The  great 
stances  our  sponsors  can  provide  to 
you  and  your  business 

bustn 
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^Sprint 

({jgi  Prudential 
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Another  support  group  for  entrepreneurs  who  need  help 
with  everything  from  finding  an  accountant  to  book  all 
those  "monetized"  eyeballs  to  swapping  stories  on  the 
stresses  of  Internet  time  is  the  mailing  list  "Gotthebug."  To 
subscribe,  e-mail:  gotthebug-subscribe@topica.com. 


term  "monetize  eyeballs." 

sounds  terrifying  and  gh 

ish,  but  it  actually  refers  to 

uring  out  how  to  make  moj 

off  people  who  are  simply 

innocently  looking  at  your 

Come  to  think  of  it,  thai 

terrifying  and  ghoulish. 

internet  TIME.  At  one  level,] 

the  luxury  of  abundant,  o» 

flowing,  compelling  oppoi 

nity  in  a  stubbornly  24-ho 

a-day  world.  At,  another,   I 

what  everyone  tells  you  j  I 

now  must  do  everything  ir 

or  else.  Most  poignandy, 

ternet  time  has  replaced 

headache,  flat  tire,  and  lit 

Johnny's  ear  infection  as  1 1 

digerati  excuse  for  why  w 

in  such  a  bad  mood  all  l 

time;  why  we  didn't  call  y 

back  or  remember  your  bit  *s 

day;  why  our  "personal  inf  is  at 

structures"    (Geekspeak  Il0, 

friendships  and  marriages)  i 

potholed  and  creaking;  v 

dentists  are  opening  trailer  i lr 

fices  in  our  company  park  A : 

lots;  why  our  kids  have  tal  -(tie 

to    e-mailing    us    from   1 1 

school  computer  lab  to   . 

•,  i  f    It 

mind  us  to  please  not  tor; 

soccer  practice  (again). 

The  real  translation,  I  k 

is  speed  at  the  price  of  sad 

ficing  thought — and  thoujj 

fulness,  m 


ton 


t 
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adidas  found 


in  Pandesic's 


e-business 


I^^T 


/ 


solution. 


T 


:  comes  to  succeeding,  adidas  knows  it  takes  a  winning  team, 
eeded  a  Women's  World  Cup  Soccer  e-commerce  site  that 
:ed  their  brand  and  offered  world-class  customer  service, 
more,  they  needed  it  fast.  That  is  why  they  partnered  with 
s  at  Pandesic. 

iy  outsource  to  Pandesic?  Our  e-business  expertise.  The 
|c™  e-business  solution  got  adidas  up  and  running,  with 
•^jiing  they  needed  to  be  competitive:  proven  e-business 
es,  best-of-class  hardware  and  software,  hosting  services, 
•the-clock  support,  as  well  as  lifetime  technology  upgrades 
.ow  adidas  to  easily  expand  their  e-commerce  offering, 
all,  it's  fully  automated,  so  adidas  has  time  to  focus  on 
ng  great  customer  service  and  growing  their  business. 


Find  out  why  so  many  companies  are  turning  to  Pandesic  for 
their  e-commerce  needs.  Call  1-888-349-3249,  ext.  600  for  a 
Pandesic  E-business  Success  Kit  and  a  Customer  Success  CD-ROM. 

Or  visit  our  Web  site  for  more  information.  If  you're  getting  into 
the  e-business  game,  we'll  get  you  geared  up  in  no  time. 


8> 

pandesic, 

The  Internet  Company 
from  Intel  and  SAP 


Pandesic.  How  a  business  does  e-business. 


Ipandesic.com/ebiz/adidas 
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BY 
ROBERT  D.  HOF 


Is  that  E-Commerce 

Roadkill  I  See? 

Net  retailers  are  likely  to  face  a  major  shakeout  after  the  holidays 


i 


t's  easy  to  get  giddy  about  the  limitless  potential  of  e-business.  Just  look  at  the  numbers: 
rester  Research  Inc.  says  that  consumer  e-commerce  will  grow  from  $7.8  billion  last  ye 
$108  billion  in  2003.  With  growth  like  that,  you  can't  blame  online  retailers  for  believing 
a  large  chunk  of  their  sales  would  not  have  happened  if  not  for  the  Web's  point-and-click 


Turns  out  that's  a  crock.  What  e-tailers  forget  is  that,  while 
the  Web's  shelf  space  may  be  unlimited,  customers'  bank  accounts 
are  anything  but.  It's  now  apparent  that  e-tailers  are  largely  stealing 
sales  from  stores  and  catalogs.  And  we're  talking  one  major  heist.  In 
an  August  report,  Jupiter  Communications  estimates  that  just  6%  of 
consumer  e-commerce  revenue  is  new  spending — a  figure  that 
shocked  even  the  study's  author,  analyst  Ken  Cassar.  Face  it,  says 
Bradford  C.  Koenig,  managing  director  in  technology  at  investment 
banker  Goldman,  Sachs  &  Co.,  "ultimately, 
this  is  a  zero-sum  game." 

Surprising  as  that  sounds,  I  can't  really 
argue  with  him.  Sure,  I've  bought  a  few 
more  CDs  and  books  than  I  would  have 
otherwise,  plus  an  alarming  number  of  old 
postcards  on  eBay  Inc.'s  auction  site.  But 
those  are  small  shakes.  I  haven't  yet  bought 
computers,  couches,  or  cars  online.  And  if  I 
do,  that  will  replace  buying  them  at  stores. 
"There  are  only  so  many  dollars  to  go 
around,"  says  Cassar.  "People  aren't  going  to 
eat  more  because  of  the  Internet." 
POST-HOLIDAY  BLOODBATH.  In  the  e-com- 
merce  frenzy,  few  people  have  pondered  the 
meaning  of  this  simple  fact.  But  here  it  is:  We 
can  expect  a  bloodbath  among  e-business 
upstarts  right  after  the  holidays.  Yup,  that  soon.  Think  about  it:  In 
each  market  category,  at  least  three  or  four  major  players  and 
many  more  wild  cards  all  hope  to  come  out  on  top.  They're 
pumping  tens  of  millions  of  dollars  this  fall  into  portal  deals  and  TV 
ads.  "Probably  2,000  dotcom  companies  are  spending  down  to  dan- 
gerous levels,"  says  Ken  Orton,  chief  strategist  for  e-business  at 
San  Francisco  consultant  Cognitiative  Inc. 

And  on  the  Web,  the  lack  of  physical  and  geographic  con- 
straints is  likely  to  mean  even  greater  concentration  in  each  market 
segment  than  in  the  traditional  world.  The  result:  Only  two,  maybe 
three  companies  can  win  big  in  each  sector.  The  rest?  Roadkill,  or 
perhaps  targets  for  bricks-and-mortar  laggards  fearful  of  getting 
"Amazoned."  "After  this  holiday  season,  the  honeymoon  period 
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will  be  over,"  says  James  W  Breyer,  managing  partner  with  ve 
capitalist  Accel  Partners.  "We  are  likely  to  see  a  brutal  shakeoutl 
don't  need  a  magnifying  glass  to  read  between  those  lines:  If  j 
sumers  don't  buy,  the  moneymen  say  bye. 

Traditional  retailers  shouldn't  be  relieved,  however.  ThJ 
been  dragging  their  feet,  hoping  to  avoid  cannibalizing  their 
by  offering  a  relatively  small  number  of  their  products  oi 
That's  a  mistake  that  won't  go  unnoticed  by  savvy  online  const; 

Check  out  Kmart  Corp.'s  sitd 
lection  is  limited,  and  some  i 
are  even  out  of  stock.  It's  a 
bet  that  sites  like  Kmart's 
cannibalize  their  stores — but  oi 
rivals  such  as  Buy.com  or 
store.com  certainly  will. 
"NOT  WORRIED."  The  post-h 
realization  that  e-commerce 
limidess  will  almost  certainly 
quick  consolidation  in  a  raft  o] 
line  markets,  from  pet  supplij 
toys  to  health  products.  It  h 
ready  started:  Giant  drugstore 
CVS  Corp.  snapped  up  online 
site  Soma.com  in  May,  pet-su 
chain   petsmart   combined 
startup  Petjungle.com  in  June,  and  in  August,  Walt  Disne; 
bought  a  controlling  stake  in  Toysmart.com.  So  when  ceos  lik< 
store.com's  Josh  Newman  blithely  declare,  "We're  not  worried 
about  the  competition,"  I  can't  help  but  shake  my  head. 

Consolidation  is  inevitable  in  any  emerging  industry, 
autos  in  the  1930s,  computers  in  the  1980s.  But  hordes  of  e- 
merce  companies  seem  driven  more  by  a  chance  to  get  rich 
than  a  passion  to  change  the  world.  "Many  of  these  companies 
been  financed  on  nothing  more  than  an  idea,"  says  analyst  Chn 
pher  E.  Vroom  of  investment  bank  Thomas  Weisel  Partners.  Tt 
why  the  coming  shakeout  won't  necessarily  be  such  a  bad  thin 
consumer  e-commerce  really  is  a  zero-sum  game,  we'll  soon  disc; 
who  are  the  mercenaries  and  who  are  the  real  revolutionaries, 
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There  are  no  boundaries."'  Consider  the  volatility  of  the  currency  market:  millions,  even  billions  of 
dollars   hang  on   even   minute  value  swings.   So  when   one  of  the  world's   leading   news  agencies 
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wanted  to  reinvent  the  way  financial  news  was  delivered,  they  came  to  us.  And  we  helped  them 
find  the  solution  using  E-Business.  Together,  we  transformed  their  news  agency  into  an  E-Business. 
Now  news  is  gathered,  analyzed  and  reported  around  the  world  in  the  blink  of  an  eye,  and  people 
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|ywhere  have  instant  access  —  when  and  where  they  need  it  most.  That's  what  we  call  the  E-Business 
?,  and  you  can  have  it  too.  Contact  us,  because  with  E-Business  and  PricewaterhouseCoopers, 


t<  3  are  no  boundaries. 


www.e-business.pwcglobal.com 


Pricb/VaTerhous^oopers  § 

Join  us.  Together  we  can  change  the  world." 


©  1999  Prh  iw.iterhouseCoopers  LLP.  PricewjterhouseCoopers  refers  to  the  U.S.  firm  of 
I'ii,  en.Uerhow.cl  oopers  LLP  and  other  members  of  the  worldwide  Prh  ewaterhouseCoc  lization. 


formation  Technology 


tNET 


G  GIVES  BIRTH 
)  A  WEB  BABY 

?flect.com  melds  P&G's  labs  and  Silicon  Valley  savvy 


st  February,  a  group  of  execu- 
ives  at  consumer-products  pow- 
rhouse  Procter  &   Gamble  Co. 
.ad  a  bold  idea.  They  wanted  to 
celling  cosmetics  and  hair  prod- 
astomized  to  the  looks  and  pref- 
s  of  each  woman  who  shops  on 
ternet.  Sounds  ambitious,  even 
world's  third-largest  beauty-care 
v|er,  with  sales  of  $7.5  billion  on 
rands  as  Max  Factor,  Vidal  Sas- 
ind  Noxema.  But  the  team  went 
k  and,  in  just  a  few  months,  they 
i<]up  with  a  busiiu'ss  plan,  devel- 
op technology  to  customize  prod- 
mi  created  a  prototype  Web  site. 
j  |BVen   picked   a  catchy   name   for 
w  venture:  retlect.com. 


But  something  still  wasn't  gelling. 
Sure,  the  Cincinnati-based  giant  had 
plenty  of  experience  peddling  everything 
from  Pampers  to  Crest  on  its  three- 
year-old  P&G  Web  site.  But  reflect.com 
wasn't  about  repackaging  the  company's 
old  brands  for  new  online  shoppers.  Its 
goal  was  to  introduce  makeup  and  sham- 
poos so  personalized  that  no  two  indi- 
viduals would  get  the  same  items.  Not 
even  online  supermerchant  Dell  Com- 
puter Inc.,  which  customizes  its  brand- 
name  PCs,  goes  that  far. 

So  p&g's  top  brass  started  wonder- 
ing how  a  Gar-flung  $38  billion  behemoth 
could  best  a  Hood  of  nimble,  tech-savvy 
upstarts  whose  only  mission  in  life  is 
to  win  on  the  Web.  And  how  could  the 


BACK  IN  CINCINNATI:  P&G'l 

BeaueejouT  <ni<i  Lafley  pick 
a  ji  some  beauty  tips  from  TVP 
partners  Yang  and  Haley 

company  avoid  the  fate  of  such 
recent  corporate  dot.com  flop.-  a- 
Tbys  'R'  I's  Inc.,  which  struggled 
with  conflicts  between  its  stores 
and  online  efforts?  The  answer: 
become  one  of  the  nimble  up- 
starts. "We  wanted  to  create  con- 
ditions common  in  the  most  suc- 
cessful Internet  companies,"  says 
Denis  Beausejour,  p&g's  world- 
wide vice-president  of  marketing 
for  beauty  care  and  a  chief 
backer  of  reflect.com. 

The  result  is  a  corporate  cyber- 
venture  like  no  other.  On  Sept. 
13,  P&G  announced  that  it  will 
launch  reflect.com,  a  startup  that 
will  bypass  p&g's  162-year-old 
ways  and  surrender  itself  almost 
entirely  to  the  frontier  culture  of 
Silicon  Valley.  It's  part  of  Proc- 
ter's extensive  corporate  makeover 
that  will  get  new  products  to  mar- 
ket much  faster.  For  starters,  P&G 
is  teaming  up  with  Institutional 
Venture  Partners,  a  Menlo  Park 
(Calif.)  investment  firm  famous  for 
backing  Net  pioneer  Excite  Inc. 
ivp  is  kicking  $15  million  into  the 
$50  million  venture  (and  getting  a  15% 
share),  compared  with  p&g's  $35  million. 
And  now  that  the  upstart  has  been  spun 
out  into  a  separate  entity,  reflect.com  is 
heading  for  San  Francisco. 
"BORN  AND  BRED."  There  will  be  no  go- 
ing back,  p&g  will  force  the  dozen  or 
so  employees  moving  west  to  resign 
from  the  parent  company  so  they  can 
truly  understand  the  risks  of  a  startup. 
Many  will  take  pay  cuts  in  exchange 
for  stock  options.  "We  wanted  to  com- 
bine p&g's  consumer  knowledge  and  in- 
novation with  an  Internet-savvy  Silicon 
Valley  company  and,  frankly,  with  Sili- 
con Valley  speed,"  says  Alan  G.  Lafley, 
P&g's  president  of  global  beauty  care, 
who  is  serving  as  reflect.com's  acting 
ceo  until  an  outside  candidate  is  found. 
Perhaps  the  most  novel  aspect  of  the 
venture  is  that  P&G  won't  be  relying  on 
any  of  its  powerhouse  brands.  "We  want 
to  learn  to  do  something  born  and  bred 
on  the  Net,"  explains  Lafley.  It's  a  strat- 
egy that's  not  only  pioneering  but  smart, 
some  experts  say.  Internet  companies 
need  to  break  the  mold  of  traditional 
marketing,  says  e-commerce  analyst 
Christopher  E.  Vroom  of  Thomas  Weisel 
Partners. 

How  did  the  packaged-goods  stalwart 
come  up  with  such  a  radical  approach? 
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The  site  will  use  an  interactive  question-and-answer 
process  to  whip  up  personalized  products  and  packagii 


The  tale  begins  last  May,  when  Beause- 
jour  and  a  handful  of  other  P&Gers  flew 
to  Silicon  Valley.  With  the  blessing  of 
P&G  ceo  Durk  I.  Jager,  they  cruised  the 
region's  main  artery,  Highway  101, 
grilling  executives  and  venture  capital- 
ists about  their  secrets  of  Net  success. 
They  learned  about  tapping  into  the 
Valley's  huge  talent  pool,  stripping  out 
unnecessary  layers  of  management,  and 
juicing  up  the  pace  of  innovation  and 
decision-making. 

That's  not  to  say  the  cultural  differ- 
ences were  easy  to  bridge.  Indeed,  even 
from  the  beginning,  they  have  led  to 
some  hairy  situations.  For  instance, 


reflect.com 


when  ivp  flew  to  Cincinnati  in  May  to 
make  its  pitch  to  win  the  reflect.com 
deal,  they  closeted  their  usual  informal 
attire  to  avoid  offending  their  Midwest- 
ern hosts.  "They  came  in  dressed  as  in- 
vestment bankers,  and  we  were  100% 
casual,"  says  Beausejour.  "Everyone 
started  laughing." 

STICKING  POINTS.  No  one  was  laugh- 
ing, however,  when  it  came  to  ironing 
out  details  of  the  partnership.  IVP  was 
accustomed  to  informal  negotiations  with 
young  entrepreneurs  that  end  quickly 
with  a  handshake.  But  with  p&g,  corpo- 
rate lawyers  went  over  every  detail. 
Among  the  sticking  points:  how  to  di- 
vide equity  in  the  company  among  p&g, 
IVP,  and  reflect.com's  management,  and 
who  controls  future  financing  events. 
IVP  partner  Geoffrey  Y.  Yang  says  the 
process,  which  typically  takes  about  a 
day,  dragged  on  for  nearly  three  weeks. 
"From  p&g's  point  of  view,  closing  a 
deal  is  what's  relevant,"  says  Yang. 


"For  us,  once  we  have  a  handshake  and 
a  term  sheet,  the  deal  is  done." 

Despite  the  more  formal  process,  P&G 
threw  caution  to  the  wind  on  some  key 
points.  For  one,  the  consumer  giant  took 
the  unusual  step  of  giving  ivp'the  same 
number  of  board  seats  as  it  got,  as  well 
as  an  equal  say  over  such  pivotal  is- 
sues as  whether  and  when  to  take  re- 
flect.com  public,  p&g  did,  however,  re- 
serve the  right  to  control  any 
reorganization  or  sale  of  the  company. 

Now  comes  the  nitty-gritty  part  of 
making  this  highly  personalized  Web 
site  work.  Reflect.com  aims  to  use  an  in- 
teractive question-and-answer  process 

offers  beauty         « 
created   by  yOUr' 


k 


Coming  up  with  the  next  genera 
in  personalization  is  where  IVP  cq 
in.  Sophisticated  personalization  reqi 
sophisticated  technology.  And  from 
start,  ivp  delivered  a  full  plate  of  | 
tacts  to  help  beef  up  reflect.com's 
site.  In  August,  for  example,  the  st 
team  met  with  execs  at  Ask  Jeeves  I 
an  ivp-backed  Net  company  that 
cializes  in  a  technology  that  enables  I 
tomers  to  pose  questions  on  a  Web| 
through  a  natural  dialogue. 
CEO  SEARCH.  With  a  launch  anticipl 
in  time  for  the  holidays,  reflect.com  [ 
full-tilt  startup  mode.  Office  spacel 
been  found  in  San  Francisco's  mi 
media  gulch  while  the  ceo  searcl 
tensities.  But  even  at  its  rapidj 
pace,  reflect.com  won't  outrun 
rival  gloss.com,  a  San  Francisco-bl 
company  that  plans  to  sell  upscale  f 
metics  starting  on  Sept.  27.  GlossJ 
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The  Heartland  Meets  Techdoi 
What  Each  Brings  to  the  Tabll 


PREVIEW:  At  the  site, 
up  to  50,000  makeup, 
hair,  and  skiyi  combi- 
nations may  be  offered 

to  determine  each 
woman's  needs.  Then,  us- 
ing p&g's  researeh-and-de- 
velopment  lab  (and  some 
technologies  for  mixing 
individual  formulations 
that  the  company  does 
not  want  to  discuss),  it 
will  whip  up  truly  personalized  prod- 
ucts and  packaging  per  the  specifica- 
tions of  each  order.  For  instance,  each 
product  might  bear  the  buyer's  name. 
Reflect.com's  ultimate  vision  is  to  offer 
as  many  as  50,000  unique  hair,  skin,  and 
makeup  combinations. 

And  reflect.com  says  it  will  do  all 
that  customization  at  a  cost  no  greater 
than  you'd  pay  for  high-end  merchandise 
at  a  department-store  cosmetics  counter. 
Sounds  hard  to  believe,  but  p&g  claims 
it  can  make  the  math  work.  It  expects 
to  save  money  by  leveraging  its  existing 
infrastructure  along  with  reduced  in- 
ventories and  lower  sales  costs. 


PROCTER  &  GAMBLE'S 
CONTRIBUTIONS 

IVP'S 

contributions! 

•  Extensive  R&D 
infrastructure 

•  Extensive  Silicorl 
Valley  network  J- 

•  Branding/marketing 
expertise 

•  Internet  startup  1 
experience 

•  Launch  team 

•  High-tech 
recruiting  musclJ 

•Existing  cosmetics 
business 

•  Speed 

•Credibility  with  media 
and  Wall  Street 

•  Credibility  with  1 
Net  Establishing 

won't  make  its  own  cosmetics.  Bq 
does  hope  to  be  one  of  the  few  e-ta 
to  sell  popular  high-end  brands  sue 
Calvin  Klein  or  Chanel.  And  gloss 
will  offer  some  personalized  feati 
such  as  individual  beauty  analysis  : 
professionals. 

Still,  with  its  novel  approach, 
hopes  it  has  found  a  way  to  turn  oi 
the  nation's  largest  corporations 
one  of  the  Web's  leanest  online  < 
petitors.  "This  is  a  learning  experim< 
says  Lafley — one  that  p&g  will  li 
put  to  many  uses  if  it  gets  it  right 

By  Linda  Himelstein  in  Silicon    B 
ley,  with  Peter  Galuszka  in  Clevela 
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Opening  new  worlds  of  possibilities.  Because  NEC  excels  at  multiple  technologies— from  computers 

to  communications  to  integrated  circuits— we  can  bring  you  microchips  like  no  one  else. 

Our  ability  to  understand  the  system  side  is  incorporated  into  our  design  solutions  on  the  chip  side. 

NEC's  innovative  approach  to  system-on-a-chip  can  bring  you 

custom,  reliable  microchip  solutions  in  record  time.  It's  the 

kind  of  performance  that  has  made  NEC  the  world's  second  largest 

chip  producer.  And  has  put  NEC  at  the  Center  of  Innovation.  www.nec.com 


Economics 


y  most  statistical  measures,  the  past  few  years  have 
I  felt  like  a  return  to  the  good  old  days  of  the  1960s. 
|  The  unemployment  rate  has  fallen  to  just  over  4%,  in- 
flation is  nearly  nonexistent,  and  productivity  growth 
ihas  accelerated. 

There  is,  however,  one  big  difference  between  to- 
f  day's  boom  and  the  experiences  of  the  1960s.  Back 
then,  it  really  was  time  that  the  rising  economic  tide 
lifted  everyone.  No  matter  where  you  worked — be  it  a  fac- 
tory, school,  bank,  hospital,  or  hotel— you  saw  your  wages  rise 
in  the  1960s. 

But  today,  there  are  vast  disparities  in  wage  growth  be- 
tween different  parts  of  the  economy.  If  you  work  in  a  "New 
Economy"  industry  such  as  software,  financial  services,  media, 

or  consulting,  you 
have  probably  seen 
your  earnings  sky- 
rocket in  recent 
years.  But  if  you 
work  in  an  "Old  Economy"  industry,  it  is  more  likely  than  not 
that  your  wages,  after  adjusting  for  inflation,  have  not  gone 
up  much.  The  bottom  line  is  simple:  If  you  stay  at  a  job  in  an 
Old  Economy  industry,  you  are  destined  to  become  relative- 
ly poorer  and  poorer  in  a  richer  and  richer  society. 

That's  true  despite  reports  of  labor  shortages  in  many  in- 
dustries. Grocery  stores  and  hospitals 
may   have   big   "Help   Wanted" 
signs  in  their  windows  and  on 
their  front  desks,  but  in- 
tense   price    competition 
means  that  real  wages  in 
grocery  stores  and  hospi- 
tals are  actually  falling. 
.  And  while  it  may  be  hard 
S  to  find  a  carpenter  to  put  a 
§  new  deck  on  your  house,  con- 
9  struction  workers  are  contending 
1  with  a  tremendous  influx  of  nonunion- 
»  ized  and  immigrant  labor.  In  addition,  nonresidential  con- 
|  struction  is  far  lower,  as  a  share  of  gross  domestic  product, 
1  than  in  the  1980s.  As  a  result,  the  average  weekly  wage 
%  across  all  of  construction,  adjusted  for  inflation,  is  up  less  than 

1  3%  over  the  past  five  years. 

2  Similar  trends  exist  throughout  the  entire  economy.  By 

I  business  week's  calculations,  average  real  wages  in  the  New 
i|  Economy  industries  have  risen  by  11%  since  1994,  while  real 
S  wages  in  the  rest  of  the  economy  are  up  by  only  3%.  Com- 
jo  pared  with  1988,  real  wages  are  down  by  4.5%  in  Old  Econ- 
Is  omy  industries  (chart,  page  92).  These  figures  are  for  pro- 
jS:  duction  and  nonsupervisory  workers,  but  a  similar  disparity 
•1  affects  every  level  of  the  labor  force,  from  managers  to  sales 
e«  reps  to  new  college  grads.  Moreover,  these  figures  do  not  in- 
!|  elude  stock  options,  which  are  a  far  more  important  source  of 
\%  income  in  the  New  Economy  industries. 

:£  SOARING  PROFITS.  This  difference  goes  a  long  way  toward  ex- 
%  plaining  why  many  Americans  are  uneasy  about  their  place  in 
§§  today's  prosperity.  Now,  as  never  before,  it  matters  very 
°a  much  what  part  of  the  economy  you  work  in. 

How  can  you  tell  whether  you  are  part  of  the  New  Econ- 
i£  omy  or  the  Old  Economy?  The  key  is  whether  the  main 
si  product  or  service  of  your  industry  is  information.  If  so,  then 
j<  the  exponential  gains  in  the  speed  of  information  processing  in- 
»|  sure  falling  costs  and  enormous  opportunities  for  growth. 
St  That,  in  turn,  makes  it  far  easier  to  pay  higher  wages.  For  ex- 

II  ample,  financial  services  are  in  the  New  Economy  because 
S|  they  are  primarily  an  information  business — no  physical  prod- 
!§  ucts  or  personal  services  change  hands.  As  a  result,  banks  and 

1  Wall  Street  firms  have  reaped  the  full  benefit  of  the  informa- 
eI  tion  revolution,  in  the  form  of  lower  costs,  new  products,  and 
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soaring  profits — and  not  inci- 
dentally, rising  wages. 

By  contrast,  Old  Economy 
industries  produce  tangible 
goods  or  personal  services, 
which  are  less  affected  by  in- 
formation technology.  Putting 
computers  into  the  factory 
may  cut  costs  and  hold  down 
inventory,  but  the  cars  or 
steel  produced  don't  change 
very  much. 

To  be  sure,  the  division  be- 
tween the  Old  and  New 
Economy  is  not  cast  in  stone. 
Take  higher  education.  As 
long  as  most  teaching  is  still 
done  the  old-fashioned  way, 
with  individual  professors  lec- 
turing to  classrooms,  there  is 
little  scope  for  computers  to 
boost  productivity.  But  as  uni- 
versities move  to  a  different 
model — tele-education,  Inter- 
net-assisted learning,  and  the 
like — advances  in  information 
technology  translate  into  low- 
er costs  and  potentially  lower 
tuitions  and  broader  markets. 
DEEP  FISSURES.  Nevertheless, 
the  group  of  New  Economy 
industries  is  gradually  pulling 
away  from  the  broader  econ- 
omy, opening  up  deep  fissures  that  did  not  exist  before. 
With  much  faster  job  growth,  much  higher  productivity 
gains,  and  much  bigger  profit  increases  (chart),  the  New 
Economy  industries  can  afford  to  pay  bigger  wage  gains 

than  their  Old  Econo- 
my counterparts. 

It's  not  simply  the 
less  skilled  who  are 
suffering.  Wages  have  also  lagged  behind  dramatically  in  ed- 
ucation and  health  care,  industries  that  are  the  two  biggest 
employers  of  college-educated  workers.  (Education  and  health 
account  for  one-sixth  of  all  bachelor's-level  college  degrees  and 

a  full  third  of  all  master's- 

level  degrees.)  For  ex- 

WHY  NFW  ample,  average  ele- 

II II I  "™"  mentary      and 

ECONOMY  WORKERS  •  * 

nA  ■«■■—■——■«  teacher      salaries 

DO  BETTER 
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rose  at  a  rate  of  onlv 

from  1995  to  1998.  "Ou 

iff  tracts  don't  even  grow  1; 

-.  rate  of  inflation,"  says 

Cause,    40,    an    Ann 
(Mich.)    elementary 
teacher.  Her  last  thre 
increases  were  for  19r 
and  3%. 

What's  more,  teacher 
finding  that  they  have 
more  education  just  to 
in  place.  John  D.  Berry, 
San  Francisco  teacher, 
for  additional  graduate 
ing  in  order  to  improvl 
chances  of  getting  a  full) 
position.  "The  require 
to  be  a  teacher  get  hi 
says  Berry,  who  already 
master's  degree  from  p 
gious  Columbia  Unive 
Teachers  College. 

In  the  health-care  ind 
real  wages  have  stagnat 
health-care  reform  squ 
profits  and  prices.  For  n 
the  shortages  that  dro 
salaries  in  the  1980s  and 
1990s    have    largely    d 
peared.  "A  lot  of  nurse 
into  it  and  thought  it 
be  a  very  high-paying  p 
sion,"  says  Carolyn  McClerking,  31,  a  nurse  at  the  Univ 
of  Michigan  Medical  Center  in  Ann  Arbor.  As  a  result 
went  back  to  school  for  her  master's  degree  in  nursing  i 
der  to  become  a  better-paid  nurse-practitioner.  Still, 
that  is  not  a  sure  thing,  since  a  glut  of  new  nurse-practi 
ers  and  physician  assistants  have  hit  the  job  market  i 
past  few  years.  "Right  now,  the  salaries  have,  pretty 
peaked,"  says  Ray  E.  Smith,  who  runs  a  health-care  rec: 
firm  in  Savannah,  Ga.  "I  don't  anticipate  it  getting  any  be 

What's  happening  is  that  a  new  class  of  left-behind 
ers  is  being  created,  encompassing  a  large  portion  o: 
workforce.  They  have  jobs,  sometimes  with  high  sala 
but  while  their  New  Economy  counterparts'  earnings  soar 
left-behinds  are  struggling  to  post  small  real  gains  iri 
come.  That's  why,  despite  the  overall  prosperity,  many  ho 
holds  keep  taking  on  more  debt. 

To  be  sure,  there  have  been  important  spillover  efi 
from  the  New  Economy  boom  to  the  rest  of  the  economy. 
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one,  the  low  unemployment 
rate  has  benefited  millions  of 
poor  workers  who  were  not 
able  to  find  jobs  before.  For 
another,  until  fairly  recently, 
real  wages  in  trucking  have 
been  falling,  since  it  has  been 
exceptionally  easy  to  get  a  li- 
cense to  drive  a  truck  and  the 
industry  is  completely  dereg- 
ulated. But  the  surge  of  on- 
line retailing  has  turned 
skilled  truckers  into  an  es- 
sential part  of  the  Internet 
economy.  "Driver  wages  at 
major  carriers  are  clearly  out- 
stripping the  rest  of  the  econ- 
omy," says  Victor  Klemp  of 
SignPost  Inc.,  which  tracks 
drivers'  wages.  Moreover, 
most  people  who  have  invest- 
ed in  the  stock  market  have 
done  well,  no  matter  what  in- 
dustry they  work  in. 
GREAT  LEAP.  In  addition,  a 
growing  number  of  workers 
are  making  the  jump  from 
Old  Economy  industries  to 
the  better  opportunities  and 
faster  wage  growth  of  the  in- 
formation sector  (page  102). 
Berry,  for  example,  is  starting 
to  look  at  job  listings  with  In- 
ternet companies.  "I'd  love  to  be  on  the  technological  side  as 
an  educational  specialist,"  he  says. 

But  for  the  foreseeable  future,  most  Americans  will 
be  locked  into  Old  Economy  jobs  without  much  hope  of 
big  income  gains.  Indeed,  based  on  current  trends,  the 
wage  gap  between  New  Economy  and  Old  Economy  work- 
ers seems  likely  to  widen  for  years  to  come.  The  result 

will  be  a  deepening 
fissure  in  the  work- 
force along  industry 
lines,  which  will  likely 
be  eventually  reflected  in  politics  as  well. 

In  many  ways,  the  closest  parallel  to  today's  situation 
comes  from  the  late  19th  and  early  20th  centuries.  The  Old 
Economy  back  then  was  agriculture,  which  in  the  1870s 
accounted  for  roughly  35%  of  the  economy.  At  that  time,  the 
cutting  edge  of  the  New  Economy  was  the  newfangled  and 
relatively  small  industrial  sector — manufacturers,  railroads, 
and  utilities — accounting  for  only  10%  of  output.  Spurred  by 
the  advent  of  such  innovations  as  automobiles,  telephones, 
and  electrification,  the  industrial  sector  quickly  caught  up 
and  far  surpassed  the  farming  sector  in  jobs,  output,  and 
productivity. 

With  the  industrial  sector  booming,  once 
prosperous  farmers  kept  losing  eco- 
nomic ground  relative  to  factory 
workers,   railroad   employees, 
and  other  members  of  the  in- 
dustrial    workforce.     Real 
wages  in  manufacturing  rose 
much  faster  than  wages  for 
farm  workers.  What's  more, 
farmers,  burdened  by  falling 
farm  prices,  took  on  heavy  debts 
in  order  to  survive.  When  the  econ- 
omy   slowed,   they   would   lose   their 
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"LABOR  IS  NOT  GOING 

AFTER  WAGES....  LABOR  IS 

ON  THE  DEFENSIVE" 


farms.  The  result:  mas 
bankruptcies  across  mu< 
the  Farm  Belt,  an  incre; 
number  of  sharecropper; 
tenant  farmers,  and  th 
creasing  impoverishmei 
rural  communities.  More 
the  period  saw  the  crei 
of  third-party  political  n 
ments,  such  as  the  Pro; 
sive  Party  of  the  1890; 
fight  for  policies  to  benefi 
farm  sector,  including  an 
ier  monetary  policy,  hi 
tariffs,  and  increased  go\ 
ment  regulation  of  railro 

The  plight  of  the  Old 
omy  workers  in  today's 
omy  may  not  be  quite  so 
matic.  Yet  the  forces  dr 
the  widening  wage  gap 
not  disappearing.  First; 
demand  is  far  stronger  ii 
information  sector  of 
economy,  boosting  w 
there.  New  Economy  coi 
nies  are  expanding  their 
ployment  at  a  4.1%  an 
rate,  compared  with  less 
2%  in  the  rest  of  the  ecoi 
(chart,  page  92),  despite 
spillover  effects.  Indeed, 
number  of  manufacturing 
has  shrunk  by  nearly  400,000  over  the  past  year.  As  a  re 
most  unions  are  settling  for  wage  gains  of  3%  or  less- 
better  than  inflation,  but  far  behind  what  New  Econom 
dustries  are  paying.  Even  in  the  booming  auto  industry, 
record-setting  sales,  jobs  are  being  outsourced  to  lower 
transplants  and  to  suppliers.  "Unions  are  not  going 
wages,"  says  David  L.  Littmann,  chief  economist  at  Cor 
ca  Bank  in  Detroit.  "American  labor  is  on  the  defensive 

Second,  productivity  is  growing  much  faster  in  the 

Economy  industries — and  all  else  being  equal,  faster 

ductivity  growth  translates  into  faster  wage  growth.  In 

ufacturing,  for  example,  makers  of  computers,  semiconduc 

and  communications  equipment  are  boosting  their  outpu 

worker  at  over  30%  annually  (chart,  page  92).  Meanwhile, 

ductivity  in  non-high-tech  manufacturing  is  only  rising 

2.5%  annual  rate.  Reflecting  these  differences,  hourly  w 

in  semiconductor  and  computer  manufacturing  are  rising 

stantially  faster  than  the  pay  of  other  factory  workers. 

Although  productivity  is  harder  to  measure  in  the  sei 

sector,  a  similar  link  between  productivity  growth  and 

increases  seems  to  hold  there  as  well.  Industries  whose 

mary  output  is  information  are  the  best  positioned  to  tak 

vantage  of  the  explosive  productivity  gains  from 

mation  technology.  Not  surprisingly, 

are  also  industries  in  which  wages 

soaring.  Journalists  have  seen 

wages  rise  as  the  result  o: 

mand  from  Internet-basec 


dia  companies.  Accordir 
the  Bureau  of  Labor  Slj 
tics,  the  median  wage  fo| 
itors  and  reporters  has 
by   18%   over  the   past 
years,  one  of  the  largest 
in  the  economy. 
By  contrast,  information  technc 
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has  a  much  less  immediate  impact  on  the  productivity  of 
businesses  that  provide  personal  services,  such  as  retail, 
hotels,  beauty,  health  care,  or  education.  Consider  grocery 
stores.  Despite  the  use  of  computers  to  manage  inventory 
and  purchasing,  the  fundamental  business  of  grocery  stores — 
stocking  shelves  and  checking  out  customers — has  not 
changed  much.  According  to  bls  figures,  output  per  hour  in 

food  stores  actually 
went  down  by  5% 
from  1994  to  1997,  the 
last  year  available. 
Combined  with  intense  competition  from  Wal-Mart  Stores 
Inc.  and  others,  that's  a  major  reason  why  pay  in  food  stores 
has  risen  by  only  1.8%  over  the  past  year.  And  unable  to 
boost  productivity  much,  grocery  chains  have  been  holding 
down  wage  increases  and  getting  rid  of  high-paid,  experi- 
enced workers. 

How  does  that  jibe  with  cries  of  labor  shortages  coming 
from  retailers,  hotels,  and  other  people-intensive  businesses 
across  much  of  the  economy?  It  should  be  no  surprise 
that  with  pay  steadily  falling  behind  the 
rest  of  the  economy,  these  businesses 
are  having  a  tough  time  finding 
workers.   Grocery  clerks   and 
construction     workers     are 
scarce  precisely  because  their 
pay   has   deteriorated    and 
workers  in  these  industries 
have  changed  jobs.  The  "Help 
Wanted"  signs  are  a  mark  of 
desperation,  not  prosperity. 

At  the  same  time,  profit  growth 
has  been  much  faster  in  the  New  Econ- 
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GROCERY  CLERKS 

ARE  SCARCE  BECAUSE  THEIR 

PAY  HAS  DETERIORATED 


omy  industries.  In  the  second  quarter  of  1999,  profits 
the  New  Economy  industries  rose  by  58%,  according 
business  week's  most  recent  Corporate  Scoreboard.  ( 
Economy  industries  showed  a  profit  gain  of  only  9%.  1 
this  is  no  fluke.  In  1994,  the  New  Economy  industries 
counted  for  36%  of  large-company  profits,  according  to 
business  week  Scoreboard.  In  the  first  half  of  1999,  that  r 
to  48%. 

As  a  result,  companies  outside  the  New  Economy  sec 
simply  do  not  have  the  profit  growth  to  support  big  wage 
creases,  even  if  they  wanted  to  do  so.  That  helps  explain  m 
economywide  wage  increases  have  been  so  moderate,  i 
spite  the  low  unemployment  rate.  The  latest  data  show  w, 
increases  actually  decelerating  across  much  of  the  econoi 
outside  of  the  New  Economy  industries. 

But  today,  even  managers  and  professionals  are  finding  t 

they  run  the  risk  of  being  left  behind  if  they  are  working 

lagging  industries.  Those  in  industries  such  as  consultii 

computers,  and  telecommunications  saw  their  real  salaries  r 

by  12%'  or  more  over  the  past  five  years.  In  more  t 

ditional  industries,  the  gains  for  managi 

and  professionals  were  as  little  as  h 

that.  The  reason?  Rising  prodi 

tivity  and  high  profits  enal 

the  New  Economy  industr 

to  pay  more.  "The  industr 

at  the  top  are  not  that  co 

sensitive,"  says  Ken  Abos 

a  principal  at  Hewitt  Asso 

ates  LLC,  a  Lincolnshire  (I 

consulting  firm. 

For  example,  at  the  age  of 

Scott  K.  Wilder,  vice-president  for  pn 


JDEdwards 

I    nn   r  |>  r  i  '.  r     So  I  i  w  a  r  c 


While  everyone  knows  chat  e-business  is  the  answer  in  the  information  economy,  nobody 
seems  to  understand  the  real  question:  How  do  I  use  this  new  business  model  to  drive  operating 
efficiencies  that  improve  profitability  and  increase  shareholder  value  almost  immediately? 

At  J.D.  Edwards,  we  not  only  understand  the  question,  but  we've  got  the  only  real  answer. 
Since  the  power  of  e-business  is  its  ability  to  rapidly  deliver  return  on  investments,  we  offer  the  only 
enterprise  software  that  brings  together  all  the  ke\  solutions  for  global  e-business.  It's  a  web-based, 
\  irtual  and  collaborate  e  supply  chain  that  enables,  manages  and  optimizes  business  relationships 
with  an\  trading  partner  or  customer.  In  any  part  of  the  world.  In  real  time. 

Because  once  the  21s'  century  kicks  in,  the  ones  who  succeed  will  be  the  ones  who  efficicnth 
harness  ideas  and  put  them  into  action  throughout  their  extended  enterprise. 

So  go  ahead.  Kim  with  it.  You  can't  afford  to  be  left  standing  on  the  dock,  for  more  information, 
call  (800)  727-5333  or  visit  us  at  www.jdedwards.com 


M  I  i   lv  n.l.  World  Sourct  I  unj   !'"•  |.D.  Ed  |.D.  1  .s  i  ompan)    I  he 

MM  'l"  ird    ■  ■  ■   i  i .  ■  ■   in  a*  i  trad i     di  n  peered  trad i.    'ill1   Edwards  World  S 01   pal 


,  of  -ill  other  products  Jin!  « 


QTRIIKifil  INfi   Respite  an  increase  in  chicken  consumption,  real  wages  in  the 
OinUUULIlU  poultry  processing  industry  have  risen  by  less  than  3%  over  the 
past  five  years.  Until  recently,  poultry  profits  were  stagnant 


Economics 


uct  development  at  Internet  toy  retailer  KBkids.com,  is  al- 
ready looking  ahead  to  retirement.  Having  prospered  finan- 
cially from  a  succession  of  high-tech  jobs,  Wilder  says:  "I  plan 
to  get  there  within  the  next  10  years." 

The  same  disparity  shows  up  for  sales  representatives, 
an  essential  part  of  most  businesses.  The  Willy  Lomans  of  to- 
day can  expect  to  see  their  incomes  rise  far  faster  if  they 

work  at  a  New  Econ- 
omy employer  rather 
than  a  more  tradition- 
al company.  For  ex- 
ample, sales  reps  selling  telecom  equipment  saw  their  average 
income,  including  commissions,  rise  by  30%  from  1995  to 
1999,  according  to  data  from  Hewitt.  By  contrast,  their  peers 
at  traditional  manufacturing  companies  enjoyed  only  a  3%  in- 
crease in  income  over  the  same  period. 

The  new  college  grad,  making  a  choice  about  which  di- 
rection to  go,  faces  an  even  starker  dichotomy.  Overall,  em- 
ployers are  anteing  up  big  for  new  graduates,  but  New 
Economy  companies  are  on  a  level  by  themselves. 
Consulting  firms  are  offering  business  ad- 
ministration majors  a  25%  premium 
over  other  employers,  according 
to  data  from  the  National  As- 
sociation of  Colleges  &  Em- 
ployers.   Management   con- 
sulting firms   are  growing 
faster  than  computer  soft- 
ware firms,  and  even  non- 
supervisory  workers  at  the 
consulting  firms  are  seeing  pay 
rise  at  an  amazing  7%  clip. 

What  will  happen  when  the  current 
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WHEN  GROWTH  SLOWS, 
THE  GAP  WILL  TRANSLATE 
INTO  POLITICAL  TENSIONS 


expansion  comes  to  an  end,  as  it  inevitably  will?  History  s) 
gests  that  when  the  next  downturn  hits,  workers  in  t 
old-line  industries  will  be  quite  vulnerable  to  losing  th 
meager  wage  gains  and  perhaps  even  their  jobs.  Facing 
tense  competition,  low  profit  margins,  and  the'  prosped 
slow  growth,  Old  Economy  companies  will  have  to  ruthlf 
ly  slash  costs. 

What's  more,  many  of  these  same  workers,  because  t\ 
wage  gains  have  been  relatively  meager,  have  been  draw 
down  savings  and  financing  their  purchases  out  of  ris 
home  and  stock  prices.  Just  ask  Erica  S.  Wexler,  36.  She 
cently  started  her  own  child-care  business  after  five  year 
teaching  at  a  Dallas  day-care  center.  In  that  time,  she  had 
raise.  "We're  living  on  credit,  basically,"  she  says.  Ai 
Stephanie  Blue,  a  certified  nurse's  assistant  in  Jupiter,  I 
"You  hear  in  the  papers  and  on  the  news  about  this  boon 
economy,  and  we're  not  sharing  in  it."  Blue  makes  $14,001 
a  good  year,  typical  for  CNAs. 

When  growth  slows,  the  prosperity  gap  will  translate] 
enormous  political  tensions  between  workers  in    ^ 
Economy  industries  and  those  in  the  I  t> 
Economy.  For  New  Economy  in<    ' 
tries,  free  trade  and  relatively    (i 
regulated  markets  are  crit    | 
parts  of  economic  policy.    { 
most  voters  are  still  emplo ,  ■ 
in  industries  with  relatii ,  ( 
slow  wage  and  job  groi 
For  these  workers,  secu   , 
and  benefits  are  the  impori 
issues,  and  there  may  be  a 
in  protectionist  sentiment,  sirt  « 
to  that  expressed  by  conservative  P 
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To  the  competition,  you  are  invisible. 


1  u're  a  major  player  In  the  seeurities 

%  cets.  So  when  it's  time  to  trade,  the 

I  le  world  is  your  competition. 

the  market   knows  what  you're 

g,  it    may   move  against  you   — 

Dg  the  price  up  or  down  —  before 

Can  take  advantage  of  it. 

lVlJat's  why  you  trade  electronically 

Instinct  —  for  the  anonymity  you 

and  tlie  liquidity  you  need. 

tif  dousands  of  institutions  around  the 

<o  1  use  Instinet  to  electronically  access 


en  a 


some  of  the  broadest,  deepest,  most 
liquid  trading  opportunities  anywhere. 

And  because  we  don't  have  our  own 
portfolio,  we  never  compete  or  take  a 
position  opposite  your  trades. 

Our  goal  is  to  help  you  get  the 
fastest  trade  at  the  best  price  —  and  we 
handle  the  follow-up  automatically. 

If  you'd  like  the  better  performance 
that  can  come  with  anonymous 
trading,  call  toll  free  1-8^7-INSTINET 
or  visit  www.instinet.com 


Instinet 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price." 
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idential  candidate  Pat  Buchanan.  "Come  the  next  recession, 
neo-Buchanan  thinking  becomes  popular,"  says  Frank  S.  Levy, 
an  economist  at  Massachusetts  Institute  of  Technology. 
What's  more,  the  next  downturn  could  create  fertile 

ground  for  new  politi- 
cal parties.  Both  De- 
mocrats and  Republi- 
cans have  become 
increasingly  dependent  on  New  Economy  industries  for  cam- 
paign funds.  That's  not  surprising,  since  that's  where  most  of 
the  new  wealth  is  being  created.  But  it  does  mean  that 
there  could  be  an  opening  for  a  new  party  that  addresses  the 
concerns  of  Old  Economy  workers. 


Economics 


To  be  sure,  both  Democrats  and  Republicans  h 
proposed  measures  to  try  and  narrow  the  prosperity  g 
President  Clinton's  recent  tour  of  poor  areas  in  the  U.  S. 
designed  to  highlight  his  strategy  for  closing  the  gap 
eluding  trying  to  encourage  more  New  Economy  job- 
these  areas. 

But  just  as  movements  in  continents  produce  earthqua 
and  volcanoes,  so  will  the  growing  prosperity  gap  create 
cial  upheavals  for  years  to  come.  No  matter  what  the  po 
cians  do,  the  Information  Revolution  will  continue  to  ac 
erate  some  parts  of  the  economy  faster  than  others.  We 
be  riding  this  tiger  for  years  to  come. 

By  Michael  J.  Mandel  in  New  York,  with  bureau  rept 
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JUMPING 
THE  GAP 


Workers  in  the  New  Economy 
are  clearly  outstripping  their 
Old  Economy  counterparts  in 
wages  and  salaries.  Yet  as  in  past 
eras  of  rapid  technological  change, 
the  forces  driving  this  widening  dis- 
parity are  also  creating  new  oppor- 
tunities for  mobility.  The  growth  of 
the  New  Economy  sector  is 
giving  millions  of 
smart  and  motivat- 
ed U.  S.  workers — 
from  new  college 
grads  to  network 
technicians  to  top  man- 
agers and  professionals — 
a  chance  to  join  the  lead- 
ing sector  of  the  economy. 
The  result:  an  upward 
movement  of  incomes. 

Indeed,  in  many  ways 
mobility  is  an  inevitable 
consequence  of  the  rapid 
job  growth  of  the  New 
Economy  sector.  Today, 
New  Economy  industries 
are  accounting  for  some 
30%  of  all  new  private- 
sector  jobs  being  created.  For  man- 
agerial and  professional  jobs,  the 
percentage  is  much  higher.  The  de- 
mand from  the  New  Economy  is  sim- 
ply sucking  in  workers  from  the  ex- 
isting industries  and  from  outside 
the  labor  force. 

GRADS  WELCOME.  Best  placed  to 
take  advantage  of  the  new  opportu- 
nities are  recently  minted  college 
grads.  Having  grown  up  with  com- 
puters and  without  any  investment 
in  existing  careers,  they  are  flocking 
to  the  growing  parts  of  the  econo- 
my. About  half  the  job  offers  to  new 
college  graduates  are  coming  from 
New  Economy  industries,  according 
to  the  latest  data  from  the  National 
Association  of  Colleges  &  Employ- 
ers. The  top  four — consulting,  ac- 
counting, software,  and  finance — ac- 


count for  30%  by  themselves. 

At  the  same  time,  people  in  exist- 
ing jobs  are  retooling.  Enrollments 
at  vocational  schools  are  rising,  as 
blue-collar  workers  seek  networking 
and  computer  repair  skills. 

The  mobility  extends  even  into 
mid-career  managers  and  profession- 
als, who  are  already  heavily  commit- 
ted to  existing  jobs.  To  be  sure, 
there  are  enormous  obstacles 
to  moving  from  an  old-line 


Here's  how  the  rise  of  the  New  Economy  is 
increasing  mobility  and  boosting  incomes: 

►  New  college  grads  are  flocking  to  New  Economy 
companies  for  higher  pay  and  more  interesting  work 

►  Workers  without  a  college  degree  are  moving  up 
by  getting  retrained  for  computer-related  jobs 

►  Managers  and  professionals  are  building  on  trans- 
ferable skills  such  as  marketing  to  make  the  shift  to 
potentially  lucrative  New  Economy  positions 
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company  to  a  New  Economy  job,  es- 
pecially for  an  experienced  worker. 
Sales  reps  who  have  spent  their 
whole  careers  selling  paper  goods 
would  have  a  hard  time  selling  e- 
commerce  services.  "You  don't  know 
the  products,  the  lingo,  the  applica- 
tion," says  Sandy  A.  Miller,  a  consul- 
tant at  Hewitt  Associates,  a  human 
resources  consulting  firm  based  out- 
side Chicago.  The  new  jobs  also  car- 
ry a  degree  of  risk  and  instability 
that  makes  them  less  desirable  to  es- 
tablished workers.  Moreover,  because 
a  greater  share  of  compensation  is 
tied  to  stock  options,  the  base  salary 
may  be  less.  Senior  executives  may 
take  a  cash  compensation  haircut  of 
up  to  two-thirds  of  their  former 
salary,  but  they  are  handsomely  paid 
with  an  equity  stake. 


Nevertheless,  the  recent  success 
of  many  who  have  job-jumped,  plus 
the  long-running  bull  market,  have, 
given  people  both  the  psychological 
strength  and  financial  flexibility  to 
take  the  risk.  It's  now  not  only  ac- 
ceptable for  senior  execs  to  make  th< 
move,  it's  almost  expected.  "People 
wonder  why  you  aren't  making  the 
change  into  the  fast-growing  compa- 
nies," says  David  B.  Kixmiller,  head 
of  the  international  technology  prac- 
tice at  Heidrick  &  Strug- 
gles International,  an  ex- 
ecutive recruiting  firm. 
"It's  not  a  stigma  or  fail- 
ure if  your  first  job  [in  an 
Internet  startup]  doesn't 
work  out,"  he  adds. 

Some  people  will  find  it 
easier  than  others  to  make  ')'. 
the  switch.  Seasoned  mar- 
keting executives,  for  ex- 
ample, are  in  high  demand 
in  many  New  Economy 
companies.  Indeed,  "there 
is  a  tremendous  need  for 
branding  on  the  Internet  tc'W 
set  your  product  and  message  apart 
and  above  everyone  else's,"  says  Pe- 
ter V.  Polachi,  a  partner  with  Hei- 
drick &  Struggles.  Similarly,  with  the' 
explosive  growth  of  e-tailing  (Web  re->  & 
tailers),  there  is  a  "crying  demand  for  [l 
logistical  skills  in  merchandising  and  '  * 
replenishing  products  for  commerce,"    * 
says  Robert  D.  Kenzer,  a  search  con- '  its 
sultant  at  Kenzer  Corp. 

Of  course,  these  sorts  of  job  ■ott 

switches  need  not  narrow  the  income  tin: 
gap  between  New  and  Old  Economy  '  ai« 
industries.  Indeed,  if  the  best  people  \ 
are  flocking  to  the  fastest-growing  )  sii 
sectors,  the  gap  may  actually  widen.1  * 
Yet,  for  both  the  economy  and  for  i  i 
Americans,  such  mobility  can  only  be  'I 
a  good  thing.  I  the 

By  Michael  J.  Mandel  and  Toddim: 
Gutner  in  New  York 
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I0W  LTV'S  GRAND  SCHEME 
IIT  THE  SMELTER 

wanted  a  nonunion  plant  but  now  must  welcome  organizers 


kompanies  rarely  suffer  a  humilia- 
tion as  thorough  as  the  one  LTV 
Corp.  just  endured.  It's  even  more 
lsual  for  a  labor  union  to  be  the 
se.  But  over  the  past  months,  the 
.4  steelmaker  lost  its  chairman  and 
led  an  unprecedented  deal  with  the 
ited  Steelworkers  (USW) 
t  amounted  to  a  total 
ut-face,  giving  the  union 
fe  blanche  to  organize 
•kers  at  a  fiercely  antiu- 
1  Southern  minimill. 
Mid  that's  not  all.  Since 
only  owns  50%  of  the 
bama-based     minimill, 
|o  Steel  Co.,  the  steel- 
ier must  get  its  co-own- 
British     Steel     and 
kn's  Sumitomo  Metal  In- 
dies, each  with  25%  of 
D,  to  agree  to  welcome 
ie  union  within  a  year. 
|hey  refuse,  as  seems 
Cleveland-based  LTV 
j  It  "exit"  its  partnership 
nie    minimill,  states  its 
J  with  the  usw,  which 
I  ratified  by  members 
ft,  lept.  2.  The  terms  are 
rceable  in  court,  and 
Id  the  union  need  to 
LTV   is   even   on  the 
for  its  legal  fees, 
ow    did    ltv  get    into 
a  corner?  Trico  started 
as  a  bold  attempt  by 
to  fend   off  low-cost, 
pinion  minimill  operators 
as  Nucor  Corp.   LTV 
ts  partners  sank  $450 
\\m  into  Trico,  putting 
otch  technology  into  a  new  plant  in 
:,ur,  Ala.  David  H.  Hoag,  LTV's  chair- 
i(1,a  and  CEO  when  Trico  was  announced 
;)5,  trumpeted  the  plans,  vowing  to 
-imikir  mills  in  Asia  and  Europe. 
,H<G  UNCLE.  But  the  strategy  blew 
i  his  face.  The  crusty  CEO  mis- 
d  how  bitterly  the  usw  would  op- 
the  move.  After  all,  members  had 


1994  contract  talks,  Hoag  asked  the  usw 
to  form  a  partnership  to  beat  back  the 
minis.  Becker  agreed,  giving  more  flex- 
ible work  rules  to  LTV,  which  promised 
not  to  buck  unionization  in  any  unit  in 
which  it  controlled  more  than  50%. 
When  LTV  announced  the  Trico  ven- 


tC 


owed    1:V;    pay  cuts  to  help  LTV 


gh  nearly  seven  years  of  bank- 
ply  ending  in  1993.  Then,  during 


ONE  CEO  LATER 

Kelly,  left,  took  over  the 
helm  of  LTV  after  the 
Steelworkers  waged  a  relentless 
campaign  against  his 
predecessor's  "betrayal" 


ture  a  few  months  later — exempt  from 
the  clause  because  LTV  kept  its  stake  to 
exactly  50% — usw  President  George 
Becker  went  ballistic.  Ever  since,  the 
union  has  waged  war  against  LTV,  stag- 
ing demonstrations  at  company  mills  to 
show  it  couldn't  expect  a  partnership  if 
Trico  remained  nonunion.  "Trico  was  an 
out-and-out  betrayal  of  the  partnership 
they  asked  for,"  says  Becker. 

This  February,  LTV  cried  uncle.  Hoag, 
(it),  retired  that  month;  Becker  insists  he 


was  pushed  out  after  director!  realized 
that  Hoag  had  burned  hii  bridge  with 
labor.  Hoag  declined  to  comment,  ai  did 
.1  Peter  K<  lly,  ltv's  new  ceo.  ltv  di- 
rector M.  Thomas  Moor,  ay  the  alle 
gation  about  Hoag  is  "pretty  wild." 
Meanwhile,  the  57-year-old  Kelly,  who 
joined  ltv  in  19*;:',,  baa  expanded  the 
1994  neutrality  pledge  to  cover  Trico. 
Kelly,  who  has  had  good  relation-  with 
labor,  also  agreed  that  Trico  CEO 
Richard  Veitch  should  send  a  letter  to 
his  employees  saying  that  Trico  "wel- 
comes unionization  of  our  employ- 
ees   What's  more,  we  prefer  to  have 

a  union  such  as  the  Steelworkers." 
Veitch  declined  to  comment,  as  did 
British  Steel  and  Sumitomo. 

Kelly  may  have  caved  in  to  avoid 
spending  even  more  on 
wThat  has  so  far  been  a 
lousy  investment.  LTV  has 
sunk  $243  million  into  Tri- 
co, which  has  lost  $187  mil- 
lion since  1997  because  of 
equipment  failure  and 
cheap  imports  that  flooded 
in  during  the  Asian  crisis. 
LTV's  partners  have  already 
indicated  they  won't  go 
along  with  the  neutrality 
clause,  insiders  say.  So  ltv 
may  have  little  choice  but 
to  sell  out  and  move  on. 
SWELLING  RANKS.  As  for 
the  usw,  its  victory  is  a 
striking  example  of  a  new 
effort  by  unions  to  use  bar- 
gaining muscle  to  stanch 
the  decades-long  slide  in 
membership.  The  Steel- 
workers used  the  LTV  cam- 
paign to  persuade  the  four 
other  major  steelmakers, 
which  also  ratified  new 
pacts  this  summer,  not  to 
oppose  unionization  drives 
at  subsidiaries  or  joint  ven- 
tures. All  told,  these 
pledges  could  bring  in  up 
to  10,000  new  members  on 
top  of  the  148,000  the  union 
now  has  in  basic  steel. 
What's  more,  the  two 
sides  need  each  other  in  their  battle 
against  imports.  In  the  past  year,  Beck- 
er has  met  with  Kelly  and  the  CEOs  of 
USX  Corp.  and  Bethlehem  Steel  Corp. 
to  plot  strategy,  and  together  they  have 
won  some  import  relief  from  the  Clin- 
ton Administration.  Kelly  seems  to  have 
decided,  after  learning  the  hard  way, 
that  it's  better  to  join  the  union  than 
fight  it. 

By  Aaron  Bernstein  in  Washington 
and  Peter  Galuszka  in  Cleveland 
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FLY  RIGHT 


CFO  Deborah  Hopkins  is 
forcing  the  guarded  giant  to 
shine  a  spotlight  on  where 
it's  losing  money 

On  the  eve  of  a  key  interview  for 
the  chief  financial  officer  post  at 
Boeing  Co.  last  September,  Deb- 
orah C.  Hopkins  learned  that  her 
17-year-old  son,  Patrick,  had  been  seri- 
ously injured  in  a  car  accident  in  De- 
troit. Thousands  of  miles  away  in 
Zurich,  where  she  was  based  as  gm  Eu- 
rope's CFO,  Hopkins  felt  helpless.  Un- 
able to  get  a  flight  until  the  next  day, 
she  cried  all  night.  But  Hopkins  kept 
her  morning  interview  with  Boeing 
President  Harry  C.  Stonecipher,  mainly 
to  distract  her  from  thinking  about  her 
son's  shattered  leg  and  pelvis. 

That's  Debby  Hopkins.  To  be  sure, 
her  family  comes  first.  But  she's  also 
supremely  practical.  Putting  her  son's 
accident  out  of  her  mind  for  a  few 
hours — he  has  since  recovered — Hopkins 
gave  Stonecipher  her  take  on  the  huge 


problems  facing  the  aerospace  giant.  Al- 
though she  says  she  was  mightily  pre- 
occupied, Hopkins  was  sharp  enough  to 
emerge  as  the  top  contender  for  the  job. 
To  those  who  know  her,  that's  hardly  a 
surprise.  A  master  communicator,  Hop- 
kins is  known  for  her  ability  to  dissect 
complex  financial  problems  and  offer 
clear  solutions  even  the  numerically  chal- 
lenged can  understand.  "She  was  good  at 
selling  her  ideas,"  says  former  boss  G. 
Richard  Wagoner  Jr.,  president  of  gm 
North  America.  "She  got  a  round  of  ap- 
plause at  the  end  of  one  presentation. 
That's  unheard  of  for  an  auditor." 
LONG  WAY  TO  GO.  Since  starting  at  Boe- 
ing last  December,  Hopkins,  44,  has 
found  herself  facing  her  biggest  chal- 
lenge yet.  In  recent  years,  the  company's 
all-important  airplane  unit  has  been  hit 
by  production  crises  that  led  to  a  loss  in 
1997  and  meager  profits  in  1998.  Al- 
though a  recovery  now  looks  under 
way — the  company  has  shown  three 
straight  quarters  of  improving  profits — 
it  still  has  a  long  way  to  go  to  improve 
efficiency.  Hopkins'  mission  is  to  ensure 
that  Boeing  continues  to  make  strides  in 
updating  its  antiquated  production  tech- 


niques and  accounting   UNRELENTINl 

practices,     even     as   Hopkins  aw 
slowing  orders  could   to  trim  billi\ 
cut  revenues  some  $10  from  costs 
billion  next  year. 

That  won't  be  easy.  Behind  the  snf 
balling  production  problems,  one  of  '. 
ing's  biggest  difficulties  has  been  its| 
cretive  culture  and  a  stunning  lact 
financial  accountability.  Hard  to  beli^ 
but  before  Hopkins  arrived,  Boeing 
er  broke  down  the  detailed  costs 
making  its  planes,  rockets,  and  weapd 
It  simply  developed  and  built  its  prf 
ucts  and  worried  about  costs  later. 
Boeing's  managers  further  hurt 
credibility  on  Wall  Street  with  thei 
ability  to  provide  an  accurate  pict 
of  how  deep  the  troubles  ran.  Says  lc 
time  aerospace  analyst  Paul  H.  Nis 
of  jsa  Research  Inc.:  "You  couldn't  I 
derstand  what  was  going  on  financi| 
with  that  company." 

Trim  and  athletic-looking  witl| 
shock  of  short  black  hair,  Hop! 
comes  with  a  stellar  track  record 
both  a  smooth  negotiator  and  hi 
nosed  cost-cutter  from  her  two  pre\ 
employers,  Unisys  Corp.  and  Gen^ 
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Back  when  it  was  scarce,  information  was  power.  But  now  that  the  total  volume  of  data  doubles 
months,  information  is  as  likely  to  devour  your  company  as  give  you  a  competitive  edge  Fortunately,  a  Storage 
Area  Network  (SAN)  solution  from  StorageTek  has  built-in  intelligence  to  help  you  manage  mformat.on,  gam  access 
to  information,  and  make  information  powerful  again.  For  intelligent  SAN  solutions,  visit: 
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The  way 
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information 

is  expanding, 

it  will  either 

become  an 

asset  or 
swallow  you 

whole. 


INFORMATION     made     POWERFUL"  STORACETEK 
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pre^a^s  made  real. 


le  top  of  this  ladder  is  a  world  without 


*ase. 


»st  disease  is  genetic.  The  faster 


ntists  can  sequence  DNA,  the  faster 
v  can  pinpoint  the  causes  of  disease  so 
an  be  developed.  Agilent  provides 
ies  that  speed  DNA  analysis 
ially.  It's  a  long  ladder,  but  we're 
a  big  step  up. 


r,\MllHUBIHHI  ILUL»1» 


Innovating  the  HP  Way 


Agilent  Technologies  is  a  subsidiary  of  Hewlett-Packard  Company,  www 


People 


speech  to  600  workers  at  Boeing's 
sprawling  Everett  (Wash.)  plant,  Hop- 
kins enthusiastically  explained  how  better 
inventory  controls  could  free  up  billions 
for  expansion.  With  Boeing  shedding 
about  3,000  jobs  a  month,  no  one  missed 
her  point:  The  only  source  of  secure  jobs 
is  a  healthy  Boeing. 

She  doesn't  shy  from  the  hard  facts 
either;  many  unprofitable  programs  must 
be  shed.  But  by  showing  why  that's 
needed,  Hopkins  is  winning  respect  even 
from  union  leaders.  In  the  old  days,  "the 
company  would 


Motors  Corp.  Applying  the  skills  she 
learned  in  the  automotive  and  comput- 
er worlds,  Hopkins,  the  youngest  ex- 
ecutive and  only  woman  in  Boeing's 
corporate  ranks,  started  with  the  basics. 
Which  planes  and  rockets  make  money, 
and  which  programs  are  in  the  red? 
NEW  SCORECARD.  Hopkins  doesn't  have 
all  the  answers  yet,  but  she  and  her 
team  of  finance  wizards  are  asking  the 
right  questions  and  crunching  the  num- 
bers. "My  goal  is  to  drive  [the  discipline 
of]  finance  as  a  force  in  this  company," 
Hopkins  says.  Adds  Boeing  ceo  Philip  M. 
Condit:  "We  are  going  to  be  paying  a 
lot  more  attention  to  the  numbers.  Our 
intent  is  to  be  unrelenting.  We  look  to 

DEBORAH  HOPKINS 

BORN  1954,  Milwaukee,  Wis. 

EDUCATION  1977,  B.A.,  account- 
ing, Walsh  College. 

FIRST  JOB  In  high  school,  Hopkins 
modeled  and  sold  clothes  at  a  Saks 
Fifth  Avenue  store  in  Troy,  Mich. 

CURRENT  JOB  CFO  of  Boeing 
since  December,  1998. 

WHAT  SHE  BRINGS  TO  BOEING  Years  of 

experience  at  GM  and  Unisys  where  she  excelled  at  plain-spoken 

communication  that  revs  up  factory  floor  workers  and  Wall  St.  analysts  alike. 

BIGGEST  CAREER  ACCOMPLISHMENT  SO  FAR  Helping  to  stave  off 
Unisys  bankruptcy  by  restructuring  its  debt  in  1991. 

POINTERS  FOR  WOMEN  IN  THE  WORK  PLACE  "Look  at  life  as  a  pie 
chart.  Cut  out  a  piece  for  work,  family,  and  yourself.... Take  the  kids  to  work, 
let  them  know  what  you  are  doing." 

PASSIONS  Reading  medieval  history,  cooking  with  her  husband,  David,  a 
former  GM  Europe  executive.  "I  do  the  vegetables.  He  does  the  meat." 

FASHION  FETISH  Hermes  scarves. 

TV  HABITS  Keeps  CNN  on  while  taking  morning  shower. 

FAMILY  Married  with  two  teenaged  children  from  a  previous  marriage. 
Three  adult  step-children. 


Debby  for  that."  Hopkins'  team  is  mak- 
ing a  full  court  press  to  measure  such 
benchmarks  of  performance  as  how 
quickly  each  production  line  goes  through 
its  inventory  or  how  many  man-hours  it 
takes  to  build  a  plane.  "If  you  can  mea- 
sure it,  you  can  improve  it,"  she  says. 

But  first,  everyone  must  understand 
the  problems.  That's  where  Hopkins' 
communications  skills  come  in.  Using  the 
measurements  her  team  has  developed, 
she  has  put  together  a  "value  scorecard" 
that  allows  each  Boeing  unit  to  compare 
its  performance  with  the  rest.  And  a  big 
part  of  her  job  now  is  preaching  the 
gospel  of  improving  efficiency  to  the 
rank-and-file.    In   a   recent    breakfast 


say  they  were  subcontracting  because  it 
was  cheaper  but  they  could  never  prove 
it  cost  less,"  says  Bill  Johnson,  president 
of  the  International  Association  of  Ma- 
chinists &  Aerospace  Workers  District 
751.  "Now  we  will  have  some  accounting 
for  how  much  parts  cost."  The  improved 
atmosphere  is  one  reason  Boeing's  unions 
recently  voted  against  a  strike,  despite 
the  prospect  of  layoffs. 

It's  all  a  long  way  from  Hopkins'  first 
job  where,  as  a  high  school  student 
working  at  the  Saks  Fifth  Avenue  store 
in  Troy,  Mich.,  she  both  modeled  and 
sold  clothes.  Although  she  considered  a 
career  in  sales,  Hopkins  realized  she 
would  never  make  big  money  in  retailing. 


After  graduating  from  Walsh  Colle 
1977  with  an  accounting  degree, 
kins  took  a  finance  job  at  Ford  MoU: 
One  of  her  first  tasks  was  analyzin 
surprisingly  complex  costs  of  prod 
tractors   and   setting   the   price 
should  charge.  She  then  defende 
decision  to  macho  automotive 
pummeled  her  with  questions.  "Yo 
to  know  your  stuff,"  says  Hopkins. 

But  Hopkins  didn't  fit  in  at  Fordi 
soon  left.  Married  and  with  a  new 
she  was  the  only  woman  in  the  dej 
ment  and  was  pressured  to  work 
hours.  Ford,  she  says,  just  "d 
get  women"  back  t 
Landing    at    compi 
maker  Unisys,  Hop 
turned  down  a  prestig 
job    at    its    Philadel 
headquarters  because 
thought  the  move  w 
strain  her  marriage, 
marriage  broke  up  any1 
and  Hopkins  became  a 
gle  mom  with  two  yo 
kids.  Then,  while  on  a 
to  Europe,  she  met  her 
ture  husband,  David  t 
kins,  who  was  the  Un 
marketing  director  in  Eur 
The  two  married  in  1 
and  with  David  encouraj 
her  to  take  more  risk,  Hopkins  move 
a  bigger  job  at  Unisys'  headquart 
She  became  a  key  figure  in  the  con  | 
ny"s  restructuring  effort,  which  most 
servers  believe  staved  off  bankrup 
Huddling  in  a  hotel  room  for  six  stra 
weeks  in  1991,  she  and  a  partner  h 
mered  out  a  detailed  reorganization 
to  repay  Unisys'  $300  million  debt. 
Her  success  at  Unisys  caught  the 
of  GM,  which  hired  her  in  1995  to  upc 
its  auditing  of  joint  ventures.  Hop! 
moved  to  Zurich  in  1997  to  become 
of  gm  Europe,  while  her  husband  i 
went  to  work  for  gm,  helping  its  dea 
convert   to   the   euro.   A   year  la 
Stonecipher  called.  Now,  50-year 
David  has  stopped  working,  content 
take  flying  lessons  and  be  in  chargt 
cooking  dinner. 

That  has  freed  Debby  Hopkins  to 
cus  on  the  heavy  lifting  needed  at  B 
ing.  Although  it's  hard  to  measure  I 
progress  so  far,  investors  and  analy 
are  hopeful.  In  part,  they're  happy  t 
she's  putting  an  end  to  the  contenti 
relationship  Boeing  has  had  with 
vestors.  That  means  crisscrossing 
country,  meeting  with  its  biggest  sha 
holders  and  promising  that  those 
old  days  are  over.  And  for  Boeing,  thi 
just  what  the  doctor  ordered. 

By  Seanna  Browder  in  Sew 
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DID  YOU  JUST  GET  A  GREAT  PRICE 
ON  THE  WRONG  COMPUTER? 
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find  the  right  product 

i —   Must-have  hardware 


Printers 


New  products 


Comparison 
shopping 


CNET  Auctions 


Consumer  Alert 


What's  new  in 
handhelds 


Editors'  Choice 


Flat  screens 


How  to  make  your  PC  really  fast 

Performance  chart 


fsrsonal  lasers: 


upc 

topi 

use 
.ml 

dei 
rk 

fear 

■jii 


'hat  to  look  for 


Do-it-yourself 

memory 
upgrade  guide 


Internet  speed  tweaks 


Compare  the 

latest  flat-screen 

monitors 


PalmPilot 
survival  guide 


The  hidden  costs 
of  free  PCs 


New  Pentium  III 

system:  Special 

Internet  price 


Fully  loaded  Intel 
Pentium  III  550 


News  Z  Investing: 
Spotlight  on  the 
free  PC  pool   — 


All  Palm  OS 
downloads 


Stock  quote 
lookup 


See  related 

reviews  Can  a  free  Net  Stock  mania 

service  survive? 


Latest 


Find  lowest  prices        products 


Speed  and  quality 


Fine-tuning  Windows 


Help  me  find  my 
dream  OS 


Take  control, 
remote  control 


Online  trading 
under  scrutiny 


CNET  Topic  Center:  DVD 


More  from 
CNET  Investor 


CNET  recommends 


Tech  Jobs 


CNET.com 

The  source  for  computers  and  technology." 


rtJWS   I    INVESTING    I    REVIEWS    I    PRODUCT  COMPARISONS    I    PRICES    I   TECH  AUCTIONS   I   GADGETS   I    HELP   I   AND  MORE 


Sports  Business 


WEB  SITES 


A  LEG  UP 

FOR  CBS  SPORTSLINE? 

The  Viacom  deal  might  link  it  to  MTV,  VH1,  and  Nickelodeon 


M 


ike  Levy  was  in  London  on  the 
morning  he  learned  that  the 
tantalizing  rumor  was  fact:  Vi- 
acom Inc.  was  acquiring  cbs 
Corp.  for  a  heady  $36  billion.  Levy  re- 
members pausing  for  a  minute  to  pon- 
der how  his  company,  SportsLine  usa, 
might  make  out  as  the  ^^^^_,_ 
two  media  giants  com- 
bined— but  only  for  a 
minute.  "We  just 
launched  Rugby.com," 
explains  the  sports 
Web-site  maestro,  and 
he  needed  to  stay 
focused. 

As  founder  of  one  of 
the  Net's  most  visited 
sports  Web  sites,  with 
designs  on  a  global 
sports-information  em- 
pire, Levy  has  to  care 
deeply  about  rugby. 
Even  cricket.  But  in  the 
weeks  ahead,  his  eye  on 
sports  will  also  have  to 
be  peeled  for  any 
changes  afoot  at  cbs, 
which  owns  20%  of  pub- 
licly traded  SportsLine. 
Since  the  launch  of 
SportsLine  four  years 
ago,  Levy,  52,  has  been 
out  to  topple  the  king 
of  the  sports  Web 
sites:  brand  dynamo 
ESPN.com.  Ask  him 
about  the  rivalry,  and 
Levy  becomes  General 
Patton.  "We  come  in 
here  every  day  to  beat 
ESPN  and  beat  them 
badly,"  he  says. 

To  do  so,  he  joined 
forces  with  cbs.  The 
deal  commits  the  net- 
work to  relentless  plug- 
ging of  the  Web  site  on 
its  highly  rated  sports 
programs — and  that 
has  helped  make 
SportsLine  second  to 
KSPN.com  in  the  crowd- 
ed online-sports  catego- 


ry. Now,  the  Viacom  deal  has  the 
potential  of  lifting  SportsLine  even 
higher,  Web  experts  agree.  But  to  the 
summit? 

"SportsLine  very  quickly  has  proven 
the  value  of  TV  promotion  in  building  a 
Web    media    business,"   says    Patrick 


WHICH  IS  WHICH? 

Because  of  similarities  between  ESPN.com 

and  CBS  SportsLine,  ties  to  television  shows 

are  crucial  in  attracting  Web  visitors 


1  \/r.ap~ipt  |  Infirmary  rfrpcri  |  TJ'i 


JrnlMil'lTJE 
®  CBS  SportsLine 


SAME  GAME: 

The  difficulty 
of  designing  a 
distinctive  yet 
easily  nego- 
tiable Web  page 
is  a  problem 
for  all  sports 
sites,  including 
CNNSI.com 
(page  EB  90). 


Bronco  busters 

It  appears  Jimmy  Johnson  knew  what 
he  was  doing  when  he  drafted  three 
running  backs  in  this  year's  draft.  Two 
of  them  -•  Rob  Konrad  and  J  J 

3£p9 

Johnson  --  score  TOs  as  the  Dolphins 
beat  the  Broncos  38-21  in  Denver. 
Broncos  quarterback  Brian  Griese  is 
impressive  in  his  first  NFL  start, 
completing  24  of  40  passes  for  270 
yards  and  three  touchdowns  -•  all  to 
receiver  Ed  McCaffrey.  More. . 

*2r9 

Den  Manno  end  the 
Dolphins  nefce  a 
statement  against  the 
t*o  -tine 

defending  chuipion 
Broncos.  (AP) 

Keane,  who  tracks  sports  Web  sitsf 
Jupiter    Communications.    But   I 
cbs — "the  TV  network  of  the  nta 
dead,"  notes  Keane — has  delivered 
certain  kind  of  audience  for  Sportsfe 
Its  visitors  are  slightly  older  and  le 
fluent  than  ESPN.com  users,  acco: 
to  NetRatings  Inc.,  which  in  its  1 
survey  shows  free-spending  Gen 
(ages  25  to  34)  accounting  for  34 
ESPN.com's  audience,  compared  with 
for  SportsLine. 

If  the  Viacom-CBS  deal  goes  thr< 
those  numbers  could  change  qui 
though.  "If  you  can  use  [Viacom's] 
VH1,  and  Nickelodeon  to  drive  ti 
not  just  to  cbs  programs  but  t 
Internet  properties,  that  could  be 
powerful,"  says  Keane. 
"BETTER  CHANCE."  But  who  woul 
watching  SportsLine  promos  that 
during,  say,  a  Backstreet  Boys  r 
video?  The  young,  sure,  but  mayb 
young  sports  fans.  "Those  audie 
are  tuning  in  for  music  and  for 
gories  of  entertainment  totally  i 
lated  to  sports,"  says  Steve  Zales 
nior  vice-presi 
of    ESPN    Inte 
Group.  "That's 
advantage  we  1 
We're  100%  tai 
ed     to     a     sp 
audience." 

Levy    says 
too  soon  to  sp 
late  about  wh< 
or    if— Sports^ 
plugs  would  po 
on    MTV    or    K 
elodeon.   Even 
he  sees  advantages  in  the  Viacom 
for  SportsLine.  "Right  now,  we 
most  of  our  own  advertising.  As 
sells  advertising  across  all  platfoi 
from  network  to  cable  to  outdoor 
radio  to  the  Internet,  we'll  have  a  b( 
chance  of  being  included,"  he  says. 
It  could  be  the  next  step  in  Spr. 
Line's  march  into  the  top  tier  of 
portals.  This  year,  it's  one  of  th< 
most  visited  Internet  sites,  attracting 
million  sports  fans  in  July.  And  tl 
peanuts   comps 
with  the  traffic  j 
erated  when  CE 
televising  one  o: 
marquee    event 
the  Masters  or 
college    basket 
playoffs.  During 
first  two  days  of 
NCAA  tournamen 
racked  up  2.9 
lion  visits. 
Clearly,   Sp< 


Marino,  Dolphins 
bust  Broncos  by  17 

The  spotlight  was  on  Denver  quarterback 
Brian  Griese  and  Broncos  legend  John 
El  way.  but  Dan  Manno  and  the  Dolphins 
stole  the  show.  Marino  completed  1 5  of 
_  23  passes  for  21 5  yards  and  two 
L  touchdowns  as  Miami  knocked  off  the 
I  two-time  defending  Super  Bowl 
>|  champion  Broncos  38-21  on  Monday 
night. 
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Are  yOU  an  automotive 
manufacturer  who  wants 

to  deliver  product 

faster  Of  a  winery  who 
wants  to  Sell  One  case 
at  a  time? 

Microsoft  has  e-commerce  solutions  for  any  business.  As  companies 
like  Barnes  &  Noble,  Inc.  and  E-Stamp  have  already  discovered,  e-commerce 
isn't  just  for  businesses  who  want  to  sell  over  the  Web.  It's  for  any  business 
that  wants  to  do  things  smarter.  Like  respond  to  market  changes  faster. 
Or  work  better  with  customers.  Or  lower  costs.  By  building  on  existing 
technologies,  Microsoft  and  our  partners  have  helped  thousands  of 
companies  create  e-commerce  solutions  for  everyday  business.  To  see 
examples  of  how  e-commerce  solutions  have  helped  other  companies, 
go  to  www.microsoft.com/go/business 

Microsoft 

Where  do  you  want  to  go  today? 


E-commerce  solutions  for  any  business.  M"drnce  ""windows    j  "lackOffice 


:rosofl  Corporation.  All  rights  reserved  Microsoft,  Backon  do  you  want  to  go  today?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/ or  other  co 

i   bi  md  octnptny  names  mentioned  herein  maj  be  the  trademarks  c4  theti  respective  owners 
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Real  Estate 
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Prenuptial  Agreement 


If  it's  important  to  you,  save  it  with  us.  Quantum. 
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Sports  Business 


Line  and  ESPN.com 
have  lapped  the  field 
in  the  race  to  capture 
sports  audiences  on 
the  Net,  although 
others  keep  trying. 
Fox  Sports,  CNN  and 
its  partner  Sports  Il- 
lustrated (CNNSi.com), 
and  The  Sporting 
News  have  taken 
their  brands  to  the 
Net,  yet  all  struggle 
to  attract  sports  fans. 
(In  July,  the  three 
sites  combined  had 
fewer  visitors  than 
SportsLine.)  Times 
Mirror  Co.,  which 
owns  The  Sporting 
News  magazine  and 
Web  site,  is  leaving 
the  game.  It  put  ven- 
erable tsn  on  the  block  this  month,  say- 
ing its  Web  site  needed  media  exposure 
from  a  TV  partner.  There  will  be  more 
startups,  but  they'll  be  in  niche  cate- 
gories such  as  skiing,  climbing,  and  ex- 
treme sports  where  "no  one's  going  to 
build  a  big  site,"  says  Keane. 

That  leaves  the  two  big  guns,  each 
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CHALLENGER 

SportsLine 
CEO  Levy  says: 
"We  come  in 
here  every  day 
to  beat  ESPN 
and  beat  them 
badly" 


with  its  own  strategy  for  building  audi- 
ence— and  neither  forecasting  profitabil- 
ity for  several  years.  ESPN.com  wraps 
itself  in  a  brand  that  all  sports  fans 
know  and  that  most  like.  Its  site  fea- 
tures commentaries  from  columnists  such 
as  baseball  insider  Peter  Gammons  and 
links  to  the  official  Web  sites  of  the  NFL 


and  the  NHL.  "Gj 
ing  up,  ESPN  waj 
ways  the  fixture 
ways   the    authc 
for  me,"  says  30-} 
old      sports     jul 
Greg     Garofolo  [ 
Boston,      who 
spend    30    hourl 
week  on  espn's  s| 
SportsLine's 
proach  is  to  offer  more  of  everytl 
from  fantasy  games  to  global  spl 
(SportsLine  Europe  was  launcheij 
May)  to  shopping.  ESPN.com  has 
spectable  e-commerce  site,  but  notl 
to  compare  with  SportsLine's  sp| 
megamall.  A  spree  here  can  range 
a  Hank  Aaron  autographed  ball  (J 
to  a  fully  assembled  treadmill  ($5 
SportsLine's  e-commerce  revenues  | 
projected  at  $15.8  million  this  year, 
analyst  Rob  Martin  of  investment 
Friedman,  Billings,  Ramsey  &  Co., 
from  just  $3.6  million  a  year  ago.  01 
all  revenues  also  are  heading  north 
$58  million  this  year.  All  that's  left  is 
SportsLine  or  ESPN.com  to  edge 
the  black.  For  SportsLine,  the  ViaJ 
connection  could  be  the  push  it  nee\ 
By  Mark  Hyr 
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HealthGrades.com;"  A  free,  objective  source  for 
ratings  on  doctors.,  hospitals  and  health  plans  nationwide. 
Now  you  can  make  your  medical  decisions  informed  ones. 
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Government 


THE  REAL  TRUTH 

ABOUT 
CAMPAIGN  CASH 

When  Christine  Todd  Whitman 
suddenly  decided  to  bow  out  of 
the  race  for  a  Senate  seat,  the 
New  Jersey  Governor  blamed  mon- 
ey— or  the  lack  of  it.  Whitman  dread- 
ed the  thought  of  having  to  raise  $12 
million  in  12  months. 

What  a  shame,  cluck  campaign-fi- 
nance reformers,  that  the  money 
chase  is  keeping  such  talented  public 
servants  from  running  for  office.  And 
isn't  it  too  bad  that  the  political  sys- 
tem is  awash  in  money,  reformers 
lament,  as  they  point  fingers  at  Re- 
publican Presidential  front-runner 
George  W  Bush,  who  has  upped  the 
ante  by  bringing  in  a  record  $50  mil- 
lion. Altogether,  Presidential  hopefuls 
raised  $105  million  as  of  June  30  for 
the  2000  primaries.  That  puts  them  on 
pace  to  reach  $210  million — 64%  more 
than  was  raised  in  '96. 
'TRIVIAL"  HIKE.  But  is  there  really  too 
much  money  sloshing  around  the  po- 
litical system?  No  doubt,  the  booming 
economy  is  making  it  easier  to  find 
campaign  contributions.  But  when  ad- 
justed for  the  New  Economy's  wealth 
effect,  the  amount  of  campaign  giving 
over  the  past  few  election  cycles  isn't 
even  keeping  pace  with  ballooning 
household  assets.  The  rising  value  of 
stocks  and  bonds  in  personal  portfo- 
lios dwarfs  the  jump  in  congressional 
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A  MILLION  A  MONTH:  For  New  Jersey's  Whitman,  the  bill  was  too  steep 


campaign  giving.  And  when  further 
adjusted  for  increases  in  such  factors 
as  voting-age  population  and  the  cost 
of  buying  TV  time,  the 
growth  in  campaign 
donations  looks  minor. 
"The  increase  is  triv- 
ial considering  what's 
at  stake,"  says  John  R.  Lott  Jr.,  a 
Yale  University  visiting  scholar  who 
studies  campaign  giving. 


«Mt»f,ryj!j!|!| 

THE     MONEY    CHASE 


Less  Obscene  Than  It  Seems 

The  amount  of  campaign  money  going  to  Presidential  and  congressional 

hopefuls  is  insane,  right?  Maybe  not,  once  you  adjust  the  numbers  for  the 

New  Economy's  wealth  effect.  In  fact,  the  rise  in  the  value  of  stocks  and  bonds 

in  household  portfolios  dwarfs  the  rise  in  campaign  giving. 

•  Increase  in  value  of  stocks  &  bonds  in  household  assets,  1990-98:  219% 

•  Increase  in  value  of  household  assets,  1990-98:  71% 

•  Increase  in  contributions  to  congressional  candidates,  1990-98:  57% 

•  Increase  in  hard-money  contributions  to  parties,  1990-98:  59% 

•  Increase  in  contributions  to  Presidential  candidates,  1991-99:  156% 

•  Increase  in  soft-money  contributions  to  parties,  1992-98:  161% 

DATA:  FEDERAL  RESERVE.  FEDERAL  ELECTION  COMMISSION 


Putting  fund-raising  figures  in  a 
New  Economy  context  is  like  viewin; 
those  old  budget  deficits  as  a  percent 
age  of  GDP:  As  the 
economy  grew,  budge 
shortfalls  became  less 
and  less  worrisome. 
The  $208  billion  '83 
deficit,  for  example,  came  to  6.1%  of 
GDP.  A  decade  later,  the  '93  gap  was 
even  higher  at  $255  billion,  but  only 
3.9%  of  GDP.  In  the  same  vein,  the 
gross  amount  of  campaign  contribu- 
tions is  less  of  a  worry  when  viewed 
next  to  the  tremendous  growth  in 
personal  wealth. 

So  is  the  campaign-finance-reform 
movement  misguided?  Absolutely  not 
But  the  focus  needn't  be  on  the  total 
amount  of  money  going  into  elections. 
Rather,  it  should  be  on  the  fact  that 
business  execs  and  other  groups  in 
search  of  special  favors  are  the  source 
of  nearly  all  contributions  and  are 
able  to  use  that  leverage  to  skew  gov 
ernment  actions  in  their  favor.  The 
House  already  addressed  part  of  the 
problem  when  it  voted  252-177  on 
Sept.  14  to  ban  soft  money — unlimited 
donations  that  are  supposed  to  go  to 
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Just  Like  Everyone's  Kids: 
Above  Average 


A  Report  Card 

For  American  Cenilry  Funds 

MORNINGSTAR 

RATING" 

American  Century 
Income  &  Growth 

Overall 
***** 

3  Years 
***** 

5  Years 
***** 

American  Century 
Equity  Growth 

Overall 
***** 

3  Years 
***** 

5  Years 
***** 

Morningstar  performance  ratings  as  of  June  30,  1999.  Funds  rated  for  the  overall  and  3-year  period 
among  3,043  domestic  equity  funds  and  for  the  5-year  period  among  1,878  domestic  equity  funds. 


Actually,  well  above  average.  Morningstar 
rates  our  Income  &  Growth  and  Equity 
Growth  Funds  among  the  top  10%  of  all 
domestic  stock  funds  for  risk-adjusted 
performance  during  all  time  periods. 
And,  while  past  performance  doesn't 


guarantee  future  results,  these  two 
investment  opportunities  do  have  a 
history  of  getting  good  report  cards. 
For  more  information  about  these  funds, 
contact  American  Century  or  ask  your 
investment  professional. 


lease  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read 
carefully  before  you  invest  or  send  money.  Naturally,  past  performance  can't  guarantee  future  results. 

ormngslar  proprietary  ratings  reflect  risk-adjusted  performance  for  Investor  Class  Shares  as  of  6/30/99;  other  classes 
ay  vary.  These  ratings  may  change  monthly,  and  are  calculated  from  the  fund's  three-,  five-  and  ten-year  (when  available) 
•cragc  annual  total  returns  in  excess  of  90-day  Treasury  bill  returns,  with  the  appropriate  fee  adjustments  and  a  risk  factor 
.it  reflects  fund  performance  below  90-day  Treasury  bill  returns.  The  top  ten  percent  of  the  funds  in  a  broad  asset  class 
ceive  five  stars.  Funds  Distributor,  Inc.  ©1999  American  Century  Services  Corporation  bwk437-hb 
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Now  that  millions  of  people  are  shopping  on  the  Web,  it's  time  to  get  down  to 
business.  The  business  of  selling  your  company's  products  on-line.  When  Microsoft 
created  their  Web  storefront,  they  partnered  with  Rare  Medium,  Inc.  Together,  we 
created  an  on-line  shopping  environment  that  provided  comprehensive  product 
information,  specifications,  pricing,  and  demos,  across  the  entire  range  of  Microsoft 
products  sold  in  the  United  States.  Our  custom  solution  also  allowed  shoppers  to 
buy  directly  from  Microsoft,  or  link  seamlessly  to  a  Microsoft  channel  partner  for 
purchase. To  find  out  how  Rare  Medium  can  provide  your  company  with  creative  and 
technologically  advanced  marketing  solutions  that  get  results,  give  us  a  call  at 
888.RMEDIUM.  Or  see  us  on  the  Web  at  WWW.raremedium.COITI. 
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political  parties  but  that  increas: 
fit  individual  campaigns.  And  C 
can  take  several  other  steps,  inc 
giving  donors  a  tax  credit  of  up 
broaden  the  contribution  base  ai 
the  grip  of  special  interests.  Fur 
gress  could  raise  the  $1,000  cap 
ual  donations  to  $3,000  to  reduce 
candidates  spend  raising  money. 
Then  maybe  Congressional  fu 
will  catch  up  with  the  New  Ecoi 
the  1989-90  election  cycle,  House 


The  number  of  vot 

has  zoomed,  and 

has  the  cost  of  TV 

to  reach  them 


i; 
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ate  candidates  received  $428  mill 
individual  donors.  Eight  years  la 
gressional  candidates  took  in  $67l»1 
for  a  57%  increase.  But  in  the  sa 
od,  according  to  the  Federal  Res 
Bank  of  New  York,  the  value  of 
assets  jumped  a  slightly  higher  7 
$20  trillion  to  $36  trillion.  And  th  Sdi 
of  stocks  and  bonds  in  household 
rose  219%  from  1990-98,  making 
amounts  that  went  to  House  and 
campaigns  look  puny.     » 

Individual  campaign  contributi|re! 
Presidential  primary  contestants 
nominees  have  so  far  accepted  fe  Ms 
funds  for  general  elections)  more 
track  the  economy.  In  1991-92,  A  Id 
Governor  Bill  Clinton,  President 
Bush,  and  nine  others  seeking  thier  i 
tions  of  the  two  major  parties  rai  0. 
tal  of  $82  million.  If  13  Presidenti  j 
fuls  raise  $210  million,  as  expecte 
end  of  this  year,  that's  a  156%  jui  rib 
about  even  with  the  154%  increas  Wi. 
value  of  household  securities  bet\f» 
and  the  first  quarter  of  this  year. 

Only  soft  money  has  outpaced 
wealth  buildup.  In  1992,  when  thi  | 
hole  really  came  into  use,  soft  mt  rs 
taled  $86  million.  By  1998,  it  had 
to  $224  million,  for  a  161%  increa  k 
far  more  than  the  54%  increase  ij  fa 
hold  assets  and  the  122%  increas 
household  stocks  and  bonds  in  th 

It's  not  just  growth  in  wealth  n 
seems  to  be  driving  campaign  givi »: 
though.  While  household  assets  w  to 
predating  nicely — by  71%  betwea 
and  1998— the  number  of  eligible  toi 
grew  by  9.5%,  to  201  million.  Thd  tk 
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many  more  potential  donors. 

is  that  candidates  must  pay 
hese  new  voters. 
when  campaign  fund-raising  is 
W  the  voting-age  population,  the 
ook  trifling.  Had  Whitman 
the  Senate  race  and  raised  $12 
n>  r  example,  she  would  have  spent 
.72  apiece  to  reach  New  Jersey's 
voters. 

BEGGING.  It's  also  a  lot  more  ex- 
keep  a  modern  campaign  hum- 
price  tag  for  a  TV  ad  has  sky- 
-and  some  80%  of  campaign 
•es  go  toward  buying  TV  time, 
to  Karen  Sheridan,  an  execu- 
resident  at  media  buyers  SMY 
in  Chicago,  the  cost  of  reaching 
?s  with  a  30-second  late-night  ad 
;rom  $8.50  in  1990  to  $12.85  last 
%  increase.  That's  part  of  the 
didates  spend  unseemly 
f  time  begging  for  money.  With 
ite  races  now  costing  $5  million, 
3  and  challengers  must  bring  in 
yjlece  every  week  for  six  years. 
>  do?  First,  Congress  must  close 
pney  loophole  that  lets  fat  cats 
iral  limits  on  direct  giving  to 
According  to  the  pro-reform 
ic  Campaign,  some  95%  of 
white,  80%  have  annual  in- 
king $100,000,  and  almost  half 
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lgress  should  go  further.  Law- 
l  broaden  the  base  of  donors, 
same  time  weaken  the  grip  of 

it|prests,  by  creating  a  tax  credit 
lutions  up  to  $200.  As  the  In- 

R  |ces  thousands  of  political 
participate  in  campaigns,  a  tax 

Jl  Jd  encourage  millions  more  to 
It's  as  easy  as  giving  a  credit 

ili  far  on  a  Web  site  now  that  the 

nr  ).  K.'d  matching  funds  for 


ct£  Congress  should  raise  the  indi- 
jtf  ribution  cap  of  $1,000  per  elec- 
J  K)0.  That  roughly  correlates  to 
1  lcrease  in  inflation  since  1974, 
4  imit  was  set.  This  way,  candi- 
pend  more  time  meeting  vot- 
s  time  dialing  for  dollars. 
,-  rs  have  a  good  story  to  tell. 

eaken  their  case  by  complain- 
flt  ae  gross  amount  of  money  can- 
,1  raising.  If  anything,  there  may 
b    money  in  the  federal  election 
jl  i  problem  is  that  most  of  it  is 
r  n  industries  or  organizations 
h  nda — not  public-spirited  citi- 
r  to  be  part  of  the  process. 


j,/  -on  news  editor  Dxvyer  writes 
m  aiffn  finance. 


An  important    - 
Year  2000  message 
to  all  Honeywell: 


Honeywell 

rwell  has  undertaken 
a  world-wide  effortto 
ensure  we  are  ready 
for  the  year  2000. 
We  are  also  working 
closely  with  our 
customers  to  resolve 
their  Y2K  issues. 
J  LJL    There  is  a  chance 
\  ^^  however  that  we 
.         haven't  been  in 


customers. 


contact  with,  or 
>  I  heard  from  you.  If 

you  think  this  is  the 
case,  please  have  the 
person  responsible 
for  your  Year  2000 
program  call  us  NOW. 


Year  2000  Hotline    1    800  500  9403 


_rJ_jsU-j  j  j 

Automated  Export  System 
^^^^Th^utur^^lectrmiicExports 

□  Do  you  know  that  exports  valued  over  $2,500  must  be  reported? 

□  Do  you  know  that  manual  reporting  is  difficult  and  cumbersome? 

□  Do  you  know  the  cost  of  electronic  vs.  manual  reporting? 

□  Do  you  know  the  legacy  electronic  reporting  system  (AERP) 
will  sunset  on  December  31,  1999? 

□  Do  you  know  an  enhanced  electronic  system  is  already  available? 

□  Do  you  know  that  you  save  time,  money  and  paper  with  AES? 
If  you  answered  no  to  any  of  these  questions,  you  need  AES! 

For  more  information,  visit  http://www.customs.gov/aes 

or  call:   1  (800)  549-0595 
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ENERGY 


TOTALFINA'S 
TOTALLY  NEW  GAME 

Now  it's  in  the  same  league  as  the  supermajors 


Business  associates  of  TotalFina  ceo 
Thierry  Desmarest  speak  of  his  qui- 
et, courteous  manner  and  icy  deter- 
mination. That  resolve  served  Desmarest 
well  in  the  sometimes  bitter  nine-week 
battle  for  supremacy  of  the  French  oil  in- 
dustry. The  fight  ended  on  Sept.  13  when 
Elf  Aquitaine  agreed  to  be  acquired  by 
Total.  Desmarest  upped  his  initial  bid  for 
Elf  by  close  to  $5  billion  to  $49  billion  but 
conceded  very  little  else  to  rival  ceo 
Philippe  Jaffre.  'This  shows  you  can  start 
with  an  unsolicited  offer  and  come  to  an 


sanctions  recedes,  he  might  also  be 
tempted  by  a  linkup  with  a  big  U.S. 
player  such  as  Chevron  Corp.  The  Elf  ac- 
quisition "puts  TotalFina  in  a  much  bet- 
ter position  to  participate  in  the  consoli- 
dation of  the  industry,"  says  Nick  Davies, 
oil  analyst  at  J.  P.  Morgan  in  London. 

As  Desmarest  is  quick  to  point  out, 
TotalFina,  with  the  addition  of  Elf,  will 
be  a  formidable  player.  While  it  is  less 
than  half  the  size  of  such  supermajors 
as  Royal  Dutch/Shell  Group  and  the  gi- 
ants being  created  from  the  merger  of 


> 


IN  FRANCE:  The  amicable  agreement," 
company  is  now  says  Desmarest,  dis- 
the  country's  cussing  merger  tac- 

largest  tics  a  day  after  his 

triumph. 

Certainly,  being  a  master  of  the  ac- 
quisition game  is  a  prerequisite  to  success 
in  today's  fast-consolidating  oil  industry. 
With  his  purchases  of  Belgium's  Petro- 
Fina  last  December  and  now  Elf,  Des- 
marest has  propelled  TotalFina  from  a 
second-tier  company  to  the  industry's 
No.  4  player  in  less  than  a  year.  TotalFi- 
na now  boasts  a  market  capitalization  of 
close  to  $100  billion,  France's  largest. 
But  few  expect  the  Elf  takeover  will  be 
Desmarest's  last  big  move. 

Desmarest's  first  step  will  be  to  or- 
chestrate a  brutal  restructuring  likely  to 
cost  some  4,000  jobs.  Once  TotalFina  has 
digested  Elf  Aquitaine,  analysts  think 
Desmarest  may  solidify  the  company's 
emerging  role  as  a  European  champion 
by  acquiring  Italy's  eni  or  Spain's  Repsol 
ypf.  If  the  threat  of  Iran-related  U.S. 


Exxon  and  Mobil  and  bp  Amoco  and 
Arco,  it  is  in  the  same  league  as  these 
companies  everywhere  except  North 
America,  where  Total  isn't  much  of  a  fac- 
tor. Desmarest  says  he  wants  to  com- 
pete in  a  few  areas  rather  than  trying  to 
be  the  "world  champion  everywhere." 
HOT  AREA.  The  acquisition  of  Elf  will 
double  TotalFina's  oil  production  to  over 
2  million  barrels  per  day.  It  will  be  the 
No.  2  independent  producer  in  the  Middle 
East  and  the  leader  in  Africa,  a  new  hot 
area.  TotalFina's  production  is  likely  to 
grow  5%  annually  in  the  coming  years  vs. 
around  2%  for  the  giants.  The  addition  of 
Elf  will  give  Desmarest  the  scale  to  im- 
prove TotalFina's  returns  on  capital  em- 
ployed above  its  current  9%,  says  J.  P. 
Morgan's  Davies.  But  they  will  still  like- 
ly lag  returns  of  the  biggest  companies, 
which  run  around  12%. 

A  few  years  ago,  the  French  govern- 
ment would  likely  have  quashed  a  hostile 
takeover  attempt  against  one  of  the 
country's  largest  companies.  But  with 


consolidation  picking  up  steam  and 
holders  increasingly  restive,  the  g 
ment  had  little  choice  but  to  give 
marest  a  green  light.  Still,  sources 
to  the  deal  say  the  government's  "j 
share"  in  Elf,  which  will  be  retail 
TotalFina,  deterred  potential  foreig 
ders.  Jaffre  says  his  defense,  inc' 
a  so-called  Pac-man  bid  for  Tota 
to  compensate  for  this  absence  of 
petition.  "I  am  proud  that  I  have 
my  duty  for  shareholders,"  Jaffre 

He  can  be  congratulated  for  get 
good  price.  Indeed,  Desmarest  will 
negotiated  away  most  of  the  pot 
benefit  of  the  combination  for  Total 
holders  if  he  only  achieves  the  $1.5 
in  cost  cuts  he  is  promising.  But 
some  analysts  figure,  Desmares 
wring  up  to  $3  billion  in  gains, 
shareholders  will  also  do  well. 

For  Desmarest,  doing  deals  is 
tively  new.  He  made  his  reputation 

WHAT'S  AHEAD  FOR 
FRANCES  NEW  OIL  GIANI 

SYNERGIES  At  least  4,000  job 
losses  are  likely  so  the  group  can 
achieve  up  to  $2  billion  in  cost  c 

ACQUISITIONS  A  takeover  or  me 
er  with  Spain's  Repsol  YPF  or  Ital 
ENI  could  be  in  the  cards  to 
strengthen  TotalFina  in  Europe 

EXPLORATION  It  hopes.to  build 
its  strong  position  in  Iraq  and  Irai 
by  persuading  Saudi  Arabia  and 
Kuwait  to  open  up  their  industry 

daring  moves  in  some  of  the  more 
troversial  oil-producing  countries.  1 
Fina  is  in  the  lead  in  developing  oi 
gas  projects  in  Iran.  With  Elf,  it  also 
the  fast  track  for  projects  in  Iraq,  i 
U.  N.  sanctions  are  lifted.  Desms 
hopes  TotalFina's  growing  heft  will 
persuade  Saudi  Arabia,  which  prefe: 
deal  with  U.  S.  and  British  companie 
be  more  open  to  a  French  player. 

But  he  pooh-poohs  any  notion  tha 
swashbuckling  could  lead  to  tension 
tween  the  U.  S.  and  France.  With 
huge  potential  of  the  Middle  East, 
marest  says,  there  will  be  "plent 
room  for  American  and  European  < 
panies."  At  the  rate  he  and  his  cour 
parts  are  snapping  up  rivals,  there 
only  going  to  be  a  handful  of  ser 
competitors  anyway. 

By  Stanley  Reed  in  I, 


For  a  Q&A  with  TotalFina  CEO  Thierry  ( 
marest,  see  the  Sept.  27  issue  online  a 
www.businessweek.com. 
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Finance 


The  pressure  is  on 
Julian  Robertson 
to  stem  a  tide  of 
hedge-fund  losses 

For  Mark  W.  Yusko,  chief  invest- 
ment officer  of  the  University  of 
North  Carolina  at  Chapel  Hill,  Ju- 
lian H.  Robertson  Jr.  is  more  than 
just  another  portfolio  manager— and  not 
only  because  he  is  an  alumnus  and  bene- 
factor. Robertson's  Tiger  Management 
Corp.  oversees  $30  million  of  unc's  $800 
million  endowment,  and  for  most  of  the 
past  decade,  Tiger  has  performed  su- 
perbly. Robertson's  six  funds  climbed 
56%  after  fees  in  1997  alone. 

But  since  mid-1998,  Robertson's  Tiger 
funds  have  declined  significantly,  and 
even  his  most  loyal  investors  are  con- 
cerned. On  Sept.  15,  unc's  investment 
board  reassessed  its  relationship  with 
its  favorite  son.  Tiger,  Yusko  says,  is 
"really  a  firm  under  siege  right  now— 
and  it's  an  awfully  terrible  situation  to 
find  yourself  in."  Yusko  asserts— and 
Tiger  acknowledges— that  Robertson 
has  had  to  sell  holdings  from  his  port- 
folios to  meet  redemptions.  That  has 
hurt  Robertson's  performance— thereby 
leading  to  more  redemptions,  and  still 
more  asset  sales. 

As    Tiger's    performance    soured— 
falling  19%  so  far  this  year  and  40% 
since  its  peak  a  year  ago— the  funds 
have  been  caught  in  a  vicious  circle  of 
redemptions,  asset  sales,  and  poor  per- 
formance. In  an  interview  with  busi- 
ness week,  Tiger  Chief  Operating  Offi- 
cer   Philip    N.    Duff   confirmed    that 
redemptions  have  totaled  $3.5  billion 
since  last  December  and  that  investor 
withdrawals  have  hurt  the  funds  by 
forcing  Tiger  to  trim  its  portfolios. 
YEN  BET.  Duff  maintains  the  worst  is 
over,  and  he  hotly  disputes  using  a  word 
like  "siege"  in  referring  to  Tiger.  Still, 
redemptions  remain  an  open  question 
that  is  more  than  just  a  concern  to  the 
handful  of  institutions  and  millionaires 
with  their  money  in  Tiger.  Persistent 
rumors  of  troubles  in  the  hedge  fund 
community  have   roiled   the   market. 
Tiger  remains  vulnerable  to  potentially 
troublesome  withdrawals  unless  Robert- 
son can  stem  its  losses— and  soon. 

For  Tiger,  the  problems  began  a  year 
ago.  Robertson's  funds  had  subpar  years 
in  the  mid-1990s  but  enjoyed  healthy 
returns  in  1996  and  1997.  The  rebound 
continued     through     most     of    1998. 


Through  a  combination  of  savvy  stock 
picks  and  currency  plays,  Tiger  was  up 
17%  after  fees  through  Sept.  30,  1998. 
At  its  peak  in  the  summer  of  1998, 
Tiger  topped  $22  billion  in  assets— 
briefly  rising  above  the  Quantum  group 
of  hedge  fund  rival  George  Soros. 

But  an  ill-fated  short  position  in  the 
yen  sent  Tiger  falling  18%  in  October, 
and  it  has  yet  to  recover.  By  the  end  of 


1998,  its  funds  were  down  4%  for 
year.  Robertson  swiftly  shifted  out 
"macro"  bets  on  currencies — and  l 
pretty  much  out  of  the  yen  by  el 

1999.  He  was  almost  entirely  in  sto 
most  of  this  year,  with  an  empha 
Yusko  and  others  note,  on  "val 
stocks  that  haven't  been  favored  by 
market.  The  fund  group's  two  larj 
holdings— U.  S.  Airways  Group  Inc.  I 
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The  fund's 
s  have  shrunk  to 
billion— less  than 
hat  they  were  a 
go 


OBERTSONS  TIGER 
LOST  THEIR  ROAR? 


Management  Inc.— have  per 
d  poorly  this  year,  leading  Robert- 
•  announce  in  August  that  he  was 
ing  "a  variety  of  alternatives  to 
ce  shareholder  value"  at  U.  S.  Air. 
far  this  year,  mainly  because  of 
lan-propitious  stock  picks,  Tiger 
wn  by  nearly  one-fifth.  (Soros' 
■  I)"'  fund,  by  contrast,  was  up 
in  '98  and  is  down  4.7%  so  far 


this  year.)  Tiger's  assets  have  shrunk 
to  less  than  half  what  they  were  a 
ago— $10.5  billion.  Staff  defections,  long 
a  problem  at  Tiger,  have  lately  included 
some  of  Robertson's  top  aides.  In  re- 
cent months,  the  losses  have  included 
the  director  of  equities,  Andreas  Hal- 
vorsen  and,  in  recent  days,  the  man  in 
charge  of  "macro"  investments,  Chris 
W.  Shumway.  Duff  maintains  that  even 
though  20  analysts  have  left  this  year, 
they  have  not  been  leaving  at  an  ab- 
normal rate  and  that  14  experienced 
analysts  have  replaced  them. 
"HOT  MONEY."  Duff  is  not  so  sanguine, 
however,  about  departures  by  investors.' 
That  began  in  December,  1998,  he  says, 
with  the  departure  of  "hot  money"  from 
short-term,  largely  overseas  investors, 
and  has  continued  ever  since.  Duff  says 
that  much  of  the  money  flowed  from 
Robertson's  offshore  Jaguar  fund,  which 
has  been  Tiger's  largest  fund  for  sever- 
al years  and  mirrors  the  performance  of 
the  five  other  Tiger  funds. 

With  the  exception  of  investors  in 
two  of  Tiger's  newer  funds,  investors 
can  withdraw  at  the  end  of  every  quar- 
ter on  one  month's  notice.  And  once 
performance  began  to  lag,  the  cash  out- 
flow began.  According  to  Duff,  some  5% 
to  10%  of  Tiger's  net  assets  have  been 
withdrawn  by  investors  each  quarter 
over  the  past  year,  beginning  in  De- 
cember, 1998.  The  initial  withdrawals 
were  particularly  heavy.  Some  $2  bil- 
lion was  pulled  out  on  Dec.  31,  1998, 
alone— with  the  remaining  $1.5  billion 
coming  out  this  year. 

The  damage  to  Tiger  was  a  good  deal 
worse  than  it  appeared  to  be  at  the 
time.  According  to  Yusko,  who  says  that 
he  has  kept  in  close  touch  with  Tiger  of- 
ficials over  the  past  three  months,  Tiger 
has  had  to  trim  its  most  liquid  posi- 
tions, and  the  withdrawals  have  hurt 
the  hedge  fund's  performance  by  reduc- 
ing the  amount  of  leverage  Robertson 
can  use— and  by  exposing  Tiger  to  op- 
portunistic trading  by  other  participants 
in  the  market. 

Duff  confirms  that  Tiger's  perform- 
ance has  "absolutely"  been  hurt  by  its 
need  to  cash  in  assets.  He  agrees  that 
some  traders  have  taken  advantage  of 
Tiger's  need  to  shed  assets.  However,  he 
denies  that  Tiger  has  shed  only  its  more 
liquid  assets,  maintaining  that  the  sales 
have  been  "across  the  board,"  with 
Tiger's  portfolios  reduced  uniformly.  He 
also  denies  that  asset  sales  have  been 
the  reason  for  reduced  use  of  leverage 
by  Tiger. 

Duffs  comments  contrast  with  some 
past  assertions  from  Tiger  describing 
the  impact  of  redemptions.  In  June,  after 


a  broadcast  reporl  indicated  that  Robert 

son  had  sustained  $3  billion  m  redemp- 
tions, a  Tiger  spokesman  told  BUS] 
week  and  other  media  outlets  that  re- 
demptions had  totaled  $1  billion  and  that 
Tiger  had  ample  cash  to  meet  redemp- 
tions (BW-June  28).  Indeed,  on  June 
11,  Bloomberg  news  service  quoted  a 
Tiger  spokesman  as  saying  that  Tiger 
"has  enough  cash  on  hand  to  pay  out 
its  redemptions  fourfold."  The  amount 
of  redemptions  that  month  was  indeed 
$1  billion,  but  Tiger  was  actually  selling 
shares  then  to  raise  cash  for  the  re- 
demptions. Duff  says  that  Tiger  did  not 
actually  have  "any  cash  sitting  around," 
as  told  to  business  week  and  Bloom- 
berg, but  said  that  was  a  reference  to 
the  "borrowing  capacity  of  our  portfolio." 
A  policy  of  full  disclosure,  of  course, 
is  not  always  the  best  policy  in  the 
hedge  fund  world.  Disclosure  at  the 
time  of  the  full  impact  of  redemptions 
might  well  have  encouraged  still  more 
redemptions.  Still,  Tiger's  treatment  of 
the  subject  in  recent  months  may  not 
enhance  its  credibility  in  dealing*  with 
the  subject  in  the  future,  if  the  re- 
demptions continue.  And  they  may  well 
do  so,  if  Robertson's  performance  con- 
tinues to  worsen.  Antoine  Bernheim, 
publisher  of  the  U.  S.  Offshore  Fu?ids 
Directory   and   the   new   hedgefund- 
news.com  database,  says  that  as  a  rule 
of  thumb,  a  fund  whose  performance 
declines  15%  can  expect  to  see  its  as- 
sets   fall    25%    to    30%    because    of 
redemptions. 

Duff  declined  to  discuss  the  quantity 
of  redemptions  that  Tiger  will  have  to 
pay  out  in  September — which  were  dis- 
closed to  the  fund  at  the  end  of  Au- 
gust. However,  he  maintains  that  hot 
money  has  stopped  flowing  out  of  the 
fund.  Yusko  believes  that  Tiger  is  sure 
to  rebound.  But  he  is  not  so  sure  re- 
demptions are  a  thing  of  the  past. 
"Clearly,  there  are  a  large  number  of  in- 
stitutions that  have  withdrawn  or  are 
contemplating  withdrawal"  from  Tiger, 
says  Yusko.  unc  isn't  one  of  them,  how- 
ever. The  board  voted  unanimously  on 
Sept.  15  to  stick  with  Robertson— in 
expectation  of  a  rebound. 

Duff  says  that  Tiger  is  thinking  about 
requiring  its  new  investors  to  keep  their 
money  in  the  Tiger  funds  longer— or, 
perhaps,  requiring  them  to  provide  more 
notice  before  taking  it  out.  That  may 
put  a  stop  to  the  "hot  money"  problem 
for  a  while.  But  if  Tiger's  losses  con- 
tinue, even  Robertson's  most  loyal  in- 
vestors may  start  thinking  the  unthink- 
able— that  heading  for  the  exits  may 
not  be  such  a  bad  idea  after  all. 

By  Gary  Weiss  in  New  York 
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STOCK  INDEXES 


THIS  POWERHOUSE 
IS  LOSING  MUSCLE 

Investors  are  getting  antsy  as  S&P  500  funds  falter 


If  you're  one  of  the  millions  who  in- 
vests in  Standard  &  Poor's  500-stock 
index  funds,  FYl:  Your  fortune  may 
be  growing  a  lot  more  slowly  than  you 
think. 

The  s&p  500  is  up  only  8.21%  so  far 
this  year,  compared  with  28.3%  last  year 
and  31%  the  year  before.  A  slowdown  in 
the  growth  of  some  of  the  biggest,  most 
popular  stocks  like  Microsoft  Corp.  and 
America  Online  Inc.,  combined  with  di- 
minishing money  flows  into  s&P  500 
funds,  has  pushed  the  index'  growth 
back  to  more  historical  levels. 

But  there  is  good  news.  The  index 
has  broadened  out  dramatically,  meaning 
that  more  than  just  a  handful  of  stocks 
are  now  performing  well.  "This  means 
there's  more  sustainability,"  says  Jef- 
frey M.  Warantz,  equity  analyst  at  Sa- 
lomon Smith  Barney. 

With  the  Dow  Jones  Industrial  aver- 
age already  up  twice  as  much  as  the 
s&p  500,  this  will  likely  be  the  first  year 
since  1996  that  the  s&P  500  has  under- 
performed  the  Dow.  "The  great  per- 
formance of  the  s&P  500  was  won- 
derful while  it  lasted,  but  we 
think  the  trend  is  over,"  says 
Douglas  R.  Cliggott,  U.  S.  eq- 
uity strategist  at  J.  P.  Mor- 
gan &  Co. 

Granted,  an  8%  year-to- 
date  gain  may  not  seem  so 
worrisome.  But  it  may  come 
as  a  shock  to  those  who 
expect  spectacular  double- 
digit  returns.  Since  its  peak  on 
July  16,  $577.8  billion  of  in- 
vestor  wealth   has   vanished 
from  the  s&P  500.  Not  only 
that,  the  average  s&p  500  stock 
is  20%  off  its  52-week  high. 
"HUMDRUM."    Rising    interest 
rates  have  had  an  eroding  ef- 
fect on  some  of  the  big  s&p  500 
stocks.  "You  just  haven't  seen 
the  huge  gains  this  year,  espe- 
cially in  some  of  these  tech 
stocks,"  says  Warantz. 

Just  look  at  Microsoft.  It  is 
up  a  "humdrum"  34%  this  year, 
compared  with  a  115%  gain  in 
1998.  aol  is  down  48%  from  its 


52-week  high.  Compaq  is  53%  off  its 
year-to-date  high.  Dell  Computer  and 
Merck  &  Co.  are  down  14%  and  21%, 
respectively,  from  their  year-to-date 
highs. 

The  broadening  is  clear.  In  1998,  87% 
of  the  gain  in  the  s&P  500  was  due  to 
the  so-called  Nifty  Fifty  stocks,  includ- 
ing Microsoft  and  General  Electric.  But 
in  the  last  year,  the  index'  increase 
comes  from  181  stocks,  including  these 
two.  Conspicuously  absent  are  stocks 
like  Compaq  Computer  Corp.  and 
American  Home  Products  Corp. 
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THE  S&P  INDEX  WEAKENS 


▲  PERCENT 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


DOW  JONES 
INDUSTRIAL 

•THROUGH  SEPT  15 


Indeed,  the  overall  market  has  jj 
broader.  In  early  April,  four  out  « 
stocks  in  the  U.  S.  trailed  the  s«' 
by  15%  or  more  on  a  12-month 
Now,  only  three  out  of  five  stock:! 
the  s&P  500  by  15%  or  more.  "A 
matic  improvement  has  occurred  :|> 
overall  market  within  a  very  sho: 
riod  of  time,"  says  Warantz.  One 
is  that  traditional  value  stocks,  pr 
ily  the  industrial  cyclicals  that  ma 
most  of  the  Dow,  sprang  back  t 
this  spring.  "The  smokestack  s 
edged  out  some  of  the  cutting 
stocks,"  says  David  M.  Blitzer, 
economist  at  Standard  &  Poor's.  £ 
cap  and  mid-cap  stocks  have  also  g 
ground. 

In  the  face  of  all  of  this  is  risin 
500  corporate  profits.  Accordin 
i/b/e/s  International  Inc.,  an  ear 
research  firm,  third-quarter  profit 
expected  to  rise  21.8%  over  last 
And  fourth-quarter  earnings  are 
mated  to  be  up  21%.  "Rising  int 
rates  and  rising  profits  probably  n 
the  market  will  be  stuck  in  a  t» 
range,  with  a  downside  bias  towan 
s&P,"  says  J.  P.  Morgan's  Cliggott. 
Some  investors,  it  seems,  have  1 
downside  bias  toward  the  s&P  500 
May.  According  to  Financial  Rest 
Corp.  in  Boston,  investment  flows 
s&P  500-index  funds  dropped  off  dra 
ically  that  month — from  $4.3  billic 
April  to  $2.8  billion.  "You  can  attri 
some  of  that  to  IRA  investbrs  rushii 
meet  the  Apr.  15  tax  deadline,  but 
key  is  that  the  market 
ed  away  from  some  of  t 
big  growth  stocks 
Michael  Evans,  an  am 
at  frc.  And  in  July,  i 
were  only  $1.8  billior 
July  of  last  year,  they  a 
$3.3  billion.  Meanwhile 
into  "total  stock  market 
dex  funds  that  pat 
themselves  after 
Wilshire  5,000  have  seen 
creases — with  some  $4.3  bi 
flowing  in  so  far  this  year, 
pared  with  just  $3.3  billion 
1998. 

Says  s&P's  Blitzer:  "Ac 
fund  managers  should  be  ha 
with  the  comparisons.  Eve 
the  s&P  ends  up  gaining  13' 
14%  this  year,  it  will  still 
pretty  terrible  compared  to 
past  three  years."  But  in 
market  environment,  double- 
it  returns  of  any  kind  may 
the  best  investors  can  hope 
By  Marcia  Vicl 
in  New  \  ! 
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We've   Completely   Rethought 


Freight    Transportation, 


It's  amazing  what  can 


AVE 


o  u 


7 


happen  when  you  open 


the  door  to  new  possibilities.  You  view  sourcing,  manufacturing  and  distribution  as  a  continuum.  And  you 
treat  transportation  expenditures  as  an  investment  which  pays  dividends  in  customer  satisfaction  and  mar- 
ket share.  That's  the  kind  of  thinking 
that  has  shaped  CNF  Transportation: 
a  $5  billion  group  of  market-leading 
companies,  united  by  a  shared  commit- 
ment to  quality  service  and  innovative 
solutions.  With  33,000  people,  25,000 

—   .  I  pieces  of  equipment,  nearly  100  jet 

.M  » 

freighters  and  worldwide  coverage,  we 

certainly  have  the  resources  to  meet 

your  needs.  More  to  the  point,  though, 

we  have  ideas  to  help  strengthen  your 

supply  chain.  And  in  today's  world,  it's 

ideas  that  really  carry  weight. 

CPF 

TRANSPORTATION 

■    Where  ideas  carry  weight 

EIery    Worldwide     ♦     Con-Way    Transportation    Services     ♦     Menlo    Logistics      http://www.cnf.ci 
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COMMENTARY 

By  Jeffrey  M.  Laderman 


A  MUTUAL  FUND  THAT  LETS  IT  ALL  HANG  OUT 


Online  retailer  eToys  Inc.  opened 
on  Sept.  10  about  two  points 
higher  than  its  previous  closing 
price,  and  Maurice  Werdegar,  a  trad- 
er for  the  Open  Fund,  sensed  an  op- 
portunity. Word  was  out  that  eToys 
could  be  facing  a  "short  squeeze," 
forcing  investors  to  buy  shares  to 
cover  those  they  have  borrowed. 
Werdegar  snapped  up  800  shares  at 
45,  and  eToys  finished  the  day  at  53. 

The  stock  rose  again  on  Monday, 
and  Werdegar  cashed  out  at  59%.  But 
he  still  liked  eToys.  "Short-covering 
and  e-Christmas  hype  could  send  this 
one  higher,  and 


cause  they  don't  have  the  time,  in- 
terest, or  resources  to  maintain  a 
portfolio.  That  may  be  so,  but  Donald 
L.  Luskin,  chief  executive  of  Meta- 
markets.com,  argues  that  the  Net 
has  created  a  new  investor,  a  more 
engaged  individual  accustomed  to 
getting  information  at  warp  speed. 

Most  mutual-fund  companies,  even 
at  their  Web 
sites,  deliver 
portfolio  infor- 
mation with  all 
the  speed  of  an 
oxcart.  That's 


?  %. 


OpenFund 


we'll  consider 
reentry  on  a 
pullback," 
Werdegar  wrote 
on  his  trade 
blotter.  He  got 
his  chance  on 
Tuesday,  buying 
700  shares  at 
just  under  57. 

What  Werde- 
gar did  is  just 
what  many  mu- 
tual-fund 
traders  do  to 
make  money. 
What  is  highly 

unusual  is  that  every  trade  the 
fund  makes  is  posted  on  its  Web 
site,  www.metamarkets.com.  So 
are  the  number  of  shares,  the  ac- 
quisition price  of  every  stock  in 
the  portfolio,  real-time  changes  in 
prices,  and  the  trade  blotter. 

The  Open  Fund  and  its  parent, 
Metamarkets.com,  are  rewriting  the 
book  on  the  how  mutual  funds  inter- 
act with  their  shareholders  and  the 
public.  The  $6  million  fund,  launched 
Aug.  31,  is  up  3.8%  in  its  first  two 
weeks. 

ROOM  WITH  A  VIEW.  Sure,  there  is 
some  gimmickry  at  work.  At  the 
Web  site,  you  can  peer  into  the 
South  San  Francisco  trading  room 
and  watch  the  action — which  isn't 
much.  Most  institutional  investing 
consists  of  traders  dickering  with 
brokers  on  the  phone.  There  are 
message  boards  at  the  site  that  in- 
vite discussion  on  stocks  in  the  fund. 
But  most  people  invest  in  funds  be- 
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FULL 
DISCLOSURE: 

At  its  Web 
site,  the  Open 
Fund  dis- 
plays its  cur- 
rent portfolio 
and  allows 
investors  to 
follow  the 
fund's  latest 
trades  tick  by  tick 

because  they  do  only  what  the  law 
requires,  disseminating  their  com- 
plete portfolio  every  six  months. 
What's  more,  the  funds  have  up  to 
45  days  to  issue  the  report. 

In  recent  years,  companies  have 
begun  to  report  their  funds'  10  largest 
holdings,  either  quarterly  or  monthly 
with  a  delay.  But  some  fund  groups 
are  resisting  giving  much  more.  Put- 
nam Investments  Inc.  even  let  Stan- 
dard &  Poor's  Corp.  pull  its  "Select" 
rating  from  several  funds  rather  than 
give  s&P  portfolio  updates. 

Some  companies  provide  updated 
portfolios  to  the  fund-raters,  but  not 
to  their  shareholders.  Morningstar, 


Inc.  makes  Aug.  31  portfolios  for 
John  Hancock  Funds  available  to 
subscribers.  Yet  Hancock's  own  sitj 
only  shows  June  30's  top  10  holdinl 
LOW  PRIORITY.  Despite  the  slow  dl 
closure,  the  issue  is  not  on  the  Se<f 
rities  &  Exchange  Commission's 
agenda.  Barry  P.  Barbash,  an  attoil 
ney  at  Shearman  &  Sterling  and  fq 
mer  director  of 
the  sec's  Divisil 
of  Investment 
Management, 
says  "technolog 
and  market  ford 
will  take  disclo-) 
sure  much  fartJ 
than  regulators,! 
Disclosure  ex 
two  ways.  Until 
recently,  the  $2J 
billion  Munder 
NetNet  Fund 
posted  its 
portfolio  d^ 
ly  at  its 
Web  sitej 
But  the 
fund  mar 
agement 
suspected  I 
traders  wej 
bidding  up 
those  stocks, 
making  it  more  costlj 
for  the  fund  to  build  a  position.  Thd 
fund  switched  to  month-end  report-] 
ing,  with  a  15-day  lag.  "More  infor- 
mation is  better  as  long  as  it  doesn 
get  in  the  way  of  performance,"  saj 
Paul  T.  Cook,  the  fund's  manager. 

Still,  the  funds  would  make  a  gis 
leap  forward  if  they  adopted  even 
Munder's  model,  never  mind  Open 
Fund's.  Of  course,  the  fund  industn 
has  become  a  $6  trillion  giant  despi 
its  disclosure  practices.  But  that  ms 
not  work  in  the  future.  Cheap  onlin 
commissions  and  easy  access  to  infi 
mation  already  have  bred  a  genera- 
tion of  investors  which  may  bypass 
funds  altogether.  Unless  they  appes 
to  Net-savvy  customers,  mutual 
funds  might  discover  it's  more  diffi- 
cult to  find  future  investors. 

Senior  Writer  Laderman  covers 
mutual  funds. 
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power 
to  say  no. 


Infinium  can  help 
you  turn  information 
into  better  decisions. Visit 
www.infinium.com/bw 
to  learn  more  about  how 
we  can  help  your  company 
do  great  work.  Infinium: 
enterprise  software 
solutions  to  optimize 
business  performance. 

'in  rtjiiifrid  nidrmiit  ol  Indnium  Solum 
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day  planner 


calculator 


alarm  watch 


battery  charger 


It  adds  six  ounces 
to  your  pocket  while 
•  lifting  considerably  more 
from  your  shoulders. 

Consider  the  Nokia  6100  Series 
wireless  phone  your  own  personal 
assistant.  This  digital  wonder  is 
loaded  with  features  to  help  you 
get  through  your  busy  day: 
jp  to  199-name  phone  directory, 


i 


NOKIA 

Connecting  People 


www.NokiaUSA.com 


one-touch  dialing,  calendar,  clock, 
calculator,  caller  ID,  text  messaging, 
reminder  messages,  call  waiting, 
up  to  four  hours  of  talk  time,  up  to 
200  hours  of  standby  time,  four 
games,  and  profile  settings  that  let 
you  silence  your  phone  during 
important  meetings.  So  if  you  feel 
as  if  you're  carrying  the  weight 
of  the  world,  try  carrying  the  Nokia 
6100  Series  wireless  phone  instead. 
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COMMENTARY 

By  Peter  Coy 

DON'T  SUBSIDIZE  CASTLES  BUILT  ON  SAND 


Hurricane  Floyd  did  more  than 
smash  real  estate.  It  will  also 
shake  up  bank  accounts  from 
coast  to  coast.  By  the  time  the 
cleanup  and  rebuilding  are  complete, 
all  U.  S.  taxpayers  will  have  anted 
up  for  Floyd  through  big  payouts  on 
subsidized  flood  insurance  as  well  as 
grants  and  low-cost  loans  to  people 
living  in  federally  designated  disas- 
ter areas. 

It's  admirable  for  people 
to  lend  a  hand  to  neigh- 
bors who  are  in  distress. 
Unfortunately,  in  most  nat- 
ural disasters,  much  of  the 
public  money  goes  to  cover    | 
losses  that  could  easily 
have  been  avoided.  Gov- 
ernment policies  thwart 
sensible  behavior.  They 
make  it  too  easy  for  people 
to  live  in  beautiful  but  dis- 
aster-prone places  such  as 
barrier  beaches,  flood 
plains,  cliff  sides,  tinder- 
dry  canyons,  and  seismic 
fault  zones.  That's  one  rea- 
son why  financial  losses 
from  natural  disasters  are 
growing  at  a  rate  faster 
than  the  economy  itself  is 
expanding. 

FORGIVING  TIMES.  The  so- 
lution isn't 


that  1.2  million  acres  of  vulnerable 
private  land  along  the  coasts  would 
not  be  eligible  for  flood  insurance  or 
government-funded  roads, -sewers,  or 
beach  replenishment. 

In  other  words,  you  can  still  build 
a  mansion  on  your  dune,  but  when  it 
gets  washed  away,  you  won't  be  able 
to  hit  up  the  taxpayers  for  a  new 
one.  That  discourages  imprudent  de- 


Hurricane  help:  By  underwriting 
flood  insurance,  Washington  is 


building  up  their  reserves  and  la] 
off  more  of  their  risk  on  reinsure. 
So  despite  the  state's  infamous  vi 
nerabihty  to  storms,  you  can  still 
sure  your  home  in  Florida — you  j 
have  to  pay  more  to  do  so.  That 
makes  sense. 

In  some  cases,  of  course,  the  o 
sensible  thing  is  to  move  out  of 
harm's  way.  Since  1993,  the  Fedei 
a  I  ;  a*gs        Emergency  Managerne: 
Agency  has  helped  rel 
cate  more  than  11,000 
homes  and  businesses 
along  the  Mississippi  ■< 
other  rivers  that  are 
prone  to  repeated  flooc 
ing.  That's  a  giant  step 
forward  from  the  tradi 
tional  practice  of  buildi 
higher  and  higher  leve 
which  inevitably  break 
HINT,  HINT.  Still,  there 
more  to  be  done.  James 
Lee  Witt,  the  iconoclasi 
director  of  pema,  advo- 
cates denying  subsidize 
federal  flood  insurance 
people  who  make  repea 
ed  claims  and  refuse  to 
take  preventive  measur 
ranging  from  sealing  th 
basements  to  raising  th 
houses  on  stilts.  A  versi 


some  elaborate  making  it  easier  to  live  in  risky  areas  of  the  proposal  was  *&& 


new  government  disaster- 
relief  program.  Quite  the 
opposite,  in  fact.  In  most  cases,  the 
best  thing  the  government  can  do  is 
get  out  of  the  way  and  let  the  free 
market  do  its  work.  That  requires  a 
well-functioning  insurance  market, 
one  in  which  premiums  are  correctly 
aligned  with  risks.  Subsidies  make 
people  do  dumb  things  because  they 
don't  pay  the  full  consequences  of 
their  behavior.  "You  don't  build  a 
house  on  train  track . . .  and  you 
shouldn't  build  10-story  buildings  on 
sand  dunes,"  says  Brett  D.  Hulsey, 
director  of  the  Sierra  Club's  Protect 
Our  Families  From  Floods  Project. 

The  free-market  approach  to  disas- 
ter preparedness  and  relief  works 
when  it's  given  a  chance.  In  1982,  for 
instance,  Congress  passed  and  Presi- 
dent Reagan  signed  the  Coastal  Bar- 
rier Resources  Act,  which  mandated 


velopment.  Quips  Jacqueline  Savitz, 
executive  director  of  the  Coast  Al- 
liance: "If  we  don't  rebuild  it,  they 
won't  come." 

A  free-market  approach  isn't  just 
for  preserving  pristine  beaches.  It 
also  works  in  places  that  have  al- 
ready been  developed.  Take  Florida. 
Homeowners  insurance  became  near- 
ly impossible  to  get  in  the  Sunshine 
State  after  Hurricane  Andrew  in 
1992,  and  the  state  had  to  step  in 
with  subsidies. 

However,  after  studying  computer 
models  of  potential  storm  damage 
and  reviewing  property  values,  insur- 
ers realized  that  most  of  the  state 
was  still  a  good  bet  for  subsidy-free 
insurance.  The  insurance  companies 
have  raised  premiums,  increased  de- 
ductibles, and  capped  coverage  while 


duced  in  the  House  of 
Representatives  this  sui 
mer  as  the  Two  Floods  and  You  Ai 
Out  of  the  Taxpayer's  Pocket  Act, 
Meanwhile,  the  Coastal  Barriers  Ai 
is  up  for  reauthorization.  There  is 
move  afoot  to  exempt  certain  areas 
such  as  pieces  of  Florida's  Gulf  Coa 
and  North  Carolina's  Cape  Hattera 
Instead  of  being  weakened,  the  act 
should  be  expanded  to  cover  more 
vulnerable  areas. 

It  may  seem  cold  to  focus  on  mo: 
ey  when  hurricane  victims  are  still 
picking  through  the  rubble  of  their 
homes.  In  fact,  though,  a  revamped 
disaster-insurance  program  would 
not  only  save  money,  it  would  save 
lives.  With  the  proper  incentives, 
people  will  choose  to  live  in  safe 
homes  on  safe  ground.  And  everyo 
will  benefit. 

Coy  is  associate  economics  editor. 
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E-commerce  is  helping  thousands  of  companies  dominate  the  competition.  And  we  can  help 
,  find  out  how  with  a  free  independent  research  report  on  "The  State  of  Online  Retailing" 
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Please  take  a  few  minutes  to  complete  the  survey  online  at  www.rsch.com/ebizsurvey, 

You  can  also  fill  out  the  survey  here  and  fax  it  to  1-800-567-8783  or  mail  it  to  Beta  Research, 
6400  Jericho  Turnpike,  Syosset,  New  York    11791. 


I. 


2. 


4. 


5. 


Company's  involvement  in 
electronic  business 

Many  companies  define  E-business  as  the 
utilization  of  the  Internet  to  transform  key 
business  activity.  How  do  you  define  E-business? 
(check  all  that  apply) 

Conducting  commerce  J 
Supply  chain  &  vendor  management  J 
Customer  relations  management  J 
All  of  the  above  □ 
Other  □ 
(please  specify) 


None  of  the  above 


□ 


Which  of  these  business  functions  does  your 
company  provide  or  conduct  online? 
(check  all  that  apply) 


Annual  report 

□ 

Catalog 

□ 

Company  information/p 

rofile 

□ 

Customer  service 

□ 

E-mail 

□ 

Employee  directory 

□ 

Maintain  database 

□ 

Order/package  tracking 

□ 

Sell  product 

□ 

All  of  the  above 

□ 

Other 

□ 

(please  specify) 

None  of  the  above 

□ 

How  important  is  E-business  to  your 

company's  business? 

(check  only  one) 

Very  important 

□ 

Somewhat  important 

□ 

Not  too  important 

□ 

Not  important  at  all 

□ 

Are  you  personally  involved  in  your  company's 
Internet  or  Web  business? 

Yes  □ 

No  □ 

How  important  is  E-business  information  to  you? 

Very  important  □ 

Somewhat  important  J 

Not  too  important  -I 

Not  important  at  all  □ 


If  information  on  E-business  is  important  tc 
where  do  you  get  it  now? 
(check  all  that  apply) 


Business  associates 

□ 

Business  magazines 

□ 

Conferences/seminars 

□ 

Consultants 

q 

Industry-specific  publications 

□ 

h 

Newspapers 

□ 

Online/Internet  sources 

□ 

Television 

□ 

Other 

□ 

(please  specify) 

II.    Reading  Business  Week  e.biz 

7.      Which  of  the  following  issues  of 
Business  Week  e.biz  have  you  read? 
(check  all  that  apply) 

March  22,  1999 
July  26,  1999 
September  27,  1999 
None  of  the  above 


If  none,  please  skip  to  question  13. 


□ 
□ 
□ 
□ 


Jays 


If  you  read  Business  Week  e.biz,  would  you 
say  it  was: 

Very  interesting  Q 

Somewhat  interesting  □ 

Not  too  interesting  □ 

Not  interesting  at  all  Q 


y 


[ 


9.  After  reading  Business  Week  e.biz,  did  you 
that  you: 

(check  only  one) 

Wanted  more  information  □ 

Had  enough  information  from  that  issue  J 

Were  overwhelmed  with  too  much  information  □ 

10.  After  you  read  Business  Week  e.biz,  did  you 
(check  only  one) 

Save  section/issue  for  future  reference  J 

Pass  it  onto  or  share  with  a  friend  or 

work  associate  □ 

Discard  it  Q 


How  would  you  describe  Business  Week  e.biz? 
(check  only  one) 

i  iood  information  no)  Found  anywhere  <.ls<-  J 
A  few  interesting  and  insightful  tidbits  U 
1  ittle  I  don't  already  know  LI 
Other  □ 
(please  specify) 


ti 


How  would  you  rate  the  content  of 
Business  Week  e.biz? 

It's  about  right  Q 

It's  too  technical  Q 

It's  too  simplistic  Q 

Other  □ 

(please  specify) 


Business  Week  Online 

Have  you  ever  visited  businessweek.com? 

Yes,  in  the  past  month  Q 

Yes,  but  longer  than  30  days  prior  □ 

No  □ 


please  skip  to  question  16. 


If  you  have  visited  businessweek.com  in  the  last  30 
days,  approximately  how  frequently  did  you  visit? 

More  than  once  a  day  J 

Daily  □ 

Every  other  day  J 

Weekly  □ 

Every  other  week  □ 

Less  than  every  other  week  □ 

Have  you  visited  the  e.biz  area  on 
Business  Weeks  Web  site? 

Yes  '  □ 

No  □ 

Don't  recall/know  J 


Business  Week  e.  biz  Future 

Currently,  e.biz  is  furnished  as  a  feature  within 
the  pages  of  Business  Week.  There  is  also 
additional  information  in  the  e.biz  area  on 
3usinessweek.com.  Which  form  would  you  like 
?.biz  to  take  in  the  future?  (check  only  one) 
Current  format  (edit  feature/site  area)  □ 

A  stand-alone,  separate  print  magazine  G 

An  electronic  magazine  on  the  Web  only  J 

An  electronic  magazine  delivered  by  E-mail 

or  other  personalized  system                            G 
A  stand-alone  print  product,  as  indicated 
above,  supplemented  by  a  Web  site  or 
other  electronic  delivery                                   □ 
Other                                                                      □ 
(please  specify) 


V.    About  you  (optional) 

17.    What  is  your  age?_. 


18.    Sex: 

female 
Male 


□ 

□ 


19.  What  is  the  highest  level  of  education  you  have 
attained?    (check  only  one) 

Some  High  School  Q 

High  School  Graduate  J 

Some  College  ( 1  -3  years)  □ 

College  Graduate  □ 

Some  Post  Graduate  Q 

Graduate  Degree  □ 

20.  What  is  your  job  title,  e.g.,  director,  vice 
president,  manager,  CEO,  etc? 


21.  In  which  department  of  your  company  do 
you  work?    (check  only  one) 

Administration/Management  J 

Advertising/Sales/Marketing  □ 

Corporate  Planning  □ 

Engineering/Research  &  Development  □ 

Finance/Accounting  Q 

Human  Resources/Training  □ 

International  Operations  □ 

Legal  □ 

Manufacturing/Production  □ 

Purchasing/Procurement  J 

Technology/MIS/IS  □ 

Other  □ 

(please  specify) « 

22.  Approximately  how  many  employees  are  there 
in  your  entire  company? 

(check  only  one) 

1-24  □ 

25-99  □ 

100-499  □ 

500-999  □ 

1,000-4,999  □ 

5,000  or  more  □ 


BusinessWeek 


_ 
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CELEBRITIES 


THE  HOTTEST  BASH 
YOU  NEVER  HEARD  OF 

Will  Forstmann's  Aspen  gala  buy  him  "gravitas"? 

Many  people  have  heard  of  the 
glitzy  business  conference  that's 
hosted  by  investment  banker 
Herbert  A.  Allen.  His  annual  Sun  Val- 
ley (Idaho)  confab  generates  enormous 
buzz  and  is  well  known  as  the  place 
where  media  moguls  gather  to  do  deals 
and  swap  gossip. 

Move  over,  Herb:  There's  another 
conference  that  may  have  an  even  high- 
er wattage  roster,  with  the  added  allure 
of  being  virtually  unheard  of  outside 
of    its    elite    attendees.    Called    the 
Forstmann  Conference,  it  is  a  closed 
affair      thrown      by      Theodore      J. 
Forstmann,  who  runs  the  New  York 
leveraged-buyout  firm  Forstmann  Little 
&  Co.  Forstmann  brings  together  busi- 
ness, political,  and  show-business  big- 
wigs to  discuss  big  ideas,  while  making 
sure  his  guests  and  their  spouses  have 
fun.  He  provides  entertainment  and 
sports  pros,  keeps  the  dress  code  casu- 
al, bans  the  working  press,  and  re- 
quires that  all  conversation  is 
off  the  record.  All  of  which 
generates  little  media  hype. 
But  it  pays  off  by  attracting 
business  opportunities  and  in- 
vestors for  Forstmann  Little, 
while  winning  Ted  Forstmann 
a  huge  ego  boost  and  a  lot  of 
friends.  "He's  trying  to  buy 
gravitas,"     says     one     Wall 
Street  banker.     "You  offer  a 
hot  meal,  and  the  queen  will  come  to 
dinner." 

FRONT  PAGE.  This  year's  three-day  ex- 
travaganza will  start  on  Sept. 
16  in  Aspen,  Colo.  People  who 
were  scheduled  to  attend  in- 
cluded chief  executives,  from 
Disney's  Michael  Eisner  and 
American   Express'   Harvey 
Grolub  to  Amazon.com's  Jeffrey 
Bezos,  and  money  managers 
Julian     Robertson    Jr.     and 
Michael  Price.  Politicians  in- 
cluded Newt  Gingrich,  Sam 
Nunn,    and    Nelson    Mandela,    South 
Africa's  ex-president — which  was  front- 
page news  in  the  Aspen  Daily  News. 

Also  on  the  list:  Hollywood's  Kevin 
Costner,  Sean  Connery,  and  Oprah  Win- 


BARAD 


MANDELA 


TEDDY  FORSTMANN'S 
EXCELLENT  ADVENTURE 

Some  of  the  Forstmann 
Conference  invitees 


GUESTS 


KEVIN  COSTNER  Actor 
JILL  BARAD  CEO,  Mattel 
SEAN  CONNERY  Actor 
MICHAEL  DELL  CEO,  Dell 

MICHAEL  EISNER 

CEO,  Walt  Disney 

OPRAH  WINFREY 

Talk-show  host  and  entrepreneur 


SPEAKERS 


On  Global  Politics: 
NELSON  MANDELA 

Former  South  African 
President 

On  Aging: 
JOHN  GLENN 

U.S.  Senator 

On  Risk-Taking: 
RUPERT  MURDOCH 

CEO,  News  Corp. 

On  Terrorism: 
GEORGE  TENNANT  Director,  C.I. A 

DATA:  BUSINESS  WEEK 


frey,  and  celebrity  journalists 
ABC  anchor  Peter  Jennings,  The 
higton  Post's  Bob  Woodward,  a 
ference  master  of  ceremonies 
Rose.  Federal  Reserve  Chairma: 
Greenspan  planned  to  attend 
spouse  to  nbc  reporter  Andrea 
confirms  a  Fed  spokeswoman. 

The  locals  were  grumbling  ab 
expected  pileup  of  jets.  But  gues 
the  all-expenses-paid  weekend  at 
scale  Jerome  Hotel,  both  for  the 
to  unwind  and  the  intellectual  stim 
Says  first-time  guest  Daniel  H.  G 
chief  executive  of  Hambrecht  & 
Group:  "As  the  Old  Economy  me 
New  Economy  on  the  Web,  this 
particularly  relevant." 

Forstmann  hasn't  always  gotte 
glowing  reviews.  The  59-year- 
nancier  is  perhaps  best  known 
outlandish  portrayal  in  the  1980: 
seller,  Barbarians  at  the  Gate,  as 
obsessed  with  the  perils  of  junk| 
But  since  1978,  Forstmann's  fir: 
invested  in  24  companies,  and  re| 
launched   the   Children's   Schol 
Fund  with  a  personal  $50  million 

The  conference  began  as  a 
affair  10  years  ago.  When  Forst] 
owned  Gulfstream  Aerospace 
which  he  just  sold  in  Augus 
shindig  was  a  way  to  subtly  pitcl 
on  the  latest  jet.  Now,  it  gets 
mann  in  front  of  corporations  wi 
pension  funds  to  invest.  And  nex 
a  corporate  chieftain  hai 
vision  to  sell,  he  just 
just  call  Forstmann. 

The  blowout  was  to 
with  a  Friday  panel  on 
aging    risk.    The    sche 
speakers  were  Rupert 
doch,  ceo  of  News  Corr 
tired         soldier        No: 
Schwarzkopf,  gold-medal 
Picabo  Street,  and  money 
ager  Paul  Tudor  Jones  II.  After  a  s 
uled  lunch  with  a  word  from  Georj 
Bush,  guests  were  to  have  a  session 
golf  pro  Jim  Flick,  and  fo 
tennis  star  Andrea  Jaeger 
urday's  scheduled  sessions 
medical  technology,  with 
tor  John  Glenn  (D-Ohio), 
battling    terrorism.    Crc 
Tony      Bennett      was 
evening's  scheduled  musi 
while  the  wrap-up  lunch 
to  conclude  with  a  state-ol 


CONNERY 


ive 


II 


GLENN 


world  speech  from  former 
retary  of  State  George  P.  Shultz  at 
Pine  Creek  Cookhouse,  overlooki 
crystal  stream  and  snow-capped  n  | 
tains.  Now,  about  that  invitation,  Tf  ' 
By  Leah  Natlians  Spiro  in  New 
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Emm 


be  a  part  of  it  as  it  nappens 


I 


ve  tv  PRODUCED  BY 

Official  Media 
Services  Provider 


tele.com 

ttmmunications 

In  cooperation  with 


BusinessWeek 


*P 


live  tv  SPONSORED  BY 


ERICSSON 


CMP        COMPAQ. 


Three  further  sponsors  of  live  tv  to  be  announced. 
For  information  on  advertising  and  sponsorship  opportu- 
nities on  Telecom  99  +  Intiractive  99  live  tv  call  Michael 
Wolf  on  Tel  +44  (0)  1628  502930. 


at 

Telecom  99  + 
Interactive  99 


ORGANISER 


TELECOM 


■vj  122531  ^ 


l-iiYaV&li-.V 


Int8r@ctiv«c^e} 


h 
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Corporate  Gifts/Premiums 


No  time  to 
wait  for 
catalog? 

Order 
thousands 
of  unprintable 
business  gifts  online 
...  24  hours  a  day. 

PR0M0MART 

www.promomart.com/bw 

Enter  monthlj  u>  win  11,000  in  gifts! 

Visit  now. 


Corporate  Gifts 


MAKE  A  BIG  HIT 

Logo  &  Peiscm.iliv.ocl  OoU  B.lll 


To 
Order 
CaU: 


Pinnacle 
MAXFLL 


'  I.D.  GOLF  BALLS 

1-888-ID  BALLS 

(1-888-432-2557) 


JL4P/*  - 


1000  Temporary  Tattoos  with  your  Logo, 
Just  S189.00!! 

plus  $10.00  S&H  (CA  add  7.25°o  sales  lax) 
Customized!  Full  Color!  2"x2" 

Calico 

3000  Alamo  Drive.  Sle  201  •  Vacaville.  CA  95687 
Tel:  707/448-7072  •  Fax.  707/446-8273 


Business  Services 


:r»T«1;lJO;7:Ni 


IN  DELAWARE 

S25 


Plus  slate 
lees 


Incorporate 

in  all  50  states. 

""  Quick,  easy,  affordable. 

Incorporate  on-line  or  call  today. 

800.940.3168 

Fax:  302.636.5454  •  WWW.LLC.COM 

CORPORATE  AGENTS,  INC. 


Telecommunication  Services 


my      mynumber 

Reaching  You  Not  A  Location 


mynumber  gives  you  a  single  number 
for  all  your  communications  needs.  One 
number  for  all  phone,  fax,  cellular  and 
pager  numbers.  Toll-free  #  follows  you  to 
all  destinations  in  the  USA  and  Canada 

9-way  conference  calling 

voicemail    faxmail 

speed  dialing    call  screening 

caller  ID    call  waiting 
All  accessible  from  any  phone. 


888-mynumber  (888-696-8623) 
www.888mynumber.com 


5.9C  LONG 
DISTANCE!!! 

Calling  Card  w/o  Payphone  Surcharge! 

Incredible  International  Rates! 

Int'l  Rates  for  Mobile  Phones  Too! 

Info  &  Online  Signup  at  tbrCCOITI 

Or  Call  800-739-0079 

Sales  Affiliations  Wantedl 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 


■  Buy.SelUTrade- 


fl       LaserJet  •  CoforPro  •  DraftMaster  •  DeskJet 
DraftPro  •  DesignJet  •  Ruggedwnter 
Electrostatic  Plotters 
I*  HP  9000/3000  Workstations  &  Personal  Computers 
Demo  &  Refurbished  Equipment 

800-638-4833 

■td^  Email  sales@dashercom 


Internet  Services 


FREE  SIX  PAGE 
BUSINESS  WEBSITE 

Domain  Name  Registration 

Special  Limited  Offer 

Call  (toll  free) 

1-800-240-1533 


Logo  Apparel 


FREE  LOGO! 
FREE  EMBROIDERY! 


Golf  Shirts  As  Low  As  $  1 1  -9S 

Denim  Shirts 

As  Low  As  $16.95 
_    Cau.  For  FREE  Catalog 

800-670-3050 


.sierra  mills. 


Art 


Ancestral  Art 


Decorative  metal  sculpture, 
wall  hangings,  and  bookends 
for  the  home  and  office 
derived  from  primitive  art 
(cave  paintings,  rock  carvings, 
pottery  decorations). 
See  Our  Wib  Portfolio  And 
Online  Cultural  Information 


www .  ancestral .  com 


Artificial  Christmas  Trees 


Artificial  Christmas  Trees 
Giant  Sizes -9  ft -21  ft 


Buy  Direct/SAVE  40% 

30  Years  Mfg.  Trees 

3  Years  on  Internet 

No  Middleman 

Quantity  Discounts 

10-Year  Warranty 


www.TreeClassics.com 


Consulting  Service 


CODEBUSTERS INCORPORATED 

World  Class  Software  Consultants  that 
specialize  in  debug.  Integration  and  test 
at  all  levels.  Program  management, 
architecture,  design  and  code  from  start 
to  finish.  Y2K  services. 
www.codebustersusa.com 
voice:  773-506-4440 
Cell:  847-275-6570 


Legal  Services 


Asset  Protection 


Corporations,  Ltd.  Partnerships,  LLCs 
Nevada,  Delaware,  Wyoming 
Offshore  Trusts,  Corps.,  Private  Banking 
Bahamas,  Cayman  Islands,  Cook  Islands 
Professional  -  Confidential 


Steven  Sears,  CPA  •  Attorney  at  Law 
714-544-0622  •  www.searsatty.com 


Catalogs/Marketing 


GET  YOUR  PRODUCTS 

INTO  MILLIONS  OF  MAIL 

ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market.  Please  call: 

Direct  To  Catalogs,  Inc. 

23  W  Walnut  St,  Hanover  PA  17331 
717-633-1850 


Business  Serviced 


INC0RP0RRT 


•  FREE  Information 

•  All  U.S.  States  and  Offsh 
«  Attorney  owned  and  oper 


www.corpcreations.c 


1-800-672-911 


TRADEMARK 


CALL  NOj 

SAVE  30%  to  5 


BUSINESS  AND 
COMPUTER  CHEC 


Ordering  is  easy! 

Just  pick  up  the  phone  and  G  * 

Designer  Checks 

I  800  239  4087e> 

Fax  1*800*774- 1  118 
WWW.deslgnerchecks.coi 


Have  your  checks  &  deposit  tickets  in  front  of  yo 
as  your  credit  card  You  can  fax  us  a  copy  of  the 
deposit  ticket,  &  we  will  call  to  confirm  your 


IOO%  Satisfaction  Guaran 


ALL  OFFSHOR 
SERVICES 


Corporations  •  Private  mailbox  B 

Offshore  Stock  Brokerage  Acer. 

Asset  Protection  •  Gold  Master 

www.asapbahamas.coi 

877-7/1-2727 

A.S.A.P.  SERVICES  LT 

Nassau,  Bahamas 


! 


Need  a  Logo  J 


Ymy£o£ 


Get  a  Prott 

Custom  De 

^     LOGO  Talon 

Visa/MC/Amex 

Toll-Free:  1 -888-869-! 


www.  1 800myloqo.c 


Business  Opportuniti  | 


INVEST  IN  t 
LAWSUITS  si, 


Unique  venture  capital  firm  W 
proven  system  for  investin  , 
pending  lawsuits.  Recruiting  |  m 
ners  nationally  to  offer  our  j 
vices.  Lucrative,  part-time  i 
only  for  the  serious.  $12  » 
required.  Call  for  FREE  j  h 


and  Information  Kit. 


1-800-951-962 

www.FutureSettlement.ci 


_M: 
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iblishing  Services 
Publish  Your  Book 

■  tradition  of  quality  Subsidy 

publisher  offers  publishing 

i  for  books  of  all  types.  For 

tilhor's  Guide  write  Dorrance- 
13  Smithfield,  Pittsburgh,  PA 

Isr  call  I-80O-695-9599 


usiness  Software 


ORDERS    WEB  ORDERS 
PHONE  ORDERS 


litry,  ortlit  card  processing,  shipping,  A/R,  A/R 
Eugtmcnt  with  integrated  internet  e-mail  options, 
|  management,  reporting,  List  management  and 
I  mrung  you  need  for  order  taking  by  phone,  mai! 
T'.odi.l  vt  ide  Web  in  one  iimple  easv-touse  and 
e  Window  program  from  Dydacomp. 
■S5S-3666  or  visit  www.dvdacomp.com/bwk 

[lailOnierManager 


'finess  Opportunities 


SHORE  BANK 

FOR  SALE 

"FREE  report" 

100-733-2191 


D  W  I   D 


NESS     CONSULTANTS 


FSHORE 


Fax  on  Demand 

vmg  (800)551-9105 

-Ht-nto   •-*.■ 

si-2141  Universal 


)R  EXPANSION 


old  company  Is  now  setting 
k nlted  number  of  exclusive 
iiu  market  our  products.  This 
Iionsense  opportunity  to  be  In 
l*n  business  and  make  70- 
1  jnt.  CaU  for  exclUng  details. 


100-675-6144 


IK  KE  MONEY  AS  A 
fS  ilNESS  FINANCE 
6-  CONSULTANT 


BuallWU   I  mni  and  Equipment  I 
om  $1,000  to  $10  million.    No  < 
*;.     Work  directly  with  National  I 
Unlimited  mnbiga  potential  md 
Ingotm 
5  minute 
^'f  eminar  and 
ition  packet 

1-800-336-3933 

..pan  Consultants,  Inc. 


('Ml  51 


Mens  Footwear 


MEN:    BE    TALLER!! 


Tired  ot  b«mg 
short?  Try  our 
quality  footwear 
MIDDEN  height- 
hi  iMetog  ■  i  n 
INSIDE  shoe    No 

Q¥_taaiiE_D 

H££LH  Will  make 

you  T-T  TAL1CR  flflpafrtnq  on  Style  QtfBJQQ.  STM5  AVAJLAflli 

Extremery  comtortaUe  Sizes  5-12  Widths  B-EEE 

FREE  color  catalog 

ELEVATORS*   Q 

RICHLEE  SHOE  COMPANY.  DEPT  BW99 
PO  BOX  3566  FREDERICK  MD217Q5 


1 -800-290-TALL 


London  Apartments 


J 


LUXURY       V 
APARTMENTS 
IN  LONDON 

In  the  heart  of  London  spacious 

and  elegant  apartments  available. 

Mo  minimum  stay  and  far  less 

expensive  than  top  class  hoteb. 

Business  facilities,  airport 

transfers,  cable  television  and 

theatre  tickets  are  a  few  of  the 

options  available. 

http://www.Manors.Co.GK  or 

contact  us  for  a  free  colour  brochure 

MANORS  &  CO 

i^  Tel:  1  800  454  4385  ^ 

^VyFax:  01 1  44  171  486  SllOff 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

'  FREE  catalog 
•High  quality 
•160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55K  Hingham.  MA  02043 
1-800-992-wide   www.wideshoes.com 


Investment  Services 


The  Best  Online 
Trading  System  in 
the  Market  Today! 


E-Commerce 


ON-LINE 
WOOD  AUCTION 


Save  on  the  materials  you  need! 
Sell  the  products  you  don't! 
Fast,  safe,  neutral,  secure. 

•  Large  quantities  to  one-offs 

•  Tools  and  equipment 
Industry  news, 
free  newsletter! 


www.e-Wood.com/C9i 


Signal 


■  Streaming  quotes 
■  Integrated  Trading 
■  Charts,  Analysis 
■  Free  Pager  Alerts 
■Nasdaq  Level  II 

1.800.426.4559 

www.esignal.com 

Jala  Broadcasting  Corporation  (NAT    .     E 


Aviation/Fractional  Ownership 


A  SMILE  AND  A  FROWN  SOUND  EXACTLY 
THE  SAME  OVER  A  SPEAKERPHONE 


Some  thingsiust  can't  be  communicated  over  fiber  optic  cable. 

Andcjur  Learjet®  and  Challenger8  business  jets  enable  the  modern 

CEO  to  capitalize  on  the  kind  of  face  to  face  interaction  that 

moves  businesses  forward.  For  more  information  regarding  the 

many  affordable  benefits  of  being  a  Flexjet®  fractional  owner, 

call  1-800-FLEXJET. 

FLEX%j^m 

we  build  the  aircraft 
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Career  Opportunities 


THE  Birmingham 

Water  Works  Board 


General  Manager 

The  Water  Works  and  Sewer  Board  of  the  City  of  Birmingham  seeks  a  proven 
and  successful  individual  with  excellent  organizational  and  people  skills  to 
assume  the  position  of  General  Manager.  The  successful  applicant  will  lead 
one  of  the  country's  largest  publicly-owned  water  utilities.  Qualified  applicants 
must  possess  a  Bachelor's  Degree.  Preference  will  be  given  to  the  following 
disciplines:  Engineering,  Finance,  Public  Administration,  Environmental  Management,  and 
Accounting.  Although  experience  as  General  Manager  or  Assistant  General  Manager  of  a  water  util- 
ity is  not  a  requirement,  the  demonstrated  ability  to  operate  or  manage  a  company,  organization  or 
system  will  be  given  strong  preference.  The  successful  applicant  should  also  have  earned  awards  or 
recognition  through  industry  participation,  community  service,  or  professional  societies,  and  have 
demonstrated  the  ability  to  manage  public-  and  media-related  issues.  Salary  and  benefits  will  be 
commensurate  with  experience  and  education.  Please  forward  inquiries  to: 
Gorham  &  Waldrep,  P.C.,  Attention:  General  Manager  Application 
2101  Sth  Avenue  North,  Suite  700  «  Birmingham,  Alabama  35203 

Requests  for  applications,  or  inquiries  should  be  made  to  cwaldrep@oorham-maldrep.com. 
or  contact  Charlie  Waldrep  at  1.800.476.5128.  Applications  and  additional  information 
are  also  available  at  www.bwwsb.com.  Equal  Opportunity  Employer  M/F 


Educational/Instruction 


Rushmore    RJ|  ID  A 
University   IYIDM 

International  MBA  by  Distance 

Learning.  Flexible  curriculum. 

Bachelors  not  always  required. 

370  Anchor  Drive  Ste  250,  Dakota  Dunes 

SD  57049  US.  Phone:  605-232-6039 
Fax:  605-232-6011  bw@distancemba  com 

www.distancemba.com 

The  Leader  in  Distance 
Learning  for  20  Years 

•Associate-Bachelor-Master-Doctor 

Business  (Mgmt,  HRM,  Health  Care) 

Management  of  Technology, 

Pschology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 
800-477-2254       www.scups.edu 

ABSOLUTELY  FREE 
EVALUATION 

www.businessbookmall.com 

has  books  and  great  free  stuff  for 
accounting,  economics,  basic  math, 
and  statisics  students  and  teachers. 
Some  relate  to  Peachtree",  SPSS" 
MINITAB",  and  StataQuesf  software. 
Please  visit  our  web  store  or  call 
1-800-253-6595. 

Bachelor's  --  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 

Educational/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


•  Prestigious  British  University 

•  World  Leader  in  Distance  Learning  $yk  Leicester 

^•university 

•  No  GNAT  required 

•  Local  support  center 

•  Flexible  Education  Financing  available 

•  Work  experience  &  qualifications  considered 

•  Member  of  the  Association  of  Business  Schools 

•  Accredited  by  the  Association  of  MBAs 

•  Offered  under  Royal  Charter 


"ft 


Management 
Centre 


Tdi 

800-874-5844  •  email:  rdiusa@erols.com  •  WWW.rdi.CO.uk 


Cruises 


TRAVEL  WARNING 
Cruising  can  be  addictive. 


Once  you  step  aboard  a  cruise,  you'll  never 
want  to  take  another  land  vacation  again. 

CRUISES  INC 

1-800-220-7823 


Education/Instruction 


FREE  MBA 

U.S.  Department  of  Education  UNITID  #434554 
University  of  Advanced  Research 

Tuition  Free  Education! 
Solid  MBA  Curriculum! 

Tel:  (808)  883-3827  •  Fax  (808)  883-1 155 

www.  uarhawaii.  com 


AWARD  WINNING 

DISTANCE 

EDUCATION 

• 

MBA  *  MS  Degrees 
Executive  Education 


800.441.4746 

www.i»ireu.>di; 

Accredited  by  the 
Distance  Education  Training  Council 


Capital  Available! 

f     Financial  Profession 

HARDTOBORRv. 

Use  Collateralized  Lolll 
Training  Program  Availat 

We  Locate  Funders 

for  Business  &  Real  Est?  ■ 

Tony  Abraham,  Esq.  -  Real  1 

Eric  A.  Klein,  Esq.-Atty/Fid 

International  Developin 

Enterprises  Agency  (IDE. 

Free  Information  Avail: 

Tel  +1-212-246-7601 

Fax  +1-212-262-096 


..  ■ 


n 


E-mail:  panglob@aol.co 
Website:  panglobal.ne 


Financial  Service; 


itk 


$7,500  to  $95,0 


www.instant-approval. 


No  Credit  Check  -  72  hr  Svce.  -  EZ  ai 
100K  to  5  mil.  5.5%  -  Borrowing  Mad 


ii(" 


JAPANESE  HEDGE  F 

We  are  a  pioneer  Japanese  I 
Fund  with  sound  track  record 
really  hedge  against  downsidi  m 

Tel:  +65-324-7873 
Fax:  +65-324-553'  t  a 

e-mail:  ndcpl@pacific.n 

Home  Page:  http://homer.paclflc.net.sj 


$30,000 .  $500,1 

Start  or  expand  your  bu: 

with  a  business  loan  thi 

Guaranteed  by  the  Go' 

www.business-capital 

1-888-745-6756  ExtlL 

ii 


■in;'' 


Adventure  Travel 


er 
the 


ADVENTURE  CI 


es 

Ull 


'  8  DAY  MONTHLY  CULTURAL  ADVENTURE 
'  8  DAY  CIGAR-SMOKING  ADVENTURE 
'  CLASSIC  CAR   ADVENTURE 
'  PAST  TRAVELER8 

REFERENCES  AVAIADLE 

ON  REQUEST 
'  FULLY  LEGAL 

AND  ESCORTED 

SY  WINGS 


WINGS  OFT 

1-800-465-8687 
1-416-482-1223 


at 

(«3loai 
:*ter, 

'to 


welopments  to  Watch 


I   D  BY  NEIL  GROSS 

illTUBES 
IESHFR0M 

I3VEN 

1  FAST  SEMICONDUCTORS 
Ager  than  bacteria.  Mi- 
lt i  computers  woven  into 
i!  lothes.  These  wonders 
4e  commonplace  when 
J.»  learns  to  manipulate 
1  cylinders  of  carbon 
If  as  nanotubes. 
h  molecules  are  100 
durable  as  steel  and 
duct  electricity  with- 
•eleasing  heat.  But 
fiendishly  difficult  to 
to  substrates  such  as 
an  essential  step  in 
Z  electronic  devices, 
ssible  solution  comes 
searcher  Sumio  Iijima 
s  colleagues  at  NEC 
and  the  Japan  Science 
-Jthnology  Corp.  Iijima, 
scovered  carbon  nano- 
in  1991,  bakes 
finders  directly  onto 
titanium,  and  other 
in  a  vacuum  at  900C. 
pes  to  test  these  hot- 
nanotubes  as  circuits 
s  and  as  tiny  cathodes 
ould  be  the  basis  of 
.eneration  flat-panel 
is.        Irene  M.  Kunii 
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SET  PHASERS  ON  CRASH 


THAT  DEATH-RAY  GUN  IN  THE  OLD  BUCK  ROGERS  COMICS 

suddenly  doesn't  seem  so  funny.  Most  equipment  built 
with  chips  is  vulnerable  to  beams  of  energy  that  over- 
load the  circuits  with  more  juice  than  they  can  handle. 
And  using  recipes  from  the  Internet,  almost  any 
garage-shop  tinkerer  can  slap  together  a  weapon  that 
emits  beams  potent  enough  to  zap  a  computer  in  an  of- 
fice across  the  street.  Such  a  home-made  ray  gun 
proved  lethal  for  two  PCs  during  a  Sept.  9  security  con- 
ference in  Arlington,  Va.  David  Schriner,  a  retired  Navy 
engineer,  built  a  high-energy  radio  frequency  (herf) 
gun  with  $500  worth  of  parts  found  in  retail  stores,  in- 
cluding a  parabolic  antenna  and  automotive  ignition 
coils.  When  Schriner  pointed  the  beam  at  the  PCs  in  a 
demonstration,  they  crashed. 

The  military  in  Russia  and  elsewhere  have  much 
more  potent  HERF  weapons.  Conference  organizer  Winn 
Schwartau,  a  security  consultant  and  president  of  Inter- 
pact  Inc.  in  Seminole,  Fla.,  warns  that  "any  nut  case  or 
terrorist,  working  at  home  with  a  few  hundred  dollars, 
could  cause  serious  harm."  Several  defenses  are  being 
studied,  "but  it's  a  bitch  of  a  problem,"  he  says.  So, 
apart  from  "radiation-hardened"  chips  shielded  by  ex- 
pensive coatings,  don't  expect  a  solution  soon.    Otis  Port 


■  Careside  Inc.,  a  medical  Hi- 
agnostic  company  in  Culver 
City,  Calif.,  has  come  up  with 
a  clever  analyzer  for  bench- 
top  blood  testing.  The  compa- 
ny says  a  matchbox-sized  plas- 
tic cartridge  packed  with 
reagents  and  buffers  can  do 
all  the  tests  in  a  routine 
workup  in  just  10  to  15  min- 
utes, vs.  the  hours  or  days 
such  tests  now  require.  With 
Food  &  Drug  Administration 
approval,  Careside  plans  to 
launch  its  blood  analyzer  in 
the  fourth  quarter  of  1999. 

■  On  your  shelf  of  natural 
elixirs,  right  next  to  the  red 
wine,  fish  oil,  and  green  tea, 
make  room  for  blueberries.  An 
Agriculture  Dept.  study  pub- 
lished in  the  Sept.  15  issue  of 
the  Journal  of  Neuroscience 
found  that  when  aging  rats 
ate  large  quantities  of  blue- 
berries, their  short-term  mem- 
ory improved  and  some  of 
their  loss  of  balance  and  coor- 
dination was  reversed.  Straw- 
berries and  spinach  also  im- 
proved memory,  perhaps 
owing  to  an  antioxidant  effect. 
But  only  blueberries  had  a 
correlation  with  restored  co- 
ordination and  balance. 


b. 


GHING  CANCER  CELLS  HOW  TO  DIE 


«* 


1  CANCER  TREATMENTS 

on  slashing,  burning,  or 
naming  to  combat  tumors, 
assaults  must  be  tai- 
to  the  specific  type  of 
er,  and  they  rarely  tar- 
he  fundamental 
esses  that  turn  ordinary 

B!i  into  killers.  But  a  drug 
i  idate  called  SAHA,  devel- 
1    at  New  York's  Memor- 
loan-Kettering  Cancer 
er  (MSKCC)  and  Colum- 
Jniversity,  seems  to  be 
different  class, 
test-tube  and  animal 
i  ies,  saha  prompted 
st,  prostate,  and  blood 
er  cells  to  cease  ma- 
ing  and  resume  normal 
iuties.  Aspects  of  the 


drug's  mechanism  remain 
obscure.  But  in  the  Sept.  9 
issue  of  Nature,  a  team  of 
mskcc  biologists  led  by 
Nikola  P.  Pavletich  and 
Michael  S.  Finnin  published 
dramatic  images  of  saha 
binding  with  its  protein 
target  (picture),  shedding 
light  on  why  SAHA  might  be 
so  powerful. 

Researchers  believe  the 
drug  works  by  interfering 
with  the  activity  of  a  key 
cellular  enzyme.  This  en- 
zyme normally  keeps 
strands  of  DNA  tightly  coiled 
up  so  that  genes  along  those 
strands  can't  perform  tasks 
such  as  regulaling  cell 
growth.  As  a  result,  tumor 


cells  seem  to  forget  who 
they  are  and  forsake  normal 
protocols,  which  include  nat- 
urally shutting  down  and 
dying  after  dividing  a  cer- 
tain number  of  times.  By 
blocking  the  enzyme,  saha 
allows  these  genes  to  do 


their  work.  The  drug  may 
not  fix  the  flaws  that  turn 
cells  cancerous,  says  MSKCC 
President  Paul  A.  Marks, 
"but  it  teaches  cancer  cells 
how  to  die."  The  center 
plans  to  begin  human  safety 
trials  this  fall. 
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EVOLUTION  ON 
FAST-FORWARD 


Letting  nature  do  the  heavy  lifting,  gene  scientists  are  creating  super  new  materials 


Some  140  years  after  Charles  Dar- 
win penned  The  Origin  of 
Species,  educators,  parents,  and 
theologians  are  still  challenging 
his  theories  of  evolution.  But  amid  all 
this,  a  new  kind  of  evolution  is  on  the 
loose.  It's  called  directed  evolution,  and 
to  hear  its  advocates,  it  is  the  most  im- 
portant development  in  biotechnology 
since  the  advent  of  genetic  engineering 
25  years  ago.  "Evolution  isn't  just  a 
grand  idea  anymore,"  says  An- 
drew D.  Ellington,  a  biochemist 
at  the  University  of  Texas  at 
Austin.  "It's  big  business, 
something  that  makes  /  R 
money  and  products." 
Directed  evolution  is 
essentially  sex  in  a 
test  tube.  It  involves 
subjecting  a  natural- 


follow7,  from  industrial  enzymes  to  new 
and  improved  vaccines  made  by  com- 
panies such  as  Maxygen,  Phylos,  and 
Diversa. 

Directed  evolution  differs  from  con- 
ventional gene  splicing  and  so-called  ra- 
tional drug  design,  in  which  scientists 
use  mathematical  algorithms  to  cus- 


/ 


1  MUTAGENESIS  Mutations 
are  randomly  introduced  into  a  gene 
The  process  is  repeated  to  create  a 
pool  of  genes  with  different  traits 


BREEDING 

These  new  and  improved 
versions  are  the  starting 
material  for  additional  round 
of  directed  evolution. 


\ 


^**' 


ly    occurring    com- 
pound   to    a    rapid 
evolutionary 
process,  with  scien- 
tists imposing  some 
controls   from  .the 
sidelines.  The  com- 
pound  might   be   a 
protein  with  anti- 
cancer       proper- 
ties— promising,    but 
too     toxic  to  adminis 
ter  in  large  doses.  By 
rapidly  shuffling  and  mu 
tating  the  genes  that  make 
this    protein,  scientists  ere 


THE  GREAT 
GENE  SHUFFLE 


2  INSERTION 

The  genes  are  inserted 
into  bacteria,  and  colonies 
of  cells  are  grown 


4  ISOLATE  IMPROVED 

GENE  A  handful  of  genes 
are  retained.  These  genes  are 
crossed"  with  one  another  creating 
a  novel  version  of  the  gene. 

5c* 


Test-tube  evolution  mimics 

what  happens  in  nature. 

Because  scientists  define  the 

selection  pressures  they 

impose,  they  can  direct  the 

development  of  the 

final  product. 


J 


ate  superior  versions  in  a  mat- 
ter of  weeks  rather  than  eons. 

The  power  to  derive  new  medi- 
cines and  materials  has  captured  the 
attention  of  Dow  Chemical,  DuPont/Pi- 
oneer  Hi-Bred,  Glaxo  Wellcome,  and  Eli 
Lilly,  among  others.  After  just  10  years 
of  experimentation,  directed  evolution 
has  already  borne  commercial  fruit:  a 
laundry  detergent  enzyme  from  the 
Danish  firm  Novo  Nordisk  and  an  anti- 
tumor drug  in  early  human  trials  from 
the  San  Diego-based  biotech  company 
Ixsys  Inc.  Within  the  next  two  years, 
dozens  of  other  products  are  expected  to 


3  SELECTION  To  create 

a  protein  that  is  stable  at  98.6F, 

bacteria  are  heated  and  grown.  The 

stable  products  will  survive. 


are 

yielding  indiv 

plants  or  ani 

that  are  fitter 

their  co 

Their      offsj  | 

and     subseq 

generations 

plant   the    ea 

species.  After 

lions    of   year 

this  natural  s 

tion,  a  compl 

new  species  erne 

Farmers  have 

intervening  in  evol 

for    centuries,    sele< 


uitc 


:V(. 
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tomize  molecules  so  they  will  perform  as 
drugs.  These  techniques  have  produced 
few  blockbuster  drugs  so  far.  Indeed, 
fast  evolution  doesn't  depend  on  the  re- 
cent decades  of  gene  research  and  giant 
databases  of  proteins.  The  beauty  of  di- 
rected evolution  is  that  engineers  can 
leave  the  heavy  lifting  to  nature,  which 
functions  as  an  extremely  potent  algo- 


breeds    of    higher-yie! 
corn  or  beefier  cattle.  "Dir 

-' — -w  evolution  is  just  a  high-tech 

sion  of  this  process,"  says  Frs 
H.  Arnold,  a  California  Institu 
Technology  biochemist  and  a  pic 
in  the  field.  "It's  breeding  at  the 
ecular  level.  Instead  of  doing  it 
whole  organisms,  we  are  doing  it 
particular  genes  or  proteins." 
DESIRABLE  TRAITS.  To  orchestrate 
process  at  the  molecular  level,  scie: 
first  need  to  choose  a  target  gene 
the  "parent."  Using  chemicals  or 
methods,  they  make  millions  of  offsi 
genes — variants  that  differ  slightly  J| 


V 


rithm.  "This  technology  teaches  y 
be  humble,"  says  Russell  J.  Ho\> 
president  and  ceo  of  biotech  sti 
Maxygen  Inc.  in  Redwood  City, 
"Nature  has  a  way  of  providing 
solutions  that  could  never  in  a  m 
years  have  been  predicted  or  des 
from  first  principles,"  he  adds. 

If  Charles  Darwin  were  alive  t 

he  would  nod  in  agreement.  As  he 

elucidated,  nature  pressures  sp 

to  diversify  through  a  bu 

process  of  adaptation,  whic 

now  link  with  random  n  _ 

tion.  Most  mutations 

hinder  an  individua , 

ganism's  survival 

a     relatively     s 

number  of  muta 

"adapt  lert 
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Science  &  Technology 


Just  one  or  two  rounds  of  directed  evolution  can 
increase  a  compound's  strength  100  times 


the  parent  in  their  genetic  makeup.  The 
offspring  genes  are  introduced  into  bac- 
teria or  yeast.  Researchers  then  observe 
the  genes  and  pluck  out  those  variants 
that  display  a  desirable  trait — say,  the 
ones  that  work  better  at  a  higher  tem- 
perature. Bioengineers  can  then  take 
these  higher-performing  molecules  and 
breed  them  to  one  another,  reorganizing 
the  genetic  information  to  create  off- 
spring that  remain  active  at  even  higher 
temperatures. 

When  breeding  cattle  or  new  strains 
of  corn,  farmers  are  limited  to  using 
the  genetic  information  of  just  two  par- 
ents. With  genes,  however,  it's  possible 
to  mate  50  or  a  100  in  a 
single  step.  This  way, 
the  researchers  can  in- 
tegrate the  desirable 
traits  from  many  par- 
ent genes  into  a  single 
offspring  gene.  They 
can  even  create  genes 
with  whole  new  func- 
tions since  the  process 
results  in  combinations 
of  DNA  never  before 
seen.  By  repeating  the 
mutation  and  breeding 
steps,  it's  possible  to 
strengthen  the  desired 
trait  in  a  matter  of 
weeks  or  months.  Of- 
ten, just  one  or  two 
rounds  of  evolution  is 
all  that  is  needed  to  in- 
crease a  compound's 
performance  100  times. 
Ixsys  researchers,  in 
one  round  of  evolution,  created  an  anti- 
tumor drug  called  Vitaxin  that  is  2,000 
times  as  potent  as  the  starting  anti- 
cancer compound. 

INDUSTRIAL  STRENGTH.  Enzymes  also 
present  compelling  targets  for  directed 
evolution.  Arnold's  lab  is  focused  on 
breeding  them  for  use  in  chemical  syn- 
thesis. She  wants  to  make  clean,  high- 
ly selective  catalysts  that  will  save 
industry  money  and  trouble  by  elimi- 
nating energy-intensive  procedures  and 
toxic  byproducts. 

Researchers  at  Diversa,  a  biotech  com- 
pany in  San  Diego,  are  also  using  di- 
rected evolution  to  improve  enzymes, 
starting  with  exotic  microorganisms  iso- 
lated from  extreme  environments  such  as 
the  hot  springs  of  Yellowstone  National 
Park.  They  claim  to  have  improved  en- 


zymatic activity  as  much  as  39,000  times. 
The  company  is  currently  collaborating 
with  ZymeQuest  Inc.  of  Beverly,  Mass., 
to  evolve  enzymes  that  strip  blood-type 
factors  from  the  surface  of  red  blood 
cells.  According  to  Jay  M.  Short,  Diver- 
sa's  president  and  chief  executive,  the 
goal  is  to  turn  A  and  B  blood  types  into 
type  O,  the  universal  donor  blood. 

At  Maxygen  Inc.,  the  company  that 
originated  the  molecular-breeding  con- 
cept, cell  wizards  take  a  different  ap- 
proach. Instead  of  starting  with  a  single 
parent  gene  and  mutating  it,  they  begin 
with  a  family  of  genes  that  are  similar  in 
overall  structure  but  different  in  tiny  yet 


WHAT  DO  YOU  GET  WHEN  YOU  CROSS 


Biotech  companies  and  academic  researchers  are  conducting  high- 
speed evolution  in  the  test  tube  to  create  a  wide  variety  of  new  prod- 
ucts, some  of  which  are  listed  here.  Two  of  these  have  emerged  from 
the  lab  so  far:  Lipolasejor  detergents,  and  the  Vitaxin  antibody, 
which  is  undergoing  its  first  human  trials. 


COMPOUND 

APPLICATION 

COMPANY 

LIPOLASE 

Laundry  detergent 

Novo  Nordisk 

SUBTILISIN 

Laundry  detergent 

Maxygen/  Novo  Nordisk 

VITAXIN  ANTIBODY 

Cancer  drug 

Ixsys 

BLOOD  PROTEIN 

Blood  substitute 

Diversa 

P53  TUMOR  SUPPRESSOR 

Cancer  drug 

University  of  Texas,  Austin 

INTERFERON-ALPHA 

Antiviral  drug 

Maxygen 

T-CELL  RECEPTOR 

Arthritis  drug 

University  of  Illinois 

INDUSTRIAL  ENZYME 

Biofuel  cell 

Office  of  Naval  Research 

specific  ways.  Skipping  the  mutation  step 
altogether,  they  then  breed  this  family  of 
molecules — a  process  that  amounts  to 
chopping  the  different  DNA  sequences 
into  pieces  and  splicing  them  back  to- 
gether in  all  possible  combinations.  The 
result  of  this  so-called  family  shuffling  is 
a  highly  diverse  pool  of  new  molecules. 
In  collaboration  with  Novo  Nordisk, 
Maxygen  has  used  this  approach  to  im- 
prove the  performance  of  one  of  the 
most  thoroughly  studied  industrial  en- 
zymes of  all  time,  subtilisin.  Businesses 
spend  about  $500  million  annually  to 
purchase  subtilisin  for  applications  that 
include  food  and  leather  processing  and 
as  a  biological  additive  to  laundry  de- 
tergents. So  important  is  subtilisin  that 
researchers  have  mapped  and  patented 
every  single  one  of  its  components. 


Chemists  have  spent  decades  tr; 
improve  its  performance  under  str 
conditions,  such  as  at  high  temper; 
or  in  alkaline  solutions.  At  best 
have  seen  a  twofold  improvement 

Maxygen  researchers  claim 
more  dramatic  improvements, 
have  shuffled  the  DNA  sequences 
subtilisins,  each  from  a  different  i 
rial  species,  and  recombined  the 
took  them  just  six  weeks  to  s< 
through  654  offspring  and  identify 
versions  that  were  three  to  four 
more  robust,  not  just  at  higher 
peratures  but  also  in  alkaline  and 
destabilizing  solvents. 

Maxygen  resear 
didn't  just  improv 
zymatic  activity.  I 
experiments,  they 
also  able  to  imbue 
cules  with  entire! 
functions.  The  inve| 
tors  recombined  t. 
quences   of  20   h 
genes  that  code  f< 
terferon-alpha,  a  p 
that  defends  the 
against  viral  infe 
They  then  selected 
binations  that  bin 
to  human  cells,  b 
mouse  cells.  Afte 
rounds  of  shufflin 
researchers  gener; 
new  form  of  the  p 
that     could     bin 
mouse     cells     3 
times  more  tight! 
the  original  versio: 
several  times  stronger  than  the 
version).  "This  was  a  shoot-for-the 
experiment,"  says  Maxygen's  How] 
As  with  any  powerful  and  inno 
technology,  directed  evolution  c| 
with  its  own  risks.  In  theory,  tern 
could  use  the  technique  to  ere 
germ  perhaps  30,000  times  as  v 
as  any  that  exists  today. 

But  proponents  of  directed  evo 
say  the  benefits  outweigh  the 
Arnold  foresees  a  future  in  whici 
technology  is  used  to  create  new 
with  fewer  side  effects,  crop  va: 
that  improve  nutrition,  and  che 
processes  that  help  the  environ 
"It's  staggering,"  she  says.  "Din 
evolution  is  going  to  be  the  desi 
adigm  in  all  areas  of  biotechnolo; 
By  Ellen  Licking  in  New\ 
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the  comfort  of  our  new  intercontinental  service. 


From  our  German  hubs,  we  can  take  you  to  over 
100  European  destinations  -  more  than  any  other 
airline.  And  we  make  it  easy  to  reach  Germany 
with  nonstop  flights  from  12  U.S.  cities,  as  well  as 
connections  from  all  over  the  U.S.  thanks  to  our 
Star  Alliance  partner  United  Airlines.  What's  more, 
our  new  intercontinental  service  improves  comfort 
in  all  classes.  In  Business  Class,  this  means  you 
work  with  ease  in  redesigned  seats  with  adjustable 
headrests,  greater  recline  and  more  leg  room. 
Fly  Lufthansa  and  enjoy  unparalleled  service  at 
competitive  prices.  For  reservations,  call  your  travel 
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at  www.lufthansa-usa.com. 
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\X   STAR  ALLIANCE" 

The  airline  network  for  Kurth. 


Lufthansa 

The  global  airline  from  Germany 


HOUSE 
HOPPING 
IN  SLEEPY 
HOLLOW 


Heaven  on  the  Hudson 

The  mansions  of  Sleepy  Hollow  are  legendary  indeed  , 


BY  TODD  SHAPERA 

Author  Washington  Irving,  railroad  baron 
Jay  Gould,  and  oil  tycoon  John  D.  Rocke- 
feller may  have  had  little  in  common.  But 
each  found  serenity  about  25  miles  north  of 
New  York  City,  in  a  region 
known  through  Irving's 
tales  as  Sleepy  Hollow.  In- 
deed, the  land  where  Irving's  Ich- 
abod  Crane  encountered  the  headless  horse- 
man sparkles  in  autumn,  and  one  of  the 
area's  great  pleasures  is  a  visit  to  the 
homes  of  the  three  men — Irving's  Sun- 
nyside,  Gould's  Lyndhurst,  and  Rocke- 
feller's Kykuit. 

Drive  from  New  York  to  Sunnyside 
via  the  Saw  Mill  River  Parkway  to  the 
Tarrytown  exit,  or  take  a  Metro-North 
train  from  Grand  Central  Station  or  ferry 
from  Manhattan  to  Tarrytown.  From  the 
train  station  or  ferry  pier,  you  can  hail  a  taxi 
for  the  three-mile  ride  to  Sunnyside,  on  Route  9. 
Irving  was  sent  to  the  Hudson  Valley  as  a  young 
teen  in  1798,  to  escape  New  York's  yellow  fever 
epidemic.  It  made  such  a  lasting  impression  on 
him  that  he  penned  Tlie  Legend  of  Sleepy  Hollow 
and  Rip  Van  Winkle  in  his  late  20s  from  distant 
shores  in  England.  (This  fall,  180  years  after  Irv- 
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ing  wrote  The  Legend,  three  movies  based  oi 
story  are  scheduled  to  be  released  in  thei 
and  on  TV.)  After  spending  his  midlife  in  En 
Irving  settled  in  Sleepy  Hollow  in  1835,  at  as 
From  the  visitors'  center,  follow  a  path  sh 
by  sycamores  and  specimen 
planted  by  Irving  to  the  h< 
which  overlooks  the  Hudso 
nearly  its  widest  point.  (At 
across,  the  river  was  dubbe( 
by  the  Dutch, 
once  lived 
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miles 
Tappan  Zee — or  sea 
the  Tappan  tribe  that 
fished  on  its  banks.) 

Irving  transformed  his  17th  ceil 
Dutch  farmhouse  into  what  he  desa 
as  "a  little  old-fashioned  stone  man 
all  made  up  of  gable  ends,  and  as  ft 
angles  and  corners  as  a  cocked  hat." 
nyside's  steep  gables  reflect  a  Scottis  i 
fluence,  weather  vanes  add  a  Dutch  to 
and  one  tower  is  definitely  Moorish.  Wist 
above  the  front  door  came  from  mentor  Sir  W; 
Scott's  home  in  Abbotsford,  Scotland. 

Inside,  Irving's  stacked  bookshelves  and  j 
terpiece  desk,  a  gift  from  publisher  G.  P.  Putr 
highlight  his  east-facing  study,  the  first  room  a 
itor  encounters.  The  "goodliest  scenes  of 
mighty  Hudson,"  however,  can  be  enjoyed  from 
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|n  talcing  environmental  initiatives, 
we're  hoping  more  will  follow  our  lead. 
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One  at  a  time,  Nucor  has  taken  good  causes  under  our  wing.  Like  sponsoring  the  construction  oj  a  regional 
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y  \  steel  products,  we  urge  more  companies  to  get  out  in  jront  oj  environmental  issues.  Because  return  on  investment 
i  also  he  measured  by  the  return  oj  Canada  geese.  In  jact,  it's  just  our  nature. 
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dining  room,  parlor,  and  covered  porch. 
In  the  parlor,  look  for  the  portrait  depict- 
ing the  26-year-old  Irving  in  1809,  the 
year  his  fiancee,  Matilda  Hoffman,  died 
of  tuberculosis.  He  never  formed  a  family 
after  that,  instead  "living  most  cozily  in 
this  dear,  bright  little  home"  with  older 
siblings  and  their  children.  "I  fancy  it  is 
the  happiest,"  he  wrote,  "when  a  man 
has  a  family  for  his  world,  books  at  his  elbow, 
and  his  pen  for  amusement." 
DARK  SHADOWS.  There's  no  such  lightheadedness 
at  Lyndhurst,  a  half-mile  away.  But  it's  worth 
the  visit  for  its  early  Gothic-revival  architecture, 
stained-glass  windows,  and  wonderful  grounds. 
Built  in  1838  by  famed  architect  Alexander  Jack- 
son Davis,  Lyndhurst  was  made  into  a  castle  dur- 


At  Kykuit,  John  D.  Rockefeller's 
Baptist  modesty  contrasts  with 
Nelson  Rockefeller's  taste  for  nutil 


with  its  crowning  eagle,  sculpted  gardens 
stunning  vistas.  The  world's  wealthiest  man  | 
fondly  of  the  area,  describing  it  as  a  place 
"the  fine  views  invite  the  soul  and  where 
live  simply  and  quietly."  Indeed,  while 
was  being  built,  Rockefeller  was  content  to 
nearby  in  a  relatively  modest  home  until  it 
down  in  1902. 

Kykuit  finally  became  home  to  fou 
erations,  through  grandson  Nelson  i] 
feller's  death  in  1979.  Surviving  brd 
Laurance  and  David  still  live  elsewhq 
the  property,  but  the  family  beque 
Kykuit  to  the  National  Trust  for 
Preservation  in  1979,  along  with  a  $40 
trust  for  upkeep. 

FABLED  FOUNTAINS.  Reflecting  Rocket) 
Baptist  modesty,  Kykuit's  interior  wa 
tirely  removed  from  the  elaborate  and| 
done  schemes  often  found  in  the  hon 
American  millionaires,"  House  Beautif 
ed  in  1909.  But  Nelson,  an  enthusiast] 
collector,  introduced  some  70  pieces  ofl 
ern  sculpture,  mostly  nudes,  to  the 
cally  designed  property.  On  the  front  | 
Alberto  Giacometti's  sleek  bronze  He 
Woman  faces  the  granite-bowled  Oc 
fountain.  In  the  garden,  Aristide  Ms 
luring  Bather  Putting  Up  Her  Hair 
on  a  pedestal  between  two  pools  and 
five  trickling  fountains.  Inside  the  hov 
the  music  room, 


PORTRAIT  OF  A  LADY:  Mrs.  John  D.  Rockefeller  watches  over  her  domain 


ing  the  Civil  War  by  inventor  George  Merritt. 
Like  Sunnyside,  it  sports  asymmetrically  placed 
turrets,  gables,  and  spires.  But  the  effect  is  much 
more  aloof.  In  look  and  feel,  Lyndhurst  so  resem- 
bles a  Newport  "cottage"  that  Reversal  of  For- 
tune, the  movie  about  Claus  Von  Billow's  travails, 
was  filmed  here.  Inside,  Lyndhurst's  opulent  trap- 
pings include  Louis  Comfort  Tiffany  lamps  and 
ornate  Herter  Brothers  furniture  similar  to  that  in 
the  homes  of  the  Morgans  and  the  Vanderbilts. 

The  castle  is  set  off  by  rolling  lawns  shaded  by 
beeches,  magnolias,  oaks,  and  maples.  A  fragrant 
linden  tree,  which  gave  the  property  its  name, 
frames  the  house's  south  side.  In  fall,  the  palette  is 
in  full  display,  although  it  may  be  muted  by  this 
year's  drought. 

Kykuit  (kye-cut) — Dutch  for  lookout — sits  a 
few  miles  north  of  Tarrytown  and  two  miles  back 
from  the  river.  Rockefeller  came  to  the  area  in 
1893,  at  age  54,  when  he  was  winding  down  his  re- 
sponsibilities at  Standard  Oil.  But  it  took  20  years 
before  completion  of  the  six-story  stone  house, 
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If  you  have  time, 
an  hour's  drive  north 
are  Franklin  D. 
Roosevelt's  Hyde 
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Culinary  Institute  of 
America's  restaurant. 
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dance of  country  inns, 
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ley's "treasures  of  jol- 
ly autumn."  □ 
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dining  room,  parlor,  and  covered  porch. 
In  the  parlor,  look  for  the  portrait  depict- 
ing the  26-year-old  Irving  in  1809,  the 
year  his  fiancee,  Matilda  Hoffman,  died 
of  tuberculosis.  He  never  formed  a  family 
after  that,  instead  "living  most  cozily  in 
this  dear,  bright  little  home"  with  older 
siblings  and  their  children.  "I  fancy  it  is 
the  happiest,"  he  wrote,  "when  a  man 
has  a  family  for  his  world,  books  at  his  elbow, 
and  his  pen  for  amusement." 
DARK  SHADOWS.  There's  no  such  lightheadedness 
at  Lyndhurst,  a  half-mile  away.  But  it's  worth 
the  visit  for  its  early  Gothic-revival  architecture, 
stained-glass  windows,  and  wonderful  grounds. 
Built  in  1838  by  famed  architect  Alexander  Jack- 
son Davis,  Lyndhurst  was  made  into  a  castle  dur- 
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with  its  crowning  eagle,  sculpted  garder 
stunning  vistas.  The  world's  wealthiest  ma 
fondly  of  the  area,  describing  it  as  a  place  | 
"the  fine  views  invite  the  soul  and  where 
live  simply  and  quietly."  Indeed,  while 
was  being  built,  Rockefeller  was  content  to| 
nearby  in  a  relatively  modest  home  until  it 
down  in  1902. 

Kykuit  finally  became  home  to  foi 
erations,  through  grandson  Nelson 
feller's  death  in  1979.  Surviving  br 
Laurance  and  David  still  live  elsewl 
the  property,  but  the  family  bequ^ 
Kykuit  to  the  National  Trust  for 
Preservation  in  1979,  along  with  a  $40 1 
trust  for  upkeep. 

FABLED  FOUNTAINS.  Reflecting  Rocke 
Baptist  modesty,  Kykuit's  interior  wd 
tirely  removed  from  the  elaborate  and 
done  schemes  often  found  in  the  hoi 
American  millionaires,"  House  Beautify 
ed  in  1909.  But  Nelson,  an  enthusias 
collector,  introduced  some  70  pieces  ol 
ern  sculpture,  mostly  nudes,  to  the  [ 
cally  designed  property.  On  the  front 
Alberto  Giacometti's  sleek  bronze  Hi 
Woman  faces  the  granite-bowled  Oi 
fountain.  In  the  garden,  Aristide  Ma 
luring  Bather  Putting  Up  Her  Hair 
on  a  pedestal  between  two  pools  and 
five  trickling  fountains.  Inside  the  hoi 
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ing  the  Civil  War  by  inventor  George  Merritt. 
Like  Sunnyside,  it  sports  asymmetrically  placed 
turrets,  gables,  and  spires.  But  the  effect  is  much 
more  aloof.  In  look  and  feel,  Lyndhurst  so  resem- 
bles a  Newport  "cottage"  that  Reversal  of  For- 
tune, the  movie  about  Claus  Von  Billow's  travails, 
was  filmed  here.  Inside,  Lyndhurst's  opulent  trap- 
pings include  Louis  Comfort  Tiffany  lamps  and 
ornate  Herter  Brothers  furniture  similar  to  that  in 
the  homes  of  the  Morgans  and  the  Vanderbilts. 

The  castle  is  set  off  by  rolling  lawns  shaded  by 
beeches,  magnolias,  oaks,  and  maples.  A  fragrant 
linden  tree,  which  gave  the  property  its  name, 
frames  the  house's  south  side.  In  fall,  the  palette  is 
in  full  display,  although  it  may  be  muted  by  this 
year's  drought. 

Kykuit  (kye-cut) — Dutch  for  lookout — sits  a 
few  miles  north  of  Tarrytown  and  two  miles  back 
from  the  river.  Rockefeller  came  to  the  area  in 
1893,  at  age  54,  when  he  was  winding  down  his  re- 
sponsibilities at  Standard  Oil.  But  it  took  20  years 
before  completion  of  the  six-story  stone  house, 
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ALL  ABOUT 

TRUSTS, 

FINANCE  SITES 

FOR  JUNIORS 


Gifts  with 
Strings  Attached  | 

Trusts  can  give  the  giver  maximum  control 


BY  ANNE  TERGESEN 

Paul  Merriman  wanted  to  leave  money  to 
his  grandson.  But  while  the  55-year-old 
Seattle  investment  adviser  liked  the  idea 
of  one  day  freeing  5-year-old  Aaron  from 
financial  insecurity,  he  was  also  afraid  of 
spoiling  the  boy.  So  Merri- 
man set  up  a  trust  with  a 
tax-free  gift  of  $10,000  that  his 
grandson  can't  touch  until  the  ripe 


Trusts 


age  of  65.  Each  year  after  that,  Aaron  will  be 
able  to  withdraw  7%  of  his  inheritance,  with  the 
remainder  going  to  a  charity  of  his  choice  when 
he  dies.  "It's  not  going  to  make  him  rich,"  Mer- 
riman says  of  the  trust,  which  will  nonetheless 
reach  $4.9  million  in  60  years  if  it  compounds  at 
10%  a  year.  "If  he  wants  to  be  rich,  he  can  do 
that  on  his  own." 

Thanks  to  a  booming  economy  and  a  soaring 
stock  market,  a  large  number  of  Americans  are 
now  in  a  position  to  leave  a  sizable  inheritance. 
But  many  fear  their  heirs  may  not  be  able  to 
handle  big  windfalls.  "A  great  many  people  nev- 
er imagined  having  this  kind  of  money,"  says 
Mary  Hickok,  trust  counsel  at  Wilmington  Trust 
in  Wilmington,  Del.  "Now  they  are  frightened 
to  leave  it  outright  to  their  children."  So,  in- 
stead of  handing  stock  or  cash  over  directly, 
many  are  tying  the  money  up  in  a  trust,  a  legal 
entity  that  holds  and  manages  assets  for  heirs. 

Although  some  trusts 
contain  few,  if  any,  restric- 
tions on  how  and  when 
money  can  be  used,  many 
have  requirements  that  re- 
flect a  benefactor's  values 
or  a  child's  economic  or 
health  needs.  "You  can 
write  in  any  set  of  rules 
you  want,"  Hickok  says. 

With  the  help  of  a  good 
lawyer,  for  example,  par- 
ents afraid  of  assets  being 
frittered  away  can  safe- 
guard their  child's  nest 
egg  for  retirement  by  pre- 
venting payouts  before  age 
60 — or  even  later.  If  your 
child  would  rather  watch 
TV  than  look  for  a  job,  a 
trust  that  links  the  payout 


to  the  amount  he  or  she  earns  might  cres 
an  incentive  to  work.  And  to  encourage  er 
preneurialism,  some  trusts  allow  benefic 
to  withdraw  or  borrow  against  a  porti 
their  inheritances  to  set  up  businesses,' 
Joanne  Johnson,  a  trust  and  estate  lawye 

at  J.  P.  Morgan's  Private 

Bank  in  New 

York.  If  you're 

concerned  the 
money  will  be  wasted  on  a 
scam,  you  can  require  ac- 
countants or  attorneys  to 
approve  a  business  plan. 

You   also   can   cut  the 
odds  of  subsidizing  a  drug, 
alcohol,  or  gambling  habit. 
Jeffrey  Condon,  a  Santa 
Monica  (Calif.)  trust  and 
estate  lawyer  and  co-au- 
thor with  his  father,  Ger- 
ald Condon,  of  Beyond  the 
Grave:  The  Right  Way  and 
the  Wrong  Way  of  Leav- 
ing Money  to  Your  Chil- 
dren (and  Others)  (Harper  Business,  $15 
ommends  hiring  a  professional  trustee,  sue  r  rel- 
bank,  to  oversee  the  funds  and  write  che 
creditors,  including  landlords  and  doctors 
advisers  suggest  appointing  a  sympathet 


n 
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Tips  for  Setting  Up  Trusts 


lis.  Alt 


•  Make  sure  your  trust  is  a  Crummey  Trust.  This  lets  beneficiaries  \ 
draw  money  within  a  prescribed  period  after  it  is  contributed,  whic 
lows  benefactors  to  give  the  trust  up  to  $10,000  a  year  free  of  gift  ta 

•  Write  in  a  spendthrift  clause  to  protect  the  trust  against  the  bent  f^m 
ciary's  creditors,  including  those  who  sue  for  bankruptcy  and  divorc  ^ 

•  Make  sure  the  trustee  of  an  insurance  trust  purchases  the  policy 
transfers  ownership  to  the  trust. 

•  A  trust  whose  beneficiary  serves  as  its  trustee  should  restrict  the 
of  its  principal  to  education,  support,  health,  and  maintenance.  Oth ! 
wise,  the  trust's  assets  will  become  part  of  the  beneficiary's  estate 

•  With  a  minor's  trust,  the  parents  should  not  have  control  over  de( 
sions  to  spend  money  for  the  child's  support.  Otherwise,  they  can  b 
liable  for  income  taxes  on  those  sums. 
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all  but  routine  payouts.  Those  who  want 
hardball  can  make  payments  contingent 
habilitation,  Johnson  says. 
LLS.  Although  no  rules  say  so,  there  are 
ings  parents  will  never  be  able  to  control 
ust.  A  mother  who  hates  her  son-in-law 
nake  her  daughter's  trust  payments  con- 
upon  a  divorce.  Similarly,  parents  cannot 
ithdrawals  if  an  heir  marries  someone 
licular  religious,  racial,  or  ethnic  back- 
"The  courts  have  routinely  thrown  those 
ns  out,"  Hickok  says, 
i  drafting  a  trust,  the  choice  of  a  trustee 
"If  you  don't  have  someone  who  will 
'e  the  responsibilities  of  the  trust  with 
'^  ost  integrity  and  objectivity,  you  are  go- 
talk  lave  some  problems,"  says  Johnson.  A 
jpl  >nal,  such  as  a  trust  company  officer,  can 
l  both  objectivity  and  investment  advice. 
I  /nside,  though,  are  annual  fees  that  fre-' 
I  amount  to  1%  of  the  trust's  assets.  (Fees 
:  i  waived  when  non-professionals,  such  as 


mendi  or  relatives,    ■  •   i 
trustees.)  Thai  is  on  top  of 
i  he  cost  of  establishing  t  he 

trust,   which   can    run    from 

$2,51)0  to  $12,000,  depend- 
ing upon  whore  you  live 
and  the  complexity  involved 

The  next  stop  is  to  draft 
the  trust's  terms.  That  moans 
deciding  when  the  money  can 
be  released.  Often,  trusts  pay 
heirs  interest  on  their  investments 
annually,  while  distributing  the  prin- 
cipal in  stages.  A  common  arrangement 
gives  beneficiaries  a  third  of  their  share 
at  age  30,  another  third  at  35,  and 
the  rest  at  40,  when  the  trust 
terminates.  The  theory  be- 
hind staggering  payouts  is 
that  heirs  get  practice  in  han- 
dling windfalls.  Accordingly, 
if  someone  blows  a  first  in- 
stallment on,  say,  a  failed 
restaurant,  he  or  she  might 
be  more  conservative  with 
the  remainder,  Hickok  adds. 
THINK  TWICE.  You  don't  have 
to  give  everything  away 
within  a  set  timetable.  John- 
son says  some  people  give 
their  children  most  of  their 
inheritances  in  their  30s  and 
40s.  But  to  preserve  some  as- 
sets for  old  age,  they  require 
some  money  to  remain  in  the 
trust  for  the  heirs'  lifetimes. 
Many  are  also  establishing  "gen- 
eration-skipping trusts,"  which  al- 
low married  couples  to  put  away 
as  much  as  $2  million  for  grand- 
children and  subsequent  genera- 
tions, although  they  allow  children 
to  be  named  as  beneficiaries  as  well. 
For  single  people,  the  threshold  is 
$1  million.  The  government  exempts 
these  sums  from  the  55%  genera- 
tion-skipping tax  normally  levied 
upon  gifts  to  grandchildren.  (That  tax  is  separate 
from  the  estate  taxes  that  kick  in  on  gifts  of 
more  than  $650,000  per  person,  or  $1.3  million  for 
couples.)  Because  generation-skipping  trusts  are 
able  to  grow  tax-free  for  generations,  those  who 
establish  them  should  think  twice  before  allowing 
their  children  to  withdraw  every  penny. 

When  setting  up  a  trust,  consider  how  flexible 
you  want  it  to  be.  If  you  want  your  progeny  to 
have  access  to  money  whenever  they  need  it, 
you  might  consider  letting  the  trustee  approve 
withdrawals.  Alternately,  some  trusts  spell  out 
how  and  when  money  can  and  cannot  be  used — 
no  ifs,  ands,  or  buts — say,  exclusively  on  college 
or  a  home. 

Some  choose  a  middle  ground  by  allowing  a 
trustee  to  deviate  from  the  rules  if  someone 
makes  a  special  request  for  money  for  "education, 
support,  maintenance,  or  health."  These  are  part 
of  broad  standards  the  Internal  Revenue  Service 
established  to  give  trustees  guidance. 

Trust  and  estate  lawyers  say  they  advise 
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clients  not  to  be  too  rigid.  "If  you  draft  a  trust 
to  be  flexible,  it  can  be  responsive  to  the  evolv- 
ing circumstances  of  your  children,"  says  John- 
son. For  example,  if  you  deem  that  the  trust  cut 
off  heirs  who  remain  unemployed,  you  could 
punish  stay-at-home  parents  and  those  who  be- 
come too  disabled  to  work.  One  solution  is  to 
give  the  trustee  room  to  make  exceptions, 
Hickok  says. 

NEST  EGG.  It's  also  a  good  idea  to  allow  your 
progeny  to  keep  their  money  in  the  trust  longer 
than  required.  Because  trusts  with  so-called 
"spendthrift"  clauses  are  protected  against  cred- 
itors, they  can  shield  a  nest  egg  from  divorce, 
bankruptcy,  malpractice,  and  other  legal  claims. 
Finally,  keep  in  mind  that  no  matter  how 
many  rules  you  put  in  a  trust,  you  have  no  guar- 
antees that  things  will  go  according  to  plan.  For 
example,  if  you  establish  a  minor's  trust  for  a 
child  under  age  21,  that  child  has  the  right  to 


withdraw  some — if  not  all — of  the  money 
a  30-  to  90-day  period  once  he  or  she 
adulthood,  regardless  of  the  trust's  restri 

For  those  willing  to  contend  with  ex 
perwork,  a  so-called  Crummey  Trust  offer 
protection  against  raiding.  Crummey  pro 
require  that  an  adult  heir  or  a  guardis  ^ 
minor  child  receive  notification  after  ea< 
tribution  is  made.  That  sum  can  then  b< 
drawn  during  a  30-  to  90-day  window.  Bu 
ey  given  beforehand  remains  off-limits  ui 
trust's  terms  permit. 

Whatever  type  of  trust  you  settle 
aware  that  most  cannot  be  changed  once 
lished.  So  before  you  sign  off,  make  si 
trust  reflects  your  heirs'  needs  and  your 
Then  ask  yourself  whether  the  trust  is 
enough  to  allow  for  the  unforeseen.  No 
how  well  you  know  your  heirs,  you  can't  p 
predict  the  future. 


i 


A  TRUST  FOR  MINORS:  'IT  GIVES  YOU  CONTRO 


Joanne  E.  Johnson,  a  trust  and 
estate  lawyer  at  J.  P.  Morgans  Pri- 
vate Bank,  often  counsels  clients 
on  the  best  way  to  set  up  trusts 
for  their  children.  She  shared  some 
tips  with  staff  editor  Anne  Tergesen. 

Q:  What  are  the  advantages  of  a 
minor's  trust? 

A:  It  gives  you  control  over  when  a 
child  gets  the  money.  You  can  actually 
say  they  don't  get  anything  until  age 
50  or  60. 

Q:  How  do  generation-skipping  trusts 
work? 


A:  There  is  a  55%  generation-skipping 
tax  on  money  left  to  grandkids.  But 
the  government  gives  each  person  a  $1 
million  exemption.  I  suggest  that  mar- 
ried clients  put  $2  million  into  a  gen- 
eration-skipping trust. 

Q:  WJien  should  you  establish  one? 
A:  If  you  wait  until  you  die  to  transfer 
the  money,  all  you  have  given  the 
grandkids  is  $1  million  of  future  value. 
But  if  you  give  now,  you  will  shield 
your  $1  million  contribution— plus  any 
investment  gains.  Even  though  you 
can  make  your  children  beneficiaries 
of  these  trusts,  don't  allow  them  to 


withdraw  all  the  money.  The  pc 
of  this  is  that  it  can  shield  trust  fi 
from  gift  and  estate  taxes  forevei 

Q:  What  other  kinds  of  trusts  do 
recommend? 

A:  I  suggest  that  my  clients  inco 
rate  philanthropic  giving  into  t 
plan.  It  is  a  way  of  giving  chil< 
another  legacy — a  socially  consc 
legacy.  You  can  set  up, a  founds 
and  have  the  children  run  it.  I 
more  creative  is  the  charitable 
trust.  Income  goes  to  a  charity  f 
period  of  years  and  then,  afterwan 
the  kids.  You  get  a  deduction- 
can  save  on  gift  taxes,  too. 

Q:  When  do  these  trusts  end? 
A:  An  ordinary  trust  agreement 
the  trust  ends  when  there  are  no 
living  relatives.  But  the  family 
want  to  make  a  donation  to  charitj 
the  trust  may  have  gotten  so 
that  it  is  no  longer  economically  fi 
ble  to  maintain.  Allow  the  truste 
distribute  the  money  to  heirs  if  it  i . 
longer  viable  to  continue  the  trus 


Q:  If  you  have  more  than  one  heir, 
should  you  divide  a  trust? 
A:  Divide  the  money  into  shares  y 
self.  You  can  split  it  unequally.  S 
children  feel  they  are  entitled  to 
heritance.  But  the  people  who 
the  money  have  complete  control 
how     it's     apportioned:     It's 
money. 
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hey  ought 
to  be  the 
bluest  of  blue 

chips.  The  New  York  Stock  Exchange  is 
where  the  elite  meet  in  Corporate  Ameri- 
ca. And  the  Nasdaq,  while  lacking  the  Big 
Board's  207-year  history,  views  itself  as  the  fi- 
nancier of  the  New  Economy.  So  if  these  two 
go  ahead  with  tentative  plans  to  sell  their  own 
stock  to  the  public  next  year,  investors  will 
snatch  up  those  shares  as  solid,  stable  long- 
term  investments. 

Solid?  Stable?  Don't  count  on  it.  Investors 
who  want  a  piece  of  the  markets'  action  are 
likely  to  get  a  ticket  on  a  cyclical  roller-coaster. 
They'll  be  betting  that  the  18%  annual  growth 
in  trading  volume  of  the  past  decade  can  roar 
on.  And  the  NYSE  and  Nasdaq  face  steep  de- 
mands for  capital  to  rebuild  technology,  just  as 
new  rivals  are  squeezing  their 
revenues. 

No  one  should  sell  the  major 
markets  short.  Their  names  are 
known  around  the  world — a 
branding  power  they  hope  to 
take  global.  Despite  the  inroads 
of  electronic  markets,  each  still 
enjoys  a  commanding  share  of 
trading.  As  public  companies, 
rather  than  member-owned  mar- 
kets, the  two  could  raise  capital 
to  buy  OT  build  their  own  elec- 
tronic trading  systems.  More 
important,  the  shift  would  re- 
move the  members'  chokehold 


AUG  '99 


that  slows  decisions  and  stifles  innovation. 
But  analysts  trying  to  put  a  value  on  the  ex- 
changes are  stymied.  "It's  not  clear  what  busii 
model  they're  offering,  or  even  how  theyTl  make 
money,"  says  Hans  Morris,  a  brokerage  industry 
consultant  at  Salomon  Smith  Barney.  Merrill 
Lynch  is  evaluating  ipo  prospects  for  the  NYSE 
but  can't  settle  on  a  valuation  because  it 
can't  yet  tell  which  model  works  best. 
The  markets'  financials  aren't  much 
help.  Neither  reports  as  much  detail 
as  they  require  from  companies 
whose  shares  they  list.  The  numbers 
they  do  reveal  aren't  likely  to  hold  up 
in  a  for-profit  environment.  Sales  of 
market  quotes  and  trading  data,  for 
example,  account  for  15%  of  the 
NYSE's  revenues  and  a  similar 
chunk  of  Nasdaq's.  But  increasingly, 
the  markets  have  to  share  this 
"tape  revenue"  with  electronic 
competitors. 

Once  the  bourses  report  realistic 
earnings,  what  multiples  should  in- 
vestors pay?  Investment  banks'  and 
brokers'  stocks  have  outperformed 
the  Standard  &  Poor's  500-stock  index 
(chart) — but  sell  for  only  23.7  times  earnings, 
versus  the  s&p's  32.6  p-e.  The  Australian  Stock 
Exchange,  which  went  public  in  October,  1998, 
has  a  p-e  of  27.  With  those  multiples,  the 
NYSE's  top  value  would,  be  around  $2.7  billion. 
That's  based  on  1998  net  income  of  $101.3  mil- 
lion, which  overstates  earnings  by  including 
the  NYSE's  regulators.  A  more  realistic  esti- 
mate could  be  based  on  Nasdaq's  net  operating 
income  of  $36.3  million,  which  would  yield  a 
top  market  cap  of  $979  million.  The  bourses 
may  get  a  higher  p-e  if  they're  treated  as  big 
data  movers:  Credit-card  processor  First  Data 
sells  at  about  30  times  trailing  earnings. 
LOST  LOVE?  What  may  matter  more  to  in- 
vestors than  initial  pricing  is  how  the  stocks 
behave.  Buyers  should  expect  a  bouncy  ride: 
Although  trading  volume  has  risen  straight  up 
since  1988,  brokers'  shares  exhibit  many  more 
stops  and  starts  than  the  overall  market.  OM 
Gruppen,  which  owns  the  Stockholm  Stock  Ex- 
change, says  its  shares  are  46%  more  volatile 
than  those  of  companies  it  lists.  Nasdaq  and 
the  NYSE  say  they're  barred  from  commenting 
on  how  their  shares  will  behave. 

And  what  if  Americans'  love  affair  with 
stocks  cools?  The  NYSE  and  Nasdaq  insist  that 
new  financial  instruments  and  a  growing  "equi- 
ty mentality"  among  middle-class  Europeans 
and  Asians  will  create  new  worlds  to  conquer. 
In  the  long  run,  that's  true.  But  for  now,  in- 
vestors might  find  that  making  a  market  in 
markets  is  a  rough  ride. 
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WHY  DOESN'T  THIS 
FUND  FOLD  ITS  HAND? 

Friday,  Mar.  6,  1998,  broke  bright  and  crisp 
over  Wall  Street,  perfect  for  hooky.  I  know 
because  I  was  stuck  inside  an  auditorium 
full  of  investment  advisers.  They  had  gathered  at 
J.P.  Morgan's  formidable  former  headquarters 
across  from  the  New  York  Stock  Exchange  to 
hear  a  famous  financial  scientist  describe  his 
brainchild,  the  Barr  Rosenberg  Market  Neu- 
tral Fund. 

In  the  world  of  quantitative  investment  re- 
search, Rosenberg  is  a  titan,  a  pioneer  in  using 
fast  computers  to  model — and  control — financial 
risks.   His  services  had  been  reserved   ^^^^ 
mostly  for  big  money  institutions,  for    i 
whom  he  managed  $7  billion.  But  anyone 
with  as  little  as  $2,500  could  get  in  on 
the  new  fund.  Its  plan:  Buy  hundreds 
of  stocks  and  simultaneously  sell 
short,  or  bet  against,  hundreds  of 
others.  It  offered  a  way 
to  invest  in  equities 
without  the  risk  of 
an  overall  market 
drop.   Opened   the 
prior  December,  the 
fund's  assets  within 
months  hit  $314  million, 
as  advisers  rushed  to  get 
clients  in. 

They  would  have  been  better 
off  playing  hooky.  The  fund 
has  proved  an  unqualified 
flop  (chart).  A  $10,000  in- 
vestment made  on  Jan. 
1,  1998,  was  worth  only 
$8,514  by  the  end  of  last 
month,  according  to 
Morningstar  Inc.  Had  you  put 
ten  grand  in  a  risk-free,  low-yielding 
Treasury  bill,  the  fund's  benchmark,  you  would 
have  had  $10,827  by  Aug.  31.  A  handful  of  rival 
market-neutral  funds  also  are  hurting,  but  none 
like  this. 

What  went  so  wrong,  so  fast?  To 
find  out,  I  called  Rosenberg's  Orinda, 
Calif.,  offices.  Rosenberg  isn't  com- 
menting, but  the  fund's  day-to-day 
manager,  Will  Jump,  told  me  they're 
dismayed  by  the  "awful"  performance. 
"It's  a  lot  more  severe  than  we 
would've  expected." 

Just  the  same,  the  firm  sees  no 
problem  with  its  models  or  computers, 
which  scan  5,700  domestic  stocks 
every  three  minutes  each  trading  day 
to  find  those  deemed  cheapest  and 
most  expensive,  based  on  such  famil- 


BY  ROBERT  BARKER 

In  theory,  the  Barr 
Rosenberg  fund 
made  perfect 
sense,  but  even 
quants  can  be 
wrong.  It's  time 
to  admit  defeat 
and  return 
investors'  money 
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iar  ratios  of  value  as  market  price  to 
profits  and  other  proprietary  measure: 
have  not  lost  confidence  in  the  strategy,' 
says.  "Whenever  we  look  at  the  fundara 
we  see  that  we're  correctly  building  por 
The  valuation  gap  between  the  longs  a 
shorts  is  as  large  as  we've  seen  it."  Ir 
words,  Jump  thinks  it's  the  market,  not  th 
el,  that  has  gone  haywire. 
NO  SHAME.  Has  it?  Answering  that  wii 
tainty  would  take  someone  smarter  than 
or  Rosenberg.  But  any  contrarian  has 
tempted  into  imagining  that  the  market 
ally  will  cycle  arou 
begin  to  size  up  sto< 
way  Rosenberg's 
do.  Then,  instead  of 
ing  a  double  dose  of 
in  the  best  of  cafe 
fund's  longs  wo 
up,  its  shorts 
and  investors 
be  doubly  enri<| 

That  could 
Yet  I  have  an  : 
est     proposal| 
Jump  says  th 
hasn't  debatec 
not  close  the 
turn  investors' 
and  just  head  back| 
financial  laboratory 
By  definition,  th 
doesn't  try  to 
broad    market 
Those  are  thl 
caDy  neutj 
by     the 
portfolio  or 
and     short 
there    shoi 
no  shame,  nol 
ket   timer"   stigri 
stepping  out  of  the 
Public  mutual  funds  rarely  liql 
but  it's  not  unusual  among  private] 
funds.  In  February,  perplexed  by  the  poor 
ing  of  one  of  its  own  market-neutral  portfol 
val  quants  at  $5  billion  Numeric  Inves^ 
Cambridge,  Mass.,  did  just  that,  giving 
back  $300  million.  "We  clearly  have  mcl 
search  to  do,"   Numeric  President   La| 
Wheeler  says. 

Anxious  to  preserve  capital,  many  invesj 
the  Rosenberg  fund  aren't  willing  to  wj 
three  to  five  years  that  Jump  says  ma| 
before  the  values  embedded  in  his  portfol 
realized.  Already,  redemptions  have  helped] 
the  fund's  assets  by  63%,  to  $116  millior 
much  neater  it  would  be  for  Rosenberg 
the  initiative  and  return  the  rest.  For  a 
neutral  alternative,  we'll  always  have  thel 
To  find  barker.online,  go  to  www.bu^ 
week.com/investor/  or  AOL  keyword:  BW 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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Right  now,  media,  communications  and  technology 
are  converging  at  breakneck  speed.  Each  day's  news 
threatens  to  collapse  old  business  models  and  creates 
new  opportunities.  Which  is  precisely  why  the  leaders 
of  these  industries  are  meeting  at  The  1999  Global 
Convergence  Summit. 

Dozens  of  top  executives  will  share  their  insights 
and  the  latest  news,  including: 

■  Jim  Banister,  Executive  Vice  President, 
Warner  Bros.  Online 

■  Kevin  K.  Carton,  Global  Entertainment  and  Media 
Practice  Leader,  PricewaterhouseCoopers 

■  James  F.  McDonald,  President  and  CEO, 
Scientific-Atlanta 

■  Kevin  J.  O'Conner,  Chairman  and  CEO,  DoubleCUck 

■  Jason  Olim,  President  and  CEO,  CDNow 

■  William  Rouhana,  Jr.,  Chairman  and  CEO,  WinStar 
Communications 

■  William  L.  Schrader,  Chairman  and  CEO,  PSINet 

■  William  J.  Schroeder,  President  and  CEO,  Diamond 
Multimedia  Systems,  Inc. 

■  Robert  Tercek,  Senior  Vice  President,  Digital  Media, 
Columbia  TriStar  Sony  Pictures  Entertainment  Group 

■  Jay  S.  Walker,  Founder  and  Chairman,  Priceline.com 

Will  the  frontrunners  today  have  a  lock  on  the  future? 
Will  you  lead  or  be  left  behind?  Find  out  September  30, 
1999  at  the  Marriott  Marquis  in  New  York  City. 

For  more  information  on  The  1999  Global 
Convergence  Summit,  or  to  find  out  more  about 
sponsor  and  speaker  opportunities: 

Go  to:    http://conferences.businessweek.com/ 

1999/convergence 
e-mail:    julie_terranova@businessweek.  com 
phone:    888-239-6878 
fax  on  demand:  888-239-6878,  document  #100 
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No  matter  how  you  slice  it,  say  sonic  savvy 
pros,  ZDNet  (/.I)/.)  is  bound  to  blossom- 
once  parent  Ziff-Davis  strikes  a  deal  for- 
tius online  provider  of  technology  news.  Ziff- 
Davis  has  hired  Morgan  Stanley  Dean  Witter 
to  explore  ways  of  boosting  its  stock,  including 
selling  all  or  part  of  the  company.  Ziff-Davis, 
which  publishes  such  magazines  as  PC  Week.  l'c 
Computing,  and  PC  Magazine,  spun  off  ZDNet 
in  March  to  track  its  rapidly  growing  Internet 
business,  but  still  owns  83%  of  ZDNet. 

ZDNet  was  a  hot  ipo  when  it  went  public  in 
March,  soaring  from  19  to  55  by  early  April.  It 
has  since  dropped  to  14,  hit 
by  the  chill  winds  that 
have  swept  Net  stocks. 

The  decline  shows  how 
undervalued  it  has  become, 
says  Peter  Hadden  of  Put- 
nam Investments,  which  has 
accumulated  nearly  5%  of 
the  stock.  Several  parties 
have  expressed  interest  in 
Ziff-Davis  and  its  business- 
es, although  the  company 
says  no  "active  negotiations"  are  going  on. 

But  ZDNet  could  end  up  being  acquired  sepa- 
rately by  a  larger  tech  or  Internet  company, 
says  Hadden.  He  figures  it  is  worth  45  a  share, 
based  on  rival  cnet,  whose  market  cap  is  $3 
billion.  He  notes  that  ZDNet  and  CNET  are  at 
parity  in  Net  traffic  and  revenues.  He  expects 
that  Tokyo-based  Softbank,  which  owns  70%  of 
Ziff-Davis,  will  retain  a  stake  in  ZDNet. 

Michael  Parekh  of  Goldman  Sachs  argues  that, 
given  ZDNet's  "extensive  library  of  proprietary 
i  content  and  strong  ad  relationships,"  ZDNet 
shouldn't  trade  at  such  a  discount  to  cnet.  Jamie 
Kiggen  of  Donaldson  Lufkin  &  Jenrette  has  a  12- 
month  target  of  70  a  share  for  ZDNet. 

ceo  Daniel  Rosensweig  wouldn't  say  whether 
he  had  offers  for  ZDNet.  Sources  says  ZDNet  is  on 
the  verge  of  signing  a  major  alliance  to  launch  a 
co-branded  Web  site. 

NOVARTIS  AND  J&J 
MAY  BE  AFTER  CHIRON 


The  buzz  is  getting  louder  about 
Chiron  (CHIR),  whose  stock  has 
soared  from  18  in  mid-June  to 
34%  now — a  tad  shy  of  the  52-week 
high  of  35%  reached  on  Sept.  13. 
"Some  investors  are  finally  starting  to 
take  notice  of  the  upside  potential  at 
Chiron,"  says  Jim  McCamant,  editor 
of  the  Medical  Technology  Stock-  Letter. 
Chiron's  product  pipeline  is  full,  he 
says,  and  the  earnings  outlook  is 
bright.  One  other  factor:  takeover  talk. 
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Two  major  drugmaker  are  aid  to  be  pursuing 
biotech  biggie  Chiron;  Novartis,  which  ownt  l'/< 
of  Chiron,  and  Johnson  <v  Johnson,  which  owns 
..I)',  of  a  joint  venture  with  Chiron  on  diagnostic 

tests  for  hepat  it  is  and  HIV. 

Steve  Flax  of  Flax  Investment  Partm 
Scottsdale,  Ariz.,  believes  that  Novartis  wants  to 
acquire  all  of  the  company.  Blocking  Novartis' 
path  is  a  standstill  agreement  that  bars  it  from 
increasing  its  stake  until  Jan.  15,  2000.  Flax  say- 
that  Novartis  wants  to  do  it  sooner,  and  the 
company  is  trying  to  persuade  Chiron  to  revise 
the  pact.  However,  Johnson  &  Johnson  may  be 
another  obstacle. 

Morton  Cohen,  chairman  and  ceo  of  Clarion 
Capital,  thinks  Johnson  is  bent  on  acquiring  Chi- 
ron and  that  j&.j  may  want  to  do  a  deal  with  No- 
vartis to  achieve  its  own  goal.  Novartis  couldn't  be 
reached  for  comment  and  Johnson  &  Johnson  de- 
clined comment,  as  did  Chiron. 

McCamant  says  that  Chiron's  new  nucleic-acid 
blood  screening  business  is  expected  to  boost 
revenues  in  2000.  He  also  says  that  sales  from  its 
Regranex  drug,  which  is  being  marketed  by 
Johnson  &  Johnson,  should  jump  sharply.  His 
target  for  the  stock:  60. 

ARE  BUYERS  LURKING 
IN  RITE  AID'S  AISLES? 

What's  Rite  Aid  (RAD)  up  to?  Rumors  have 
buffeted  this  drugstore  chain  ever  since  it 
put  off  an  August  meeting  with  analysts 
and  announced  that  it  was  engaged  in  talks  on 
"corporate  transactions."  In  June,  the  company 
had  to  restate  its  last  three  years  of  earnings  af- 
ter a  Securities  &  Exchange  Commission  review 
of  its  accounting  practices. 

One  rumor  is  that  the  likes  of  Safeway  and 
Wal-Mart  Stores  are  in  buyout  talks  with  Rite 
Aid.  The  stock's  price  of  18,  down  from  51  in 
January,  makes  Rite  Aid 
vulnerable,  says  a  Califor- 
nia money  manager  who 
has  been  buying  Rite  Aid 
shares.  Another  possibility: 
Rite  Aid,  which  operates 
about  4,000  stores,  may  sell 
some  of  its  300  large  stores 
in  the  West.  "Rite  Aid  is  a 
troubled  company  sitting  on 
a  trove  of  valuable  assets 
in  an  attractive  industry," 
says  John  Ransom,  an  analyst  at  Raymond  James 
&  Associates.  These  assets,  he  adds,  couldn't  be 
duplicated  today.  Rite  Aid  "needs  to  de-leverage 
its  balance  sheet,"  he  adds. 

That  is  one  reason  why  some  pros  believe  Rite 
Aid  may  announce  a  deal  before  its  meeting  with 
analysts,  which  has  been  rescheduled  for  Sept. 
22.  Analyst  Debra  Levin  of  Morgan  Stanley  Dean 
Witter,  says  that  if  Rite  Aid  were  sold,  the  price 
could  be  "roughly  25,"  based  on  recent  drugstore 
deals.  Both  Safeway  and  Wal-Mart  declined  com- 
ment. Rite  Aid  didn't  return  calls. 


SUFFERING  FROM 
UNCERTAINTY 


APR  1,  '99  SEPT  14 

▲  DOLLARS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 


BUSINESS  WEEK  /  SEPTEMBER  27,   1999  159 


BusinessWeek  Investor 


Figures  of  the  Week 


STOCKS 


S&PSOO 


U.S.  MARKETS 


Sept.  15 


%  change 
Week         Year 


GLOBAL  MARKETS 


Sept.  15 


J 


h 


Dow  Jones  Industrials  10,801.4 

Nasdaq  Composite  2814.2 

Nasdaq  100  .              2463.1 

S&P  MidCap  400  401.1 

S&P  SmallCap  600  180.0 

S&P  SuperComposite  1500  275.7 

SECTORS  Sept.  15 


-2.1 
0.2 
0.3 

-0.2 
0.0 

-2.4 


34.6 
67.7 
86.0 
30.0 
18.8 
26.3 


%  change 
Week  Year 


52-week  change  1 -week  change 
+26.1  -1.9% 

COMMENTARY 

Stocks  took  it  on  the  chin  this 
week,  despite  favorable  news 
on  the  inflation  front.  Both  the 
consumer  and  producer  price 
indexes  for  August  showed 
scant  price  pressures.  But  in- 
vestors focused  instead  on  the 
1.2%  jump  in  retail  sales, 
which  showed  that  the  economy 
was  continuing  to  race  ahead. 
The  market  is  fearful  that  the 
Fed  will  raise  interest  rates  in 
October  to  slow  the  economy. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth  759.0  -1.7  32.9 

S&P/BARRA  Value  581.5  -2.2  20.3 

S&P  Basic  Materials  128.3  -0.7  15.8 

S&P  Capital  Goods  1009.1  -3.3  36.6 

S&P  Energy  861.9  -2.7  18.4 

S&P  Financials  125.8  -3.7  11.2 

S&P  REIT  78.6  -2.1  -4.1 

S&P  Transportation  635.2  -0.5  4.1 

S&P  Utilities  253.5  -0.1  2.6 

GSTI  Internet  421.5  1.0  211.0 

Morgan  Stanley  Cyclical  571.9  -2.4  36.8 

PSE  Technology  643.9  -0.6  102.9 


S&P  Euro  Plus  1359.6 

London  (FT-SE  100)  6067.7 

Frankfurt  (DAX)  5387.2 

Tokyo  (NIKKEI  225)  17,777.2 

Hong  Kong  (Hang  Seng)  13,430.6 

Toronto  (TSE  300)  7063.5 

Mexico  City  (IPC)  4970.2 

FUNDAMENTALS  Sept.  14 


S&P  500  Dividend  Yield  1.26% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  31.5 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  23.4 

First  Call  Earnings  Revision*  5.80  % 

'First  Call  Corp. 


TECHNICAL  INDICATORS 


Sept.  14 


Week 
ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1297.4      1293.2 
37.0%      40.0% 
0.54  0.61; 

1.11  1.34 


BEST-PERFORMING        Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


Defense  Electronics 
Computer  Systems 
Computer  Software 
Electrical  Equipment 
Communications  Equip. 


11.1 
8.4 
6.6 
6.6 
6.4 


Semiconductors 
Instrumentation 
Communications  Equip. 
Computer  Systems 


129.1 

117.2 

101.7 

84.3 


Diversified  Manufacturing   65.4 


Furnishings  &  Appliances  -21.4 
Apparel  Manufacturing  -17.9 
Housewares  -16.6 

Pollution  Control  -14.8 

Specialty  Appar.  Retailers  -12.3 


Pollution  Control 

Manufactured  Housing 

Toys 

Metal  &  Glass  Contaim 

Apparel  Manfuacturing 
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MUTUAL  FUNDS 


I  All  Equity  Week  ending  Sept  14 

52-week  total  return 


M  S&P  SOU"  m 
4-week  total  return 


%      -3       -2       -1        0        1        2     %       7        14       21       28      35      42 
Data:  Mornmgstar,  Inc.                                          "Vanguard  500  Index  fund 
EQUITY  FUND  CATEGORIES        


Leaders 

Four-week  total  return 


Laggards 
%  Four-week  total  return        % 


Japan 

Diversified  Pacific/Asia 

Technology 

Pacific/Asia  ex-Japan 

Small-cap  Growth 

Leaders 

52-week  total  return 


13.9  Financial 

10.0  Precious  Metals 

9.0  Mid-cap  Value 

6.9  Large-cap  Value 

4.7  Real  Estate 


-6.8 
-3.3 
-2.9 
-2.8 

-1.7 


Laggards 
%  52-week  total  return  % 


Technology 

Japan 

Pacific/Asia  ex-Japan 

Diversified  Pacific/Asia 

Communications 


120.7  Precious  Metals 

105.3  Real  Estate 

86.7  Financial 

85.5  Europe 

66.7  Small-cap  Value 


0.9 

8.2 

10.0 

10.8 
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■  INTEREST  RATES 

Week      Year 
KEY  RATES  Sept.  15     ago        ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
1-YEAR  TREASURY  BILLS 
10-YEAR  TREASURY  NOTES 


4.83%  4.80%  5.09% 
4.72      4.83      4.74 
5.23      5.28      4.78 
5.92      5.93      4.88 


3: 
BLOOMBERG  MUNI  YIELD  EQOIV; 

Taxable  equivalent  yields  on  AAA-rated,  tax  lm  , 
municipal  bonds,  assuming  a  31%  federal 

10-yr.bond  3C  ;»■..■; 


GENERAL  OBLIGATIONS     4.92% 
TAXABLE  EQUIVALENT        7.13 


ifi 


INSURED  REVENUE  BONDS  5.07 


30-YEAR  TREASURY  BONDS      6.10      6.07      5.23 

30  YEAR  FIXED  MORTGAGE  I     7.85      8.00      6.78 


TAXABLE  EQUIVALENT 

tBanxQuote,  Inc. 


7.35 


m  si 


BW  PRODUCTION  INDEX 


Change  from  last  week:  -0.1% 


Change  from  last  year:  5.8% 


INDUSTRIAL  OUTPUT 

150 Sept,  4=149.9 

1992=100 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  dipped  n 
ended  Sept.  4.  Before  calculat 
four-week  moving  average,  the 
0.2%,  to  149.6,  from  149.9.  True  !" 
production  dropped  after  seasor  | 
merit.  Output  of  steel,  autos,  elf  E 
er,  crude  oil,  and  lumber  were  I 
freight  traffic  also  rose,  and  the  I  \ 
of  American  Railroads  noted  tha 
recorded  their  third-largest  wee 
ever  for  intermodal  freight. 
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I  THE  WEEK  AHEAD 
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INTERNATIONAL  TRADE  Tuesday,  Sept.  21, 
8:30  a.m.For^The  U.  S.  trade  deficit  for 
goods  and  services  likely  narrowed  only 
slightly  in  July,  to  $23.6  billion  from  a 
record-shattering  $24.6  billion  in  June. 
That's  according  to  the  median  forecast  of 
economists  questioned  by  Standard  &  Poor's 
mms,  a  division  of  The  McGraw-Hill  Compa- 
nies. Exports,  which  rose  just  0.5%  in  June, 
are  expected  to  post  another  small  gain. 
And  imports  probably  fell  back  a  bit  in  July 
after  jumping  3.9%  in  June.  The  soaring 
trade  deficit  subtracted  nearly  1.5  percent- 
age points  from  economic  growth  in  the  sec- 
ond quarter.  Although  the  trade  gap  is  ex- 
pected to  narrow  i  bit  in  the  second  half, 


any  additional  growth  the  smaller  deficit 
gives  will  be  very  small. 

FEDERAL  BUDGET  Wednesday,  Sept.  22,  2 
p.m.EDT*-  The  Treasury  Dept.  is  likely  to  re- 
port a  budget  deficit  of  $9.3  billion  in  Au- 
gust, says  the  s&p  mms  survey.  That's  little 
changed  from  the  $11.2  billion  gap  of  Au- 
gust, 1998.  For  fiscal  1999,  which  ends  in 
September,  the  federal  budget  remains  on 
track  to  total  a  surplus  almost  double  the 
$69.2  billion  of  1998. 

BEIGE  BOOK  Wednesday,  Sept.  22,  2  p.m.EDT 
►  The  Federal  Reserve  Board  will  release  its 
assessment  of  regional  economic  activity  as 


reported  by  its  12  district  banks.  Ace 
to  s&p  mms,  only  about  8%  of  the  ecoi 
mists  surveyed  now  expect  the  Fed  to 
short-term  interest  rates  at  its  policy 
ing  on  Oct.  5.  That  percentage  might 
the  Beige  Book,  which  is  prepared  in 
vance  of  each  policy  meeting,  contain 
formation  on  whether  excess  demand 
tightening  labor  markets  further  and  I 
wages. 
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For  more  investment  data  and  the 

components  ot  the  production  inde; 

visit  www.businessweek.com. 
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Editorials 


THE  PROSPERITY  GAP 


For  anyone  coming  out  of  high  school,  college,  or  even 
prison  these  days,  the  best  job  opportunities  in  generations 
are  available  in  the  U.  S.  Thanks  to  the  New  Economy,  a  101- 
month  expansion  has  so  tightened  job  markets  that  even  those 
at  the  very  bottom  of  the  economy  are  being  drawn  up  into  a 
vortex  of  national  prosperity.  The  educated  offspring  of  sub- 
urban Baby  Boomers  are  getting  terrific  first  jobs  at  salaries 
that  often  make  their  parents  gasp.  Inner-city  kids,  even  those 
without  high  school  diplomas,  are  earning  more  than  they  or 
their  parents  ever  dreamed,  and  the  unemployment  rate  for 
blacks  is  the  lowest  ever  measured.  Upward  mobility  is  work- 
ing again  in  America,  and  the  once-popular  sociological  wisdom 
about  a  "culture  of  poverty"  is  being  disproved  by  the  dy- 
namics of  a  high-tech,  global  New  Economy. 

But  there  is  also  a  new  asymmetry  to  American  prosperi- 
ty (page  91)  that  could  have  troubling  political  consequences. 
A  gap  is  opening  between  those  doing  well  and  those  doing 
much  better.  The  divide  runs  right  down  the  crack  between 
the  Old  and  New  Economies.  People  working  in  information 
industries — software,  media,  financial  services,  consulting, 
computers — have  seen  their  average  real  wages  rise  11% 
since  1994  (not  counting  options  and  capital  gains),  while 
real  wages  for  everyone  else  are  up  only  3%.  For  people  at 
the  bottom  with  a  good  first  job  that  allows  them  to  buy  a 
house  (a  record  67%  of  Americans  own  their  own  homes),  a 
prosperity  gap  may  not  matter  now.  But  it  could  soon. 

It  all  depends  on  the  transformative  power  of  the  New 
Economy.  Right  now,  information  industries  are  pulling  ahead 
of  the  rest  of  the  economy.  New  Economy  companies  have 
higher  productivity  than  Old  Economy  ones,  make  more  prof- 
its, and — this  is  critical — pay  significantly  higher  salaries 
plus  options.  The  stock  market  tells  the  story.  A  rising  share 


of  the  profits  made  in  Corporate  America  is  being 
by  New  Economy  companies.  The  Nasdaq,  much  mc] 
pure  New  Economy  play,  is  up  nearly  30%  for  t 
nearly  three  times  as  much  as  the  broader  Standard 
500-stoek  index  and  twice  the  Dow  Jones  industrial 

This  could  change  fast.  No  one  really  knows  how 
the  Old  Economy  will  make  it  across  the  high-tech 
how  fast  it  will  happen.  Old  brick-and-mortar  co 
such  as  Office  Depot,  Barnes  &  Noble,  and  Charles 
are  transforming  themselves  into  Net  companies  ca 
creating  the  kind  of  efficiencies  that  are  common 
Economy  enterprises.  How  many  will  follow?  Who' 
the  courage  to  cannibalize  their  distribution  systems, 
shareholders,  and  leap  to  the  Net?  No  one  really  kn 

But  migrations  will  help.  A  brick-to-click  migr 
sending  a  horde  of  experienced  managers  and  just 
college  kids  into  New  Economy  companies  as  they  se 
far  higher  compensation  and  the  thrill  of  being  on  the 
something  newr.  A  smaller,  yet  significant,  click-to 
gration  is  also  taking  place,  as  Old  Economy  compa: 
the  talent  to  make  them  Net-savvy,  often  paying  bi 
and  options  to  get  them  there. 

The  prosperity  gap  is  a  new  phenomenon  of  unkno 
nitude  and  scope.  As  long  as  the  economy  is  powerini 
providing  jobs  and  mobility  for  nearly  all,  it  may 
But  come  the  inevitable  recession — or  a  sharp  stock  m; 
cline — the  gap  could  play  political  havoc,  sharply  divi 
and  Old  Economy  populations.  The  grim » specter 
Buchanan  running  on  a  Reform  Party  platform  of  prol 
ism,  isolationism,  and  nationalism  is  just  a  faint  glim 
what  may  come.  Better  to  focus  policy  now  on  promot 
New  Economy  and  hastening  its  integration  with  the 
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If  there's  any  one  thing  that  holds  true  for  the  e-biz  world 
at  this  moment,  it  is  that  dot.com  heroes  come  and  go — 
and  fast.  The  zigzag  of  Net  business  is  dizzying.  The  open- 
ness of  the  Web,  the  low  cost  of  entry,  and  the  continuous- 
ly changing  commercial  landscape  make  for  a  rapid-fire 
change  of  business  plans.  Look  at  the  many  iterations  of 
Yahoo's  and  Amazon's  business  models.  And  don't  forget 
how  many  hot  e-biz  companies  have  been  gobbled  up  and 
lost  their  independent  identities  in  the  past  12  months 
alone.  No  wonder  the  cast  of  e-biz  pacesetters  is  constantly 
changing. 

So,  quick — before  the  list  morphs  before  your  very  eyes, 
take  a  look  at  business  week's  new  e.biz  25  (page  EB24). 
It's  full  of  surprises,  from  the  high-tech  plumbers  who  pro- 
vide the  pipe  for  the  Net,  such  as  Cisco  Systems'  John 
Chambers,  to  reborn  marketers,  such  as  IBM's  Lou  Gerstner, 


who  gave  a  new  identity — and  source  of  profits — to  a 
computer  giant  via  electronic  commerce.  Priceline.cor 
Walker  made  the  list,  as  did  America  Online's  Stephe 
and  Amazon's  Jeffrey  Bezos.  Bankrollers  John  Doer 
Kleiner  Perkins  Caufield  &  Byers  and  Masayoshi  So 
Softbank  are  there,  plus  eBay's  Margaret  Whitman. 
But  who  will  be  back  next  year?  Microsoft  ( 
Expedia  is  giving  Priceline  its  first  taste  of  seriou 
petition  (maybe  this  will  get  Bill  Gates  on  next  year 
25  list).  Amazon.com  Inc.  is  piling  into  eBay's 
business.  Day  traders  appear  to  be  flagging,  chall 
E*Trade  Group's  Christos  Cotsakos  to  remain  sua 
And  so  it  goes.  Unlike  the  computer  industry,  thert 
center  of  gravity  as  yet  on  the  Net.  Leadership  is 
spread  and  ever-changing.  Is  this  a  fun  era  to  be  an 
preneur,  or  what? 


1 


hi 

Hon 
.(♦"wein 


162  BUSINESS  WEEK  /  SEPTEMBER  27,  1999 


i  1  was  diagnosed  with  prostate  cancer,  my  first  concern  was  ridding  myself  of  the  cancer.  But  I  was  also 
mot  »rned  about  possible  postoperative  side  effects,  like  erectile  dysfunction  (E.D.),  often  called  impotence. 
isked  my  doctor  about  treatment  options. 

peaking  out  now  in  the  hope  that  men  with  E.D.  will  get  proper  treatment  for  a  condition  that  affects 
ins  ot  men  and  their  partners. 

E.D.  cases  are  associated  with  physical  conditions  or  events,  like  the  prostate  cancer  surgery 
lerwent.  The  most  common  causes  of  E.D.  include  diabetes,  high  blood  pressure,  spinal  cord  injury,  or 
,\  tor  the  prostate  or  colon.  E.D.  can  also  be  associated  with  smoking,  alcohol  abuse,  or  psychological 
[tions  such  as  anxiety  or  stress. 

good    news    is    thai    many    effective    treatments    are    available    for    E.D.    But    the    important    first    step 
talk  to  your  doctor.  Together,  you  and  your  doctor  can  decide  which  treatment  is  best  for  you. 

it's  up  to  you  to  get  the  treatment  you  need  for  E.D.  My  advice  is  to  yet  a  medical  checkup, 
le  best  way  to  yet  educated  about  E.D.  and  what  can  be  done  to  treat  it.  It  may  take  a  little  courage, 
ve  found  that  everything  worthwhile  usually  does. 

nore  information  about  erectile  dysfunction,  please  call  1-800-433-4215. 
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PRESENTING  THE 

NEW  INTERNATIONAL 

SYMBOL  FOR  THE 

INTERNET. 


This 

symbol,  of  course,  stands  for 

Fujitsu. cP  And  while  it's  not  actually 

the  international  symbol  for  the  Internet, 

|  perhaps  it  should  be.  You  see,  few  companies 

lay  a  greater  role  in  bringing  the  world  to  the 
Irernet  --  and  the  Internet  to  the  world  --  than  Fujitsu. 
}tye  deliver  an  unsurpassed  array  of  Internet  solutions, 
qn  infrastructure  to  electronic  commerce.  Much  of  the 
/rld's  Internet  traffic,  for  instance,  is  piped  through  our 
i^h-speed  optical  transmission  systems. cP  Our  IT 
blutions,  from  global  servers  to  application  software, 
are  powering  the  new  Internet  economy. 
cP  Wherever  you  look,  our  global  IT  and 
telecommunications  expertise  is  giving 
us  a  leadership  position  in  the 
Internet  revolution. 
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Palexpo  Geneva, 
Switzerland 


int.rOctiva^H       10-17  October  1999 


See  us  at  booth  5030  (Hall  5) 


http://www.  telecom99.  fujitsu.  com 
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Forget  megahertz. 
We're  talking  gigaflops. 


■ 


■■ 


Presenting  the  Power  Mac  G4.  The  world's  first  desktop  supercomputer. 
What  makes  a  supercomputer  "super"  is  its  ability  to  execute  at  least  one 
billion  floating-point  operations  per  second.  It  is  a  staggering  measure 
of  speed  known  as  a"gigaflop."  The  new  Power 
Mac  G4  is  the  first  personal  computer  in  the 
world  to  achieve  this  level  of  performance. 
The  secret  of  this  stunning  speed  is  the  new  G4 
processor  with  its  Velocity  Engine  -  the  heart  of 
a  supercomputer  miniaturized  onto  a  sliver  of 


What  makes  a  supercomputer  'super  is 

its  ability  la  execute  at  least  one  billion 
floating-point  operations  per  second. 
Like  the  new  PowerMac  G4. 


silicon.  Applications  that  tap  the  Velocity  Engine's 
power  typically  run  twice  as  fast  as  they  do  on  the 
fastest  Pentium  Ill-based  PCs.  Common  Photoshop 
tasks,  for  example,  run  twice  as  fast.  And  using  a  set 
of  Intel's  own  tests,  the  500MHz  G4  chip  was  2.94  times 
as  fast  as  the  600MHz  Pentium  III  processor.  Chances 
are,  you've  never  even  heard  of  a  gigaflop  before.  But  very  soon  you  won't 
be  able  to  live  without  at  least  one  on  your  desk.  For  more  information  and 
complete  specifications,  visit  us  atwwwapple.com.  •  Think  different." 


Velocity  Engine -the  heart  of  a 
supercomputer  miniaturized 
onto  a  diver  of  silicon 
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EDITED  BY  ROBERT  McNATT 
CASINO  SOCIETY 

E-GAMBLING  ON  THE 
DOW?  SHOCKING! 

MOVE      OVER      DAY-TRADING. 

There's  a  new  game  in  town: 
Internet  stock  market  gam- 
bling. A  slew  of  new  online 


WallStreetBets 


Financial  wagering 

casinos  such  as  www.betat- 
wallstreet.com,  www.beton- 
wallstreet.com,  and  www.fi- 
nancialbet.com  let  investors 
— er,  gamblers — place  Vegas- 
style  bets  on  the  direction  of 
the  market.  At  www.betat- 
wallstreet.com,  a  $100  win- 
ning bet  on  the  Dow  Jones 
industrial  average's  daily  clos- 
ing price  returns  $200.  Lose, 
and  it  costs  $110— the  $10  ex- 
tra is  the  vigorish.  The  sites 


also  take  bets  on  hot  stocks 
such  as  Microsoft. 

These  sites  represent  the 
next  big  trend,  says  Anthony 
Sparango,  president  of  Go  Bet, 
a  Los  Angeles  company  that 
does    marketing   for   www.- 
betatwallstreet.com  and  simi- 
lar sites,  which  are  all  located 
offshore   and   also  take 
bets    on    sports.    There 
were  three  financial  wa- 
gering sites  in  early  1999. 
Now  there  are  at  least  10. 

Behavioral  finance  experts 
say  the  trend  reflects  gam- 
bling tendencies  among  an 
increasing  number  of  in- 
vestors. "People  need  to  re- 
member that  this  is  enter- 
tainment, not  investing," 
says  Jeffrey  Heisler,  a 
Boston  University  finance 
professor.  For  some  people, 
it's  not  always  easy  to  tell  the 
difference.       Marcia  Vickers 


CAR  TALK 

MAKE  MINE 
A  PORSCHE  LITE 

AN    INTERNATIONAL   CONSOR- 

tium  of  35  steel  companies  is 
working  with  Porsche  Engi- 
neering Services  Inc.  of  Troy, 
Mich.,  a  division  of  German 
auto  maker  Porsche,  to  de- 
velop a  car  that  could  revo- 
lutionize the  automotive  in- 
dustry. The  goal:  use  steel 
to  make  fuel-efficient,  af- 
fordable automobiles  that 
meet  government  guidelines. 
The  bodies  of  the  pro- 
posed vehicles  will  be  near- 
ly 100%  high-strength  light- 
weight steel,  weigh 
more       than 


2,000  pounds,  and  be  up  to 
85%  stronger  than  any 
current  model.  And  they'll 
be  ecologically  sound,  getting 
80  miles  to  the  gallon  and 


made  of  40%  recycled  steel. 
Best  of  all,  these  ultralight 
steel  auto  bodies  won't  cost 
more  than  regular  autos.  "The 
goal  is  to  produce  some  very 
sexy-looking  cars  that  are  af- 
fordable," says  E.  Frank 
Walker,  a  British  Steel  engi- 
neer involved  in  the  project. 

One  big  remaining  obstacle: 
safety.  It  isn't  easy  to  make  a 
car  light  and  safe.  Engi- 
neers plan  to  design 
the  body  using  ad- 
vanced computer 
}^~~  programs  that  will 
optimize  the  whole  vehicle 
rather  than  its  separate 
parts.  When  will  these  won- 
der cars  hit  the  road?  Some- 
time after  2001,  when  the 
design  is  completed,  the  engi- 
neers hope.        Ellen  Licking 


* 


TALK  SHOW  ((Eastern  North  Carolina  has  not  experienei 
destruction  of  this  magnitude  since  the  Civil  War" 

— Dr.  H.  David  Bruton,  Secretary  of  the  North  Carolina  Healt$ 
Human  Services  Dept,  describing  the  aftermath  of  Floyd 


LABOR  NOTES 

SEND  IN 
THE  CLOWNS 


THE  GLITZY  OPENING  NIGHT  AT 

New  York's  Metropolitan 
Opera  House  on  Sept.  27  will 
feature  the  tragedy  Pagliacci. 
But  the  black-tie  audience 
will  get  an  eyeful  of  weeping 
clowns  before  setting  foot  in 
the  hall,  thanks  to  a  bitter 
labor  dispute. 

Big  Labor  in  the  Big  Ap- 


ple wants   to   unionize 
Met's  food-service  wor 
So  3,800  operagoers,  sb 
out  up  to  $2,250  for  t 
and  gala,  will  be  greete 
500  protesters,  some  drc 
in  Pagliacci  gear,  "en 
over  workers'  $6  to  $ 
hour  pay.  "The  top  5%  o 
value  of  the  jewels  wor 
opening  night  will  excee 
combined  wages  and  ber 
for  the  food-service  woi 
for    a    year,"    says    H 
Tamarin,  president  of 
100  of  the  Hotel  Emplc 
&  Restaurant  Employee 
ternational  Union  (here 
So  far,  the  Met  hasn' 
tervened  in  the  dispute 
tween  here  and  Restau 
Associates,  a  unit  of  the 
licly  traded  Compass  Gr 
RA    employs    the    Met't 
restaurant   workers,    7i 
whom  voted  in  Februar 
unionize.  RA  wants  a  se 
ballot,  here  charges  wo 
intimidation;    RA   denies 
Sounds  like  a  deadlock 
even  clowning  around  w 
change.  Joan  O 


.11 


l-WAY  PATROL 

WHY  E-SPEED 

IS  OF  THE  ESSENCE 

moore's  law  says  semicon- 
ductor  performance  doubles 
every  18  months.  Metcalfe's 
Law  holds  the  value  of  a  net- 
work grows  by  the  square  of 
the  increase  in  users.  Now 
get  ready  for  Gruber's  Law. 

It's  a  way  to  determine 
the  true  value  of  a  Web 
site  or  an  Internet  ser- 
vice provider  (ISP),  says 
Harry  Gruber,  ceo  of 
InterVU  Inc.,  which  sells 
streaming  video  and  audio  ser- 
vices. Gruber  says  it's  time  to 
update  Metcalfe's  Law  to  ad- 
just for  faster  PC  connections. 
His  formula:  The  value  of  an 
ISP  or  Web  site  is  the  product 
of  how  many  millions  of  users 
it  has  and  the  speed  of  its  av- 
erage connection.  Faster  con- 
nections mean  sites  and  isps 
can   offer   services   such   as 


videoconferencing  and  get 
tra  revenue  from  TV-like 
line  advertising — once 
ers  stick  around  longer. 

A  high-speed  prov 
could  be  worth  50  times  n 
per  customer  than  a  narr 
band  isp,  says  Gruber. 


IHW 


|M 


w. 


estimate  is  roughly  reflec 
in  the  higher  market  cap: 
high-speed  ISPs  such  as  Co 
Communications,  vs.  I 
speed  ones  such  as  Ear 
Link.  But  a  recent  Greenf 
Online  survey  says  consuir 
value  discounts  in  Web 
more  than  technical  wiza 
ry.  Timothy  J.  Mulla 


» 


» 
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Which  Piece  of  The  Rock 
Will  You  Need  Today? 


A  family  to  care  for.  A  future  to  plan  for.  Assets  to  protect.  With  so  many  challenges 

to  face  every  day,  isn't  it  good  to  know  there's  one  company  prepared  to  meet  them 

all?  Prudential.  The  place  more  people  turn  to  for  the  things  that  matter  most. 


prudential.com 


makes  life  easier... 

•  Compute  your 
nel  worth 

•  Shop  for  a 
new  home 

•  Get  on  instant 
term- life  quote 

•  Compare 
IRA  options 

•  Find  out  how  to 
save  on  auto 
and  homeowners 
insurance 

•  Calculate 
college  costs 

•  Learn  how  to 
rollover  your 
401 (k) 

•  Access  your 
Prudential 
Securities 
account 

•  Listen  to 
daily  market 
commentaries 
from  Prudential's 
experts 

•  and  much  more! 


* 


Investments 


"  I  can  go  to  my  Prudential 
account  online,  anytime. 
Prudential  has  definitely 
made  me  a  better 

investor."  -  Deanie  Perna 

At  Prudential,  we  give 

people  more  choice  in  how 

they  manage  their  financial  life.  For  example, 

Prudential  Securities  was  one  of  the  first 

major  brokerage  firms  to  make  online 

trading  available  to  our  clients. 


Insurance 


"I  shopped  around  a  lot  for  car  insurance. 
Prudential  had  the  best  service  and  the 

best  price."  -  Todd  Kaiser 

When  it  comes  to  protecting  your 
assets,  Prudential  brings  over  120  years 
of  experience  and  innovation.  Today,  over 
40  million  Americans  enjoy  the  security  of 
Prudential  auto,  home  and  life  insurance. 


Institutional  Services 


Small  Business  Solutions 


"  Over  the  years  our  business  needs  and  our 
personal  needs  have  both  changed.  Our 
Prudential  agent  has  always  been  there  at 
the  right  time  with  the  right  product." 

—  Jack  and  John  Gravatt 


"We  were  looking  for  a  group  life 
insurance  product  that  offered  our 
employees  flexibility.  Prudential  was 
the  only  company  to  come  up  with  one 
that  met  our  needs."-  Pat  Nazemetz 


Group  Life  Insurance  is  just  one  of  the  many 
institutional  services  you'll  find  in  the  new 
employee-centered  benefits  marketplace 
Prudential  is  building. 


From  growing  your  business  to  building 
your  personal  assets,  Prudential's  agents, 
planners  and  advisors  can  help  you  design 
strategies  for  lasting  financial  success. 


Community 


"  Through  volunteering,  I  see  kids  having  a  positive 
impact,  really  helping  each  other,  and  solving 

issues  together."  -  Gabriella  Confreres 

From  the  Prudential  Spirit  of  Community 

Initiative — a  nationwide  program  for  youth 
volunteerism — to  service  initiatives  like 
Global  Volunteer  Day,  Prudential  helps 
strengthen  the  communities  around  us. 

Call  today  to  locate  a  Prudential  office  near 
you  or  log  on  to  prudential.com.  Learn  how  you 
can  benefit  from  a  relationship  with  The  Rock.® 


1-800-THE-ROCK 

www.pmdential.com 


Vo  Prudential 


curities  products  and  services  offered  through  Prudential  Securities,  199  Water  Street,  New  York,  NY,  10292  and  Pruco  Securities  Corporation  (member  SIPC),  both  subsidiaries  of 
e  Prudential  Insurance  Company  of  America.  Pruco  Securities  ond  Prudential  are  located  at  751  Broad  Street,  Newark,  NJ  07102.  Auto  and  homeowners  coverage  written  by  Prudential  Property 
d  Casualty  Insurance  Company  ond  in  New  Jersey  by  The  Prudential  Property  and  Casualty  Insuronce  Company  of  New  Jersey,  23  Moin  Street,  Holmdel,  NJ  07733.  In  Texos,  coverage  moy  be 
itten  by  Consolidated  Lloyds  or  Consumers  County  Mutual  Insurance  Company,  which  are  not  Prudential  companies.  Coverage  available  in  most  states.  IFS  19990728-A044835 
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PRODUCT  PEEK 

BYOS:  BRING  YOUR 
OWN  SCOOP 

AS  IF  KEEPING  UP  WITH  ILLE- 

gal  guns  weren't  headache 
enough,  now  the  Bureau  of 
Alcohol,  Tobacco  & 
Firearms  has  anoth- 
er worry:  ice 
cream.  Ice 

Cream  Bar  of 
Minneapolis 
has  rolled  out 
Blend's,      the 
first  truly 

alcoholic     iced 
confectionery.  A  ^B 
half-cup     serving 
can  be  as  high  as  10 
proof — 5%  alcoholic — depend- 
ing on  the  flavor. 

And  the  flavors?  Whiskey 
&  Cream,  Pink  Squirrel, 
Grasshopper,  plus  six  others, 
all  tasting  like  an  indulgence 
from  a  bartender's  freezer. 
"This  is  a  brand-new  catego- 
ry, a  brand-new  invention," 


crows  Ice  Cream  Bar  Presi- 
dent Daryl  Orris,  who's 
awaiting  a  patent  on  a  way 
to  prevent  alcohol  molecules 
from  interacting  with  ice 
crystals.  His  process  allows 
a  stronger  alcohol  level  than 
"flavored"  (less  than  0.5% 
booze)  precursors  such  as 
Haagen-Dazs  Bailey's 
Original  Irish 

Cream.  As  a  dis- 
tilled spirit, 
Blend's      must 


carry  warnings 
and  be  sold 
with  booze — al- 
beit in  a  freezer. 
f  As  for  the 
abuse  potential,  Or- 
ris says  ice  cream  is 
too  filling.  Still,  he  admits  his 
insurer  is  fretting  about  one 
group,  "petite  women,  age  21 
to  55,"  who  can  get  a  buzz 
faster  than  heavier  people. 
Maybe  everybody  should  get 
a  free  breathalyzer  test 
with  every  pint  or  two  they 
eat.  Joan  Oleck 
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AIR  LINES 


GRIDLOCK 
TO  THE  EAST 

WITH  CHINESE  EXPORTS  TO 

America  booming,  U.S.  air- 
lines are  upset  at  how  few 
additional  weekly  U.S.-Chi- 
na  flights  the  Transportation 


Chinese     cargo 


lucrative 
business. 

Transportation  also  wants 
more     flights,  but  says  that 
it  is  unlikely.  The  U.S.-China 
pact  signed  in  April  already 
calls  for  17  new  weekly  flights 
now,  plus  10  more  by  2001. 
That's  too  little  too  late,  say 
the    carriers.    FedEx,    the 
biggest  cargo  carri- 
er   in    China,    now 
ships     1.44    million 
pounds     of     cargo 
weekly.  The  compa- 
ny says  it  is  missing 
out   on   millions   in 
revenue  because  it 
can't  satisfy  demand. 
It  wants  six  flights 
but   only   has   four. 
CHINA  CARRIERS:  Too  few  flights  Northwest,      which 

wanted  four  new  all- 


Dept.  wrangled  out  of  the 
People's  Republic  this  spring. 
So  Federal  Express,  North- 
west Airlines,  and  United 
Airlines,  the  U.S.  lines  fly- 
ing to  China,  recently  asked 
Transportation  for  15  more 
weekly  flights.  Otherwise, 
they  say,  they'll  lose  out  on 


cargo  flights,  got  one.  It  says 
it  can't  offer  "viable"  cargo 
service  to  China  without 
them.  And  United  is  unhappy 
because  it  can't  start  its  five 
new  flights  until  2000.  But  un- 
til China  agrees  to  a  change, 
the  airlines  will  remain 
dissatisfied.       Dennis  Blank 


DO  MOT  ATTEMPT  ID  CHANGE  WE  CH  ANNEL-WE  OWN  ALL  OF  WK  DO  NOT  ATTB- 
X)  TURN  Off  THE  SET.  IF  \OI  DO,  WE  WILL  CUT  THE  ELECTRICITY.  WE  OWN  THE 
POWER  COMPANY  AND  IF  YXJ  TRY  TO  GET  A  DRINK  OR  USE  THE  BLR  THERE  V 
BE  NO  WATER.  WE  OWN  THAT  UTIUTY.TOQ  DO  NOT  TRY  TO  CALL  FOR  HELP  WE 
OWN  THE  PHONE  COMPANY.  SIT  BACK  AND  ENJOY  THE  SHOW  NOW'  WE  KNOV* 
WHERE  YOU  ARE. 


CAR  TALK 

HONEY,  I  SHRUNK 
THE  MINIVAN 

they've  been  compared  to 
spaceships,  bugs,  even  coffee- 
pots. But  the  odd-looking  ve- 
hicles tooling  around  Euro- 
pean roads  are  compact 
mini- 


ON  THE  ROAD:  Opel's  Zafira 

vans,  and  they've  sold  spec- 
tacularly since  the  first  one 
rolled  off  the  assembly  lines 
in  1997. 

Full-size  U.  S.-style  mini- 
vans  are  too  big  for  Europe's 
narrow  streets.  So  carmak- 
ers have  met  the  demand  for 
a  roomier  car  by  stretching 


out  sedans  into  miniv 
which  are  about  a  m 
shorter  than  American  v 
The  first  was  Renault's  S( 
in  1997.  This  year,  Opel  n 
out  the  Zafira  and  Fiat  ir 
duced  the  Multipla.  Peug 
Volkswagen,  and  Ford  ar< 
planning  similar  models. 
Compact  van  sales  so; 
to  340,000  last  year,  f 
40,000  in  1997,  and  sh 
reach  930,000  in  2 
says  John  Law 
auto  analyst  at 
lomon  Smith  Bai 
in  London.  M 
while,  standard 
sales  remain  al 
350,000  a  year.  "Carina 
love  the  compact  vans 
cause  all  they  have  to 
add  a  little  steel  and  the; 
to  charge  $1,500  more, 
Lawson.  Americans 
think  they  look  odd,  bu 
Europeans,  they're  si 
beautiful.    William.  Echi 


THE  BIG  PICTURE 


MORE  OF  US  ARE  NOW  FROM  OVER  THERE 

Foreign-born  residents  made  up  9.3%  of  the  populatior 
in  mid-1998.  Between  1998  and  1990,  the  number  of 
foreign-born  jumped  27.1%,  versus  7.1%  for  native-bor 


FOREIGN-BORN 
RESIDENTS 


I 


'00     '20     '40     '60     '80      9 
A  MILLION       PERCENT  OF  POPUUTIO 

DATA:  CENSUS  BUREAU 


FOOTNOTES    New-media  freelancers  who  prefer:  to  work  independently,  33%;  to  work  for  a  company,  13% 
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Here's  something  else  we  dreamed  up: 

You  may  think  it's  just  a  thin  phone, 
but  it  can  also  access  the  Internet  and  work 
as  your  pager."  Inside,  its  built-in  lithium-ion 
battery  allows  you  to  leave  the  phone  on  standby 
for  days.  And,  at  barely  over  four  ounces,  it  also 
has  the  ability  to  make  you  forget  it's  in  your 
pocket.  And,  since  we  obviously  dream  in  color, 
the  comes  in  a  range  of 

attractive  shades.  Further  proof  that  what's  inside 
your  head  may  surprise  you.  Go  brain  go. 


v.qualcomm.com    USA  1-800-349-4188.  Outside  USA  1-858-651-4029 

1  Qualcomm  Incorporated.  All  rights  reserved.  Qualcomm  is  a  registered  service  mark  and  registered  trademark  of  Qualcomm  Incorporat 
1  check  with  your  local  carrier  tor  phone  color  availability.  'Depending  on  services  available  from  your  C 


To  connect  the  dots,  start  here. 


Or  here. 
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■u're  a  kid.  You  connect  the  dots  any  way  you  see  fit. 

You  grow  up,  go  to  school.  You  learn  to  start  where  they  tell  yo_ 

I 're  telling  you  to  start  anywhere  you  want  again.  Who  do  you  listen  to? 
Let's  just  say  this.  Without  going  outside  the  lines,  we  never  would  have  been  able 
take  CDMA  technology  (Code  Division  Multiple  Access  — you  won't  be  tested  later), 
it  with  4.4  trillion  security  codes,  adapt  it  for  digital  phones  and  basically  change  an  industry. 
Because  at  it's  amazing  what  you  can  come  up  with  when  you  realize 

nr  mind's  a  veru  fun  olace.  And  you  should  visit. 


Go  brain  gc 
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Editor's  Memo 


THE  WAY  WE  WERE 
-A  GLIMPSE  AHEAD 


Anniversary  Issue  i 


THE  FIRST  COVER 


Startups  are  all  the  rage  today.  They  capture  our  imagination  for  rea- 
sons that  seem  timeless.  They  embody  the  force  of  a  new  idea,  a  will- 
ingness to  take  risks,  a  faith  in  the  future. 
At  business  week,  our  moment  came  70  years  ago,  in  a  far  different  era 
In  September,  1929,  workers  were  commemorating  Labor  Day  with  celebra- 
tions of  a  new  five-day  workweek.  The  Graf  Zeppelin  finished  circling  the 
world  in  20  days  and  4  hours,  encouraging  execu- 
tives at  Goodyear  Tire  &  Rubber  Co.  to  stall 
raising  money  for  transatlantic  airship  lines.  A 
bank  executive,  who  insisted  on  remaining  anony- 
mous, expressed  concern  that  people  were  appar- 
ently withdrawing  money  from  their  savings  ac- 
counts to  invest  in  the  "speculative  orgy"  in  the 
stock  market.  In  debating  what  would  become  the 
Smoot-Hawley  Tariff,  Senator  Reed  Smoot  insist- 
ed that  neither  his  tariff,  nor  any  other  tariff, 
could  have  any  effect  whatsoever  on  prices.  "Thus 
he  alarmed  lobbyists  and  perplexed  simple  solons, 
who  are  now  wondering  what  a  tariff  is  for,  any- 
way," said  business  week's  editors. 

I  suspect  my  prede- 
cessors' sense  of  humor  was  more  than  refreshing, 
It  must  have  helped  sustain  them  when  the  stock 
market  crashed  and  the  nation  plunged  into  a  re- 
cession aggravated  by  Smoot's  infamous  tariff.  In 
true  startup  fashion,  the  magazine  did  not  turn  a 
profit  for  several  years. 

It  is  fascinating  to  reflect  on  events  70  years  agcLg  ST; 
in  light  of  what  we  have  chosen  as  the  topic  for  a 
Special  Report  on  our  anniversary.  The  Internet  is 
a  disruptive  technology  that  is  both  like  and  unlike 
what  has  gone  before.  In  five  short  years,  the 
World  Wide  Web  is  already  transforming  drastical- 
ly the  landscape  of  such  industries  as  retailing,  fi- 
nance, and,  as  I  am  acutely  aware,  publishing. 
I  confess  that  I  am  as  bemused  as  anyone  by 
what  the  business  world  might  look  like  in  five  years,  much  less  70.  But  our  L^  ^ 
editors  have  dug  into  the  Internet  phenomenon  and  come  up  with  a  thor- 
ough and  original  analysis,  rich  in  insights,  that  provides  valuable  guideposts 
to  what  lies  ahead.  At  the  same  time,  we  have  compiled  70  years  of  our  cov-  ^ 
ers  into  a  graphic  review  of  the  trends  that  have  brought  us  where  we  are. 

Anniversaries  give  us  a  chance 
to  step  back  for  a  moment  and 
take  a  longer  perspective.  Please 
share  that  opportunity  with  me. 
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FREE  SOFTWARE  WARS 


,n  Microsystems   Iiic's  strategy  of 
bring  StarOffice  and  distributing  it 
ree  is  a  serious  threat  to  Microsoft 
.  and  is  ironically  similar  to  what 
» <tt  did  to  Netscape  Communica- 
("Free  software  from  anywhere?" 
s:  Analysis  &  Commentary,  Sept. 
Netscape  had  a  90%+  share  of  the 
'   .'ser  market,  and  Microsoft's  re- 
se  was  to  give  away  a  similar  prod- 
Explorer.  Today,  Microsoft  Office 
i  high  market  share,  and  Sun  will 
away  a  similar  product, 
msumers  will  take  advantage  of 
offer.  Why  not?  If  someone  needed 
pply  his  new  business  with  corn- 
's and  software,  would  he  rather 
2,500  to  buy  five  people  Microsoft 
e,  or  pay  nothing?  Someone  more 
nturous  could  buy  older  computers 
put  (free)  Linux  and  StarOffice  on 
i,  saving  even  more  money. 
'  course,  Microsoft  will  also  probably 
Office  away  on  the  Web.  But  will 
really  help  them?  Office  sales  were 
rted  to  be  40%  of  revenue  for  Mi- 
)ft.  The  most  ironic  turn  of  events 
1  be  Microsoft  Office  use  over  the 
,  powered  by  Sun  Unix  or  Penguin 
puting   Inc.'s   Linux  servers.   Of 
>e,  Microsoft  could  use  some  servers 
jj.ing  NT;  they  would  just  need  10 
s  as  many  of  them,  since  NT  is  not 
ble.  Either  way,  this  development 
eat  into  the  sales  of  Microsoft  Of- 
and  perhaps  not  boost  sales  of  NT 
ervers. 

in  has  a  good  idea.  Many  people 
•eady  to  get  off  the  merry-go-round 
bnstant,  expensive  Microsoft  Office 
•ades.  As  for  new  purchasers,  the 
:es  keep  improving.  StarOffice  runs 
nore  operating  systems  than  Mi- 
f  jft  Office  does.  Microsoft's  only  log- 
ftj  way  to  stop  Sun's  eating  some  of 

lunch  will  be  to  buy  Sun. 
I  A.K.  Siewers 

Santa  Cruz,  Calif. 

L0WD0WN 
CHEAP  CHATS 


•;.-l 


egarding  "Why  talk  is  so  cheap" 

TAps:  Analysis  &  Commentary,  Sept. 
The  basic  reason  for  the  declining 
of  long-distance  communications  is 
advent  of  the  communications  satel- 
Previously,  the  cost  of  providing 
.  service  over  land  was  directly  re- 

;'.tjl  to  separation  distance:  The  greater 
distance,  the  more  microwave  re- 

A  stations  were  required.  Today, 
i  iks  to  communication  satellites  in 
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geosynchronous  orbit,  the  cost  of  linking 
two  parties  separated  by  2,500  miles  is 
the  same  as  the  cost  of  linking  two  par- 
ties separated  by  250  miles.  Communi- 
cation satellites  also  are  responsible  for 
declining  trans-oceanic  rates,  because 
they  provide  same-cost  linkage  over  wa- 
ter as  well  as  over  land. 

Philip  J.  Klass 
Washington 


SHOULD  WE  TAX  THE  DEAD- 
AND  HOW  MUCH? 


I  was  disappointed  with  Gary  S.  Beck- 
er's joining  the  estate-tax  repeal  chorus 
("Estate  taxes:  an  idea  whose  time  has 
gone,"  Economic  Viewpoint,  Sept.  13).  I 
could  find  in  his  column  no  reason  to  re- 
peal the  tax  other  than  to  save  taxpayers 
the  money  they  spend  to  try  to  avoid  it. 
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"Whoa!  We  seem  to  have  an  obstacle  here.  How  many  reasons 
are  therefor  us  to  be  glad  we're  with  unstoppable  Williams?" 

Grrreat  reasons  to  call  Williams:  1)  Our  reliable  network  of  energy 
products  and  services.  2)  Our  fiber-optic  network,  which  is  the 
world's  most  advanced.  3)  Our  enterprise-wide  telecom  equipment 
integration.  4)  Our  leadership  in  energy  and  communications. 
...  And  it  doesn't  stop  there,  we're  just  out  of  space. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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CORRECTIONS  &  CLARIFICATIONS 

In  "Emerging  Markets:  Tread  Carefully" 
(Global  Investing,  Sept.  13),  the  name  of 
Sappi  Ltd.,  a  South  African  wood-products 
and  paper  manufacturer,  was  misspelled. 
Based  on  inaccurate  data  provided  to 
Bloomberg  Financial  Markets  by  Nelson  In- 
formation, we  published  an  incorrect  price- 
earnings  ratio  for  another  South  African 
concern,  Palabora  Mining  Co.  Its  current 
p-e  ratio  is  5.3. 


Too  bad  he  did  not  explain  to  us  nonlau- 
reates  whether  any  benefits  result  from 
leveling  the  playing  field  by  taxing  away 
the  meritless  process  which  he  casually 
describes  as  the  "greater  abilities  of  suc- 
cessful parents"  being  transmitted  to 
their  children.  Could  some  entrepreneur's 
$1  billion  in  "abilities"  be  better  taxed  at 
death  and  used  for  public  education  and 
such,  as  he  suggests,  instead  of  just 
sprinkling  it  on  the  decedent's  kiddies 
(whose  only  proven  skill  is  often  one  de- 
scribed as  being  clever  at  selecting  their 
parents)? 

Richard  Frome 
New  York 

If  social  engineering  is  a  legitimate 
use  of  the  tax  code,  as  he  states,  then 
Gary  Becker  is  wrong  when  he  writes 
that  the  time  has  come  to  abolish  the 
estate  tax.  Family  wealth  plays  a  much 
too  prominent  role  in  relationships  be- 
tween the  generations.  Society  would 
be  far  better  off  if  family  members  re- 
lated in  a  more  honest  and  caring  man- 
ner than  that  dictated  by  greed  and 
promise  of  future  reward. 

We  cannot  legitimately  interfere  in 
games  played  by  living  members  of  fam- 
ilies. But  this  does  not  mean  we  ought  to 
encourage  people  to  focus  on  how  they 
can  exert  power  after  they  die. 

Also,  imagine  what  a  better  place 
this  would  be  if  all  of  the  productive 
resources  of  earth  were  being  com- 
pletely recycled  once  every  generation. 
Darrell  Prows 
Salt  Lake  City 

Why  not  eliminate  estate  taxes  as 
well  as  those  on  capital  gains,  interest, 
and  other  taxes  on  income  from  wealth 
and  substitute  a  general  tax  on  net 
worth?  By  and  large,  wealth,  as  op- 
posed to  income,  is  untaxed.  It  seems 
likely  that  there  is  a  total  of  nearly  $40 
trillion  in  the  U.  S.,  with  a  third  owned 
by  the  top  1%  and  twice  that  by  the  up- 
per 10%.  A  progressive  rate  averaging 
2%  would  yield  roughly  $800  billion, 


enough  to  offset  eliminating  these  taxes 
as  well  as  the  punitively  regressive  pay- 
roll tax  that  supports  Social  Security. 

Since  the  net  worth  now  in  equity 
markets  is  well  over  $10  trillion  and 
has  been  yielding  nearly  20%  recently,  a 
2%  tax  seems  much  less  than  onerous. 
Decisions  to  buy  or  sell  property  would 
hinge  mainly  on  their  value  in  increasing 
wealth  and  not  on  complicated  tax  con- 
sequences. Why  has  no  politician  sug- 
gested similar  reform  as  a  proper  sub- 
ject for  debate?  Only  Bill  Bradley  has 
suggested  eliminating  the  payroll  tax, 
and  he  hasn't  said  much  about  it  lately. 

F.  Morehead 
Southbury,  Conn. 

WHY  CAPITAL 

CAN'T  SIT  STILL 

Few  whose  money  is  professionally 
managed  care  much  about  the  business- 
es in  which  their  manager  invests.  All 
they  want  is  steady  returns,  often  at 
unsustainable  rates  ("When  capital  gets 
antsy,"  Management,  Sept.  13). 

The  price  of  even  the  best-managed 
companies  seldom  goes  straight  up.  Mon- 
ey managers  can't  sit  tight  and  exceed 
clients'  often  unreasonable  expectations. 
So  they  sell  and  buy  what  analysts  say 
is  "poised  to  move  sharply  higher." 

CEOs  only  have  themselves  to  blame. 
Make  those  who  exercise  stock  options 
hold  the  share  for  one  or  two  years  be- 
fore selling.  Quit  supporting  the  stock 
price  by  buying  back  shares  at  prices  at 
which  new  stock  ought  to  be  sold,  and 
pay  a  decent  cash  dividend  to  those 
willing  to  hold  the  shares. 

William  N.  Briegel 
Redford,  Mich. 

WHO  PAYS  FOR  THE  RIGHT 

TO  SUE  AN  HMO? 

"hmos  are  beginning  to  look  vulnera- 
ble" (News:  Analysis  &  Commentary, 
Sept.  13)  implied  that  if  the  right-to- 
sue  bills  are  passed,  hmos  would  lose 
and  consumers  would  win.  In  reality, 
hmos  are  financial  disbursement  inter- 
mediaries for  Corporate  America  and 
its  employees.  If  one  of  these  bills  pass- 
es, hmos  will  simply  raise  rates  to  em- 
ployers by  about  $250  per  year  per  em- 
ployee (including  family). 

In  turn,  employers  will  pay  their  em- 
ployees $250  less  than  they  would  have. 
The  real  losers  will  be  the  99.9%  of  con- 
sumers (employees)  who  have  no  inter- 
est or  need  to  sue  but  who  will  be  fi- 
nancing this  new  "right"  whether  they 
want  to  or  not.  An  alternative  is  to  give 
employers  and  employees  the  option  to 


buy  a  special  policy  with  the  "righ 

sue.  In  this  way,  those  who  wish  to 

chase  this  "right"  can  do  so  wit 

burdening  those  working  people  wl 

not  wish  to  spend  $250  for  a  "r 

that  may  not  mean  as  much  to  the 

Kenneth  S.  Abramc 

Sanford  C.  Bernstein  <S 

New 


A  SHAREHOLDER  EYES 
BARBIES  BOTTOM  LINE 


As  a  longtime,  albeit  relatively  s 
Mattel  Inc.  shareholder  (225  share 
was  once  a  big  fan  of  Jill  E.  Barad's 
have  lost  patience  as  she  continue 
blame  Mattel's  problems  on  ever; 
else  rather  than  accepting  responsit 
as  ceo  ("Searching  for  turnaround 
bie,"  The  Corporation,  Sept.  6).  I 
also  tired  of  hearing  her  excuse  that 
woman,  she  is  attacked  by  the  m 
and  faces  gender  discrimination.  S 
Ms.  Barad — I  don't  care  if  the  com] 
head  is  male  or  female,  I  just  want 
tel's  stock  price  back  above  $40. 

Richard  V.  Mc( 
Los  Ang 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

WEB  PHONES:  NOW 
YOU'RE  TALKING 


The  latest  batch  are 
especially  useful  as 
laptop  modems.  But  a 
few  glitches  persist 

The     cellular     data 
drought,  which  has 
left  Americans  way 
behind  the  rest  of  the  world 
in  their  ability  to  use  mobile 
phones  as  versatile  commu- 
nications devices,  may  be 
coming  to  an  end.  On  Sept. 
20,    Sprint    PCS    Group 
(www.sprintpcs.com) 
dramatically  expanded 
the  availability  of  mo- 
bile communications  in 
the  U.S.  by  offering 
data  capability  on  its  na- 
tional network. 

The  new  services  con- 
sist of  two  pieces.  The 
one  that  will  get  the 
most  attention — and  cer- 
tainly the  most  advertis- 
ing hype  from  Sprint 
PCS — is  the  ability  to 
browse  the  Internet  and 
send  and  receive  e-mail 
directly  from  a  new 
breed  of  so-called  Web 
phones.  But  the  part 
that  I  think  most  mobile 
professionals  will  find  far 
more  useful  is  the  ability 
to  use  a  PCS  phone  as  a 
wireless  modem  for  lap- 
tops. Pricing  ranges  from 
a  $9.95  monthly  add-on  to  ex- 
isting Sprint  accounts  to  a 
$180  plan  that  gives  1,200 
monthly  minutes  of  voice  or 
data  airtime. 

BUYING  OPTIONS.  Many  new 
wireless  phones,  ranging  from 
the  $400  multifunction  Neo- 
Point  1000  to  the  $100  Qual- 
comm  qcp-1960  Thin  Phone, 
can  be  used  as  modems.  You 
just  connect  the  phone  to  a 
serial  port  on  your  laptop  (in- 


frared and  universal  serial  bus 
options  would  be  welcome  im- 
provements) and  run  the  free 
Sprint  software  that  lets  Win- 
dows recognize  your  phone  as 
a  modem  and  creates  "wire- 
less" copies  of  any  dial-up  net- 
working connections.  Once  it's 
done,  you  can  get  to  your  In- 
ternet service  provider  just 
as  if  you  were  connected  to  a 
phone  line.  The  nominal  speed 
is  14,400  bits  per  second, 
though  the  effective  speed  can 
drop  below  that  if  you  have  a 


areas,  service  is  scarce,  and 
even  within  them  there  are 
frustrating  dead  spots.  For 
example,  I  got  an  excellent 
signal  inside  the  terminal  at 
Detroit  Wayne  County  Met- 
ropolitan Airport  but  none  at 
the  Hertz  lot. 

To  test  the  new  Web 
browsing  and  messaging  ser- 
vices, I  -used  a  phone  from 
NeoPoint  (www.neopoint. 
com).  The  NeoPoint  1000,  a 
slender  5^-inches-long,  6.4- 
ounce  phone  features  a  mini- 
browser,  e-mail  program,  and 
an  address  book,  calendar, 
and  to-do  list.  The  11-line,  24- 
character  liquid-crystal  dis- 
play works  well  only  on  sites 
that  have  been  specially  for- 
matted for  limited 
displays.  The 
available  sites 
the  usual 
of  head- 
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Cellular  Data  Services 


TECHNOLOGY  AND  TYPICAL  CARRIER       DATA  SERVICE 


ANALOG 

CellularOne 

DIGITAL  CELLULAR 
Bell  Atlantic  Mobile 

PCS  CDMA 
Sprint  PCS 

PCS  TDMA 
AT&T  Wireless 

GSM  Voicestream, 
Pactel  Wireless 

IDEN 
Nextel 


19.2  kilobits  per  second 
(requires  special  modem) 

Short  message  service 


14.4  kb/s,  Web  browsing, 
e-mail,  short  messages 

Short  messages* 


9.6  kb/s,  short 
messages 

Short  messages 


111 


*Some  phones  may  be  equipped  for  Web  browsing  and  e-mail 
using  separate  cellular  digital  packet  data  service. 
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DATA:  COMPANY  REPORTS 

weak  signal.  Web  browsing  at 
that  speed  is  painful,  but  it's 
fine  for  e-mail. 

The  main  thing  that  keeps 
this  system  from  being  as 
good  as  the  wireless  data  ser- 
vice in  Europe  (BW — Aug.  9) 
is  spotty  network  coverage. 
Sprint's  urban  service  is  gen- 
erally good,  though  there  is 
none,  for  example,  in  Prince- 
ton, N.  J.,  Augusta,  Me.,  or 
Albuquerque.  Outside  urban 


lines  from  ABC 
and  Yahoo!,  fore- 
casts from  the  Weather 
Channel,  stock  quotes,  and 
flight  information  from 
TheTrip.com.  The  Phone.com 
browser  lets  you  visit  any 
Web  site,  but  most  pages  are 
unreadable. 

There  are  actually  two  e- 
mail  services:  the  pager-like 
PCS  short  message  service 
and  Internet  mail.  Both  are 
hampered  by  the  difficulty  of 
entering  data  using  a  phone 


keypad.    NeoPoint    usl 
technology  called  T9  ft-or 
gic     Communications 
guesses,  mostly  success) 
whether  you  want,  say, 
n,  or  o  when  you  push 
helps,  but  not  enough. 

The     limitations     of  I 
phone  package  also  hinde| 
organizer  functions.  The 
syncs  to  a  variety  of  desj 
contact  managers  using 
Technology's  IntelliSync 
ware.  But  it  ought  to  j 
you  when  you're   abou 
overwhelm  the  phone's  n 
ory,  not  just  dump  data 
it  runs  out  of  room.  My 
tact  list  only  made  it  to 
Ms.  Navigation  of  cont; 
calendar,  and  t 
list   is   also 
ward  compare 
a  device  like  a 
handheld. 

Although  phi 
based  organizers 
improving,  the  lin  ' 
tions  of  display 
data  entry  in  a 
small  enough  to 
an  acceptable  ph  u 
may  discourage  the 
of  all-in-one  device^' 
would  prefer  to  use 
Palm  V  or  a  Windows 
device — or  any  other  hi  Nji 
held — to  enter  and  disj.  f™rj 
data  and  have  the  ph  Nd« 
tucked  away  in  my  pocket  f  'il  ,J  r 
briefcase  as  a  wireless  i  Wt  i 
dem.  This  sounds  *  « 
a  Buck  Rogers  far ^ed 
sy,  but  the  she  N«, 
range  radio  comr  "ra'  \ 
nications  technolo '^fe 
known  as  Blue  Toe  lft « I 
is  under  active  de\ ra,t  V 
opment  and  co;  Times 
show  up  in  cell  phones  i  ^ 
other  consumer  products  Mtf 
the  end  of  next  year. 

My  experiments  with  wi  °tel 
less  data  communicatic^ent 
have  convinced  me  that  t  *  boi 
technology  can  really  ma *'' 
life  easier  for  mobile  prof B' a 
sionals.  The  bad  news  is  tl  '■  matei 
the  U.S.  still  lags  behind  fo- 
rest of  the  world,  the  upsi*''  Joi 
is  that  the  situation  is  ii 
proving  and  the  new  devic^ 
and  services  hitting  the  mi 
ket  will  help  close  the  gap 
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TRUST 

•rivate  and  Powerful  Family  Behind  The  New  York  Times 

jsan  E.  Tifft  and  Alex  S.  Jones 
,  Brown.  870pp.  $29. 95 
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HE  ARTHURIAN  LEGENDS: 
TALE  OF  THE  TIMES 


"^he  front  page  of  The  New  York 
Times  proclaims  that  it  offers 
"All  the  news  that's  fit  to  print." 
the  Sulzberger  family,  who  control 
Times,  have  been  guarded  about 
•  own  affairs.  That,  and  its  position 
Ifi  world's  most  influential  newspa- 
has  spawned  a  mini-industry  of 
is  hooks.  They  include  memoirs  by 
ler  Catledge  (1971)  and  John  Cony 
3);  works  by  former  staffer  Gay 
jpise  (1969)  and  outsider  Edwin  Dia- 
d  (1993);  and  a  commissioned  histo- 
y  Meyer  Berger  (1951). 
Lit  The  Trust:  The  Private  and  Pow- 
d/  Fa mih/  Behind  The  New  York 
ay    >s  should  stand  as  the  definitive  sto- 
,  f  The  Times  for  years  to  come.  Susan 
Pifft,  a  former  associate  editor  at 
,  and  former  Times  reporter  Alex  S. 
s  have  produced  a  remarkable  chron- 
-a  sprawling  panorama  spanning  five 
"rations.  It  encompasses  countless 
er  struggles,  broken  marriages,  em- 
r passing  infidelities,  and  other  assorted 
i  laundry.  It  also  tells  a  story  of  pow- 
nd  endurance.  At  870  pages,  seven 
s  in  the  making,  The  Trust  is  both 
,.  t  tustive  and,  at  times,  exhausting. 
„js!|ifft   and   her   husband  Jones   ap 
jriehed      Arthur      Ochs      "Punch" 
berger,  then  chairman  and  CEO  of 
New  York  Times  Co.,  in  1992.  At 
,  he  declined  but  eventually  relented 
let  it  be  known  that  he  would  co- 
rate.  Virtually  all  family  members 
JJ  Times  Co.  employees  followed  his 

lost  ot  the  authors  of  other  Turns 
ts  had  liberal  access  to  Times  people 
other  family  materials.  But  Tifft  and 
•s's  entree  certainly  surpassed  that  of 

(j  ier  books  on  the  subject.  The  pair 
ired  voluminous  letters,  memoran- 

1  is,  boardroom  minutes,  and  other  pri- 
materials.  They  conducted  some  550 
rviews.  "We  got  ail  unobstructed 

J  v,"  Jones  says.   As  with  the  Talese 

ii 


and  Diamond  books,  the  Sulzberger  fam- 
ily was  not  given  an  advance  review  of 
the  manuscript. 

For  what  seems  close  to  an  autho- 
rized project,  The  Trust  often  portrays 
the  players  in  embarrassing  and  reveal- 
ing circumstances.  On  one  day  in  1996, 
Lance  Primis,  president  of  The  Times 
Co.,  was  preparing  to  meet  with  Punch, 
expecting  to  be  named  CEO.  "It's  all 
coming  together,"  he  told  a  colleague. 
But  he  had  drastically  misjudged  his 
situation.  At  the  meeting,  Punch  fired 
Primis.  "It's  like  being  at 
your  own  wake,  awake,"  he 
said  later.  The  book  relates 
longtime  Executive  Editor 
Abe  Rosenthal's  "crazy  pe- 
riod," as  it  was  called  inter- 
nally. Punch  was  pushing 
Abe  to  retire,  but  Abe  re- 
sisted, sometimes  "burst[ing] 
into  tears  for  no  apparent 
reason."  Said  Punch:  "He 
didn't  have  a  nervous  break- 
down, but  he  was  close  to  it. 
He  would  get  so  distraught 
that  he  couldn't  operate  well. 
It  was  a  hell  of  a  problem." 

Although  Punch  eventually  emerged 
as  a  strong  and  effective  executive,  ear- 
ly on  he  was  derided  by  the  family  and 
others,  often  described  as  "hapless"  and, 
says  the  book,  in  "hopelessly  over  his 
head."  He  was  also  capable  of  vindic- 
tiveness.  As  this  book  reveals,  after  I 
wrote  a  1972  story  about  TJie  Times  in 
New  York  magazine  that  Punch  regard- 
ed as  "a  real  hatchet  job,"  I  wTas  black- 
listed from  writing  for  the  paper. 

In  some  ways,  The  Trust  reads  like  a 
lurid  potboiler.  Sample:  "Arthur's  vision 
of  his  daughter  as  unattractive  and  Iphi- 
gene's  distaste  for  sex  blinded  them  to 
the  sincere  and  crackling  electric  passion 
Ruth  [Sulzberger]  and  Ben  [Hale  Gold- 
en] shared." 

The  authors,  though,  clearly  intend 
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THE  TRUST 

Susan  E.  Tifft 
and  Alex  S.  Jones 


The  Trust  i"  be  much  more  than  an 
Bemblage  of    picy  anecdote     The; 
aiming  for  Hi  tory,  in  the  league  of  Ron 
Chernow'fi  Titan:  The  Life  oj  John  l> 
Rockefeller,  Sn  and  Jean  Strouse's  Man 
i/aii:  Ami  rira a  Financier.  The  familj 

Story  is  certainly  Worthy  of  thai  '.'.eight. 
The  Sulzbergers  are  more  than  a  fami- 
ly— they're  a  monarchy.  The  official  fam- 
ily tree,  appropriately,  includes  five 
Arthurs.  The  book  accurately  terms  the 
family  "arguably  the  most  powerful 
blood-related  dynasty  in  twentieth-cen- 
tury America." 

It  started  with  Julius  Ochs,  born  in 
1826  in  Bavaria.  In  1896,  one  of  his  sons, 
Adolph,  bought  the  then  struggling  pa- 
per, 77k?  New  York  Times.  Adolph's  only 
daughter  Iphigene,  who  reigned  as  fam- 
ily matriarch  and  "moral  authority"  until 
her  death  in  1990  at  the  age  of  98,  mai-- 
ried  Arthur  Hays  Sulzberger  in  1917. 
He  then  joined  The  Times,  eventually 
becoming  publisher  and  chairman.  The 
Sulzbergers  have  dominated  the  family 
ever  since.  As  Arthur  Hays 
Sulzberger's  only  son,  Punch 
took  control.  Punch's  only  son 
Arthur  Ochs  Sulzberger  Jr., 
48,  became  publisher  in  1992 
and  chairman  in  1997. 

The  Times  Co.  is  one  of 
the  most  unusual  major  busi- 
ness establishments  in  the 
country,  a  murky  potpourri 
of  family  loyalties,  messianic 
missions,  divine  rights,  share- 
holder responsibilities,  and 
business  traditions,  roughly 
in  that  order.  That  mix, 
though,  has  produced  an  abiding  passion 
for  high-quality  newspaper  journalism  at 
a  time  when  the  newspaper  industry  is 
cutting  budgets,  dumbing  down  news, 
and  all  but  obliterating  the  wall  between 
editorial  and  advertising.  Among  the  big 
metropolitan  dailies,  few  besides  The 
Times  and  The  Washington  Post,  also 
family-owned,  have  steadfastly  resisted 
the  trend. 

One  reason:  a  trust  set  up  by  the 
family  when  Adolf  died  in  1935.  It  con- 
trolled Times  Co.  stock  until  Iphigene 
died.  But  in  1986,  the  Sulzberger  family 
unanimously  signed  an  extraordinary 
pact  enabling  the  family  to  control  The 
Times  for  another  century  or  so.  In  do- 
ing so,  the  family  could  forfeit  potential 
capital  gains  of  billions  of  dollars. 

But   there   is   a   dark   side   to    The 
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Stuttering  Didn't 
Keep  Her  Grounded* 


1-800-992-9392 


Annie  Glenn,  wife  of  astronaut 
John  Glenn,  was  grounded  for 
years  by  a  stuttering  problem. 
Speech  therapy  and  hard  work 
turned  it  around.  Today  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-free. 
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Foundation 
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Books 


Times.  Until  very  recently,  the  cor.| 
was  rife  with  nepotism.  Numerous! 
ily  members,  many  only  marginally  I 
ified,  were  given  senior  position  J 
astonishing  number  of  family  men! 
have  suffered  learning  disabilities,! 
vous  breakdowns,  depression,  and  I 
ills.  "[Depression]  is  in  the  family,"  I 
gene  once  said.  Yet  by  some  alcli 
the  family  achieved,  say  the  authoJ 
position  of  influence  they  could  rl 
have  achieved  as  individuals." 

Tlie  Trusfs  authors  masterfully  wl 
the  myriad  plots,  subplots,  and  dij 
sions  into  a  coherent  narrative, 
they  display  an  acute  observatid 
personality  and  motivation. 

But  the  book  lacks  some  of  the 
ping    narrative    sweep    achieved 
Talese's  epic  Tlie  Kingdom  mid  tlie 
er.  This  is  unfortunate  because  the 
Trust  doesn't  generate  much  suspJ 
The  authors'  last  book,  The  Patrii 
Tlie  Rise  and  Fall  of  the  Bingham 
nasty,  teemed  with  drama  as  it 
scribed  a  family  that  destroyed  il 
But  the  Sulzbergers,  for  their  fa 
have  hung  together.  Once  they 
power,  the  Arthurian  successions, 
degree,  had  a  sense  of  inevitability 

To  deal  with  the  problem,  Tifft 
Jones  structure  much  of  the  book  i 
extensive  set  of  horse  races.  Enc 
pages  are  spent  handicapping  cc 
less  candidates  for  various  positioi 
an  apparent  effort  to  pump  up 
action. 

Today,  Tlie  Times  is  flourishing,  a 
with  most  of  the  major  newspapers, 
its  story  now  holds  plenty  of  suspe 
The  authors'  depiction  of  Arthur 
capabilities  seems  somewhat  mi: 
Earlier,  one  associate  said  Arthu 
needed  to  "go  back  in  the  oven 
bake  a  little  longer."  But  he  could 
grow,  as  his  father  did.  What's 
Arthur  Jr.  and  the  newspaper  face 
ing  problems:  The  Internet  could 
dermine  all  news  organizations.  Ad 
tising  pressures  will  intensify, 
control  and  family  harmony  may 
suffice  to  preserve  the  "trust."  The 
quotes  one  editor:  "Deep  in  Art 
soul,  he  believes  that  if  he  blows  thi 
will  burn  in  hell." 

A  lot  is  at  stake.  At  the  end  of 
Trust,  Tifft  and  Jones  aptly  q 
Talese's  abiding  30-year-old  h<] 
"Where  can  people  [go]  who  have  va] 
and  a  sense  of  right  and  wrong,  of  si 
dards ...  I  think  today,  the  Sulzbei 
family  and  The  New  York  Times  [ 
our  only  hope." 

BY  CHRIS  WELfi 

Senior  Editor  Welles  has  been 
lowing  the  media  for  35  years. 
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Books 


THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


PAPERBACK  BUSINESS  BOOKS 


1  WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,  M.D. 
(Putnam  •  $19.95)  Learning  to  accept  change. 

2  THE  NUDIST  ON  THE  LATE  SHIFT  by  Po  Bronson  (Random 
House  •  $25)  Silicon  Valley's  curious  ways. 

3  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

4  BUSINESS  @  THE  SPEED  OF  THOUGHT  by  Bill  Gates  with 
Collins  Hemingway  (Warner  •  $30)  A  detailed  guide  to  the 
fast-emerging  e-business  age. 

5  THE  COURAGE  TO  BE  RICH  by  Suze  Orman  (Riverhead 

•  $24.95)  The  rites  of  passage — and  their  financial 
consequences. 

6  THE  SILICON  BOYS  by  David  A.  Kaplan  (Morrow  •  $27)  The 
superrich  are  different  from  you  and  me. 

7  THE  21  INDISPENSABLE  QUALITIES  OF  A  LEADER  by  John 
C.  Maxwell  (Thomas  Nelson  •  $14.99)  Transforming  yourself 
"from  the  inside  out. " 

8  FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buckingham  and 
Curt  Coffman  (Simon  &  Schuster  •  $25)  A  Gallup  investiga- 
tion into  managerial  success. 

9  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  & 
Schuster  •  $25)  Why  the  good  times  won't  go  away. 

10  WHY  WE  BUY  by  Paco  Underhill  (Simon  &  Schuster  •  $25) 
An  anthropologist  offers  a  "science  of  shopping.  " 

11  THE  LEXUS  AND  THE  OLIVE  TREE  by  Thomas  L.  Friedman 
(Farrar,  Straus  &  Giroux  •  $27.50)  How  globalization  is 
transforming  the  world,  by  The  New  York  Times 's  foreign-af- 
fairs columnist. 

12  PERMISSION  MARKETING  by  Seth  Godin  (Simon  &  Schuster 

•  $24)  Give  customers  an  incentive  to  hear  your  message, 
says  a  Yahoo!  executive. 

13  THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP  by  John  C. 
Maxwell  (Thomas  Nelson  •  $17.99)  A  minister's  codification. 

14  HIDE  YOUR  ASSETS  AND  DISAPPEAR  by  Edmund  J.  Pankau 
(HarperCollins  •  $22)  Get  lost — and  shake  your  creditors, 
says  a  private  eye. 

15  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $17) 
A  collection  of  bite-size  lessons  on  marketing. 


1  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  P 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  si 
ways  of  the  wealthy  among  us. 

2  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popular. 

3  RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki  with  Sharo 
Lechter,  C.P.A.  (TechPress  •  $15.95)  Teaching  your  kids 
rules  of  money  that  the  rich  play  by. 

4  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTAND 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan 
Siegel  (Fireside  •  $15.95)  Concise  explanations  enriche 
with  graphics. 

5  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and' 
Gardner  (Fireside  •  $13)  The  online  duo  puts  it  on  pape 

6  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  Ph 
and  Spencer  Johnson,  M.D.  (Berkley  •  $12.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

7  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMEN 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $13.95)  What  is  an  oligopsony,  anyway? 

8  THE  1999  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

9  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruc 
Patton  (Penguin*  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

10  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $19.99)  Lighthearted  primer. 

11  HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray  Bro| 
(IDG  Books  •  $16.99)  Getting  your  dream  house. 

12  THE  E  MYTH  REVISITED  by  Michael  E.  Gerber  *HarperBu 
ness  •  $15)  Starting  and  maintaining  a  small  business. 

13  DON'T  SWEAT  THE  SMALL  STUFF  AT  WORK  by  Richard 
Carlson,  PhD  (Hyperion  •  $11.95)  Methods  for  minimizin, 
stress  and  conflict. 

14  THE  GOAL  by  Eliyahu  M.  Goldratt  and  Jeff  Cox  (North  Riv 
Press  •  $19.95)  Bringing  company  strategies  in  line  with 
your  No.  1  purpose:  making  money. 

15  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  a 
Tom  Gardner  (Fireside  •  $13)  "So  where  do  I  find  stocks? 
and  other  queries,  asked  and  answered. 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economi 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  rep 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  August. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


THE   BOOKSTORES  CALL   IT      SELF-HELP.      BUT 

the  genre's  avalanche  of  advice  testifies 
to  the  large  number  of  folks  eager  to  lend  you  a  hand. 

Consider  Nos.  7  and  13  on  this  month's  hardback  list:  The 
21  Indispensable  Qualities  of  a  Leader  and  The  21  Irrefutable 
Laws  of  Leadership.  Author  John  C.  Maxwell  is  a  Christian 
minister  who  heads  several  nonprofit  and  for-profit  leader- 
ship-training outfits.  From  his  injoy  Web  site,  you  can  get 
newsletters,  enroll  in  conferences  and  forums,  and  purchase 
audio  tapes  and  more  than  20  books. 

But  are  Maxwell's  maxims  anything  new?  His  21  "laws" 
will  seem  familiar  to  aficionados  of  the  genre.  Leaders  know 
how  to  communicate,  for  example,  and  they  find  a  way  to  win. 


Moreover,  axioms  are  highlighted  by  anecdotes  featuring 
of  the  same  coaches,  military  figures,  and  business  execu 
that  populate  other  such  books. 

Maxwell's  somewhat  overlapping  "qualities"  include  c 
acter,  communication,  and  vision.  While  some  of  his  fori 
lations  are  crafty  ("charisma"  gives  instruction  on  how 
make  a  good  first  impression),  most  encourage  readers  to 
velop  desirable  traits  through  self-examination. 

If  you  need  reminders  that  "trust  is  the  foundation 
leadership"  or  want  character-building  drills  that  teach  yoi 
"face  the  music,"  both  books  can  be  helpful.  But  please— -d 
get  too  inspired.  America  has  enough  self-help  helpers  aire; 

BY  HARDY  GRE 


22  BUSINESS  WEEK  /  OCTOBER  4,  1999 


Aated 


Tasting 

The  World. 


II 998,  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind 
ste  test  of  more  than  80  vodkas.They  awarded  points  based 
i  smoothness,  nose,  and  most  importantly,  taste.  Of  all 
e  vodkas,  Grey  Goose®  Vodka  emerged  victorious, 
ceiving  96  points  out  of  a  possible  1 00. 
iunded  in  1 98 1 ,  the  Beverage  Testing  Institute  conducts  tests  in 
specially  designed  lab  that  minimizes  external  factors  and 
aximizes  panelists'  concentration. The  Institute  selects 
dges  based  on  their  expertise,  and  its  tasting  and 
oring  procedures  are  widely  praised  as 
e  best  in  the  industry. 
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ank  Vodka 

6  GREY  GOOSE  VODKA 
4    Canadian  Iceberg  Vodka 

3    Stolichnaya  Gold  Vodka 
;2    Staraya  Moskva  Premium 
I    Van  Hoo  Vodka 
'I     Stolichnaya  Vodka 
0    Tanqueray  Sterling  Vodka 
0    Rain  1995  Harvest  Vodka 
9    Ketel  One  Vodka 
8    Wyborowa  Vod  ka 

7  Krem  lyovskaya  Vodka 

6     Finland ia  Vodka  of  Finland 
16    Alps  French  Vodka 

Skyy  Vodka 

Original  Polish  Vodka 
'■I    Glenmore  Special 

'   schmann's  Royal  Vodka 
Boston  Vodka 
le  Star  Vodka 

Luksusowa  Potato  Vodka 
J    Absolut  Vodka 
r8    Cardinal  Vodka 
'8    Barton  Vodka 
'8    Barclay's  Vodka 
'8    Amazon  Vodka 
H>    Skol  Vodka 
'4    SmirnoffVodka 
'4    Crystal  Palace  Vodka 
'4     Belvedere 
'2    Schenley 
)9    Mr.  Boston's  Riva  Vodka 
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intel  ranks  #1  in  the  world  in  overall  e-commerce 
revenue1,  intel  is  averaging  $1  billion  worth  of  online 
orders  every  month  from  customers  in  46  countries, 
they're  checking  product  specs,  pricing,  availability, 
order  status  and  delivery  dates  in  real  time,  all 
information  is  personalized  for  every  company  and 
for  every  type  of  user,  now,  close  to  half  of  intel's 
direct  customer  business  is  happening  online,  on  a 
set  of  internet  applications  built  in  just  a  few  short 
months,  that's  how  fast  the  internet  is  changing 
the  way  we  all  do  business,  and  it's  why  intel  is 
100%  committed  to  building  the  resources  your 
company  needs  to  compete  and  win  in  the  new 

internet  economy.   (  how  did  w<  doit?-*  intel.com/ebusin 


intel 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


WHAT  GLOBAL  CAPITALISM 
NEEDS  NOW:  LESS  RED  TAPE 


MODEL: 

The  World 
Bank  is  trying 
mightily  to 
look  like  a 
streamlined 
corporation. 
The  IMF 
should  follow 
its  lead 


Jeffrey  E.  Garten  is  dean  of  the  Yale 
School  of  Management.  A  former  in- 
vestment banker,  he  was  Under  Sec- 
retary of  Commerce  for  International 
Trade  in  the  first  Clinton  Administra- 
tion (jeffrey.garten@yale.edu). 


One  urgent  problem  facing  the  new 
global  economy  is  the  danger  that 
world  markets  are  moving  too  fast 
for  governmental  institutions  to  keep  up.  This 
should  worry  top  economic  officials  who,  on 
Sept.  28,  are  convening  for  critical  meetings  of 
the  International  Monetary  Fund  and  the 
World  Bank  and,  in  November,  for  a  ministe- 
rial session  of  the  World  Trade  Organization. 
It  should  also  be  a  concern  for  all  global  CEOS, 
whose  operations  are  dependent  on  an  open 
and  stable  world  economy. 

The  IMP"  is  trying  to  curb  financial  crises 
such  as  those  that  have  engulfed  Asia  and 
Russia.  The  World  Bank  is  helping  countries 
confront  escalating  poverty  and  establish 
sound  banking  regulations  and  modern  cor- 
porate governance.  The  wto  is  overseeing  a 
new  global  round  of  trade  negotiations. 

These  are  all  worthy  goals,  but  are  these 
institutions  organized  to  reach  them?  After 
all,  major  corporations  are  flattening  their 
reporting  structures  to  accelerate  decision- 
making, incorporating  the  latest  information 
technologies,  and  intensifying  their  partner- 
ing with  one  another.  They  are  enhancing 
customer  service  and  hiring  and  retaining 
the  best  people.  But  are  international  gov- 
ernmental organizations  doing  the  same?  Are 
they  simply  too  slow  and  bureaucratic  to 
be  effective  in  today's  super-charged  global 
marketplace? 

CLEANING  HOUSE.  For  a  clue  to  the  possibili- 
ties and  the  obstacles,  keep  your  eyes  on 
James  D.  Wolfensohn,  president  of  the  World 
Bank.  A  former  Wall  Street  luminary  and 
onetime  chairman  of  both  Carnegie  Hall  and 
the  John  F.  Kennedy  Center  for  the  Per- 
forming Arts,  he  took  the  reins  at  the  World 
Bank  in  1995.  At  the  time,  it  was  an  organi- 
zation that  required  five  levels  of  decisions 
and  12  to  15  months  to  get  projects  approved. 
Making  a  loan  took  precedence  over  evaluat- 
ing its  impact.  Partnerships  with  other  or- 
ganizations were  rare.  Knowledge  and  expe- 
rience was  poorly  shared. 

Wolfensohn  asked  for  the  resignation  of 
his  top  150  managers,  made  them  reapply  for 
their  jobs,  and  sacked  or  reassigned  35%  of 
them.  He  dismantled  a  highly  centralized  op- 
eration and  forced  executives  to  relocate  clos- 
er to  their  clients  around  the  world.  He  linked 
all  of  his  offices  via  satellite  and  posted  best 
practices  for  promoting  economic  develop- 
ment on  publicly  accessible  Web  sites.  He 


forged  new  partnerships  between  the  W 
Bank  and  a  variety  of  other  organizat 
such  as  the  Organization  for  Economic  C 
eration  &  Development,  the  World  Wil 
Fund,  and  BP  Amoco  PLC.  He  sent  his 
tenants  to  executive  programs  at  leading  1 
ness  schools. 

But  that  still  may  not  be  enough.  E 
though  the  World  Bank  is  miles  ahead  of 
IMF  in  reforming  itself,  it  is  too  early  to 
whether  or  not  Wolfensohn  can  succeed 
sometimes  seems  as  if  there  are  two  W 
Banks,"  says  Gustav  Ranis,  a  develops 
economist  who  heads  Yale  University's  Ce 
for  International  &  Area  Studies.  "Ther 
the  powerful  vision  from  headquarters, 
then  there  are  the  lending  officers  whose 
havior  is  very  slow  to  change."  Wolfem 
also  has  to  contend  with  a  board  of  gover 
comprised  of  representatives  of  governm 
who  tend  to  reflect  the  stodgy  bureaucrs 
from  which  they  come. 
LESSONS  OF  THE  PAST.  Building  the  public 
frastructure  for  global  capitalism  may  be 
most  important  issue  facing  political  and  I 
ness  leaders  today.  So  a  lot  is  riding 
Wolfensohn's  success  and  the  precedents 
sets.  Today,  the  international  economy  aft 
everyone's  daily  lives  as  never  before.  . 
though  every  major  multinational  corp 
tion,  from  Goldman,  Sachs  &  Co.  to  Tcr 
Motor  Corp.,  is  gambling  that  markets  wil 
main  open  and  growing,  their  bets  are  n 
sure  thing.  After  all,  how  stable  would  our 
tional  economy  be  without  an  effective  I 
eral  Reserve,  Securities  &  Exchange  C 
mission,  Federal  Deposit  Insurance  Corp 
Federal  Trade  Commission?  Global  inst 
tions  of  similar  caliber  are  increasingly 
essary  as  well. 

It  is  politically  impractical  to  call  for  a 
global  economic  architecture,  but  is  it  unr 
istic  to  ask  for  a  vastly  improved  set  of  ii 
tutions  where  effectiveness  and  public 
countability  are  enhanced?  The  lesson  f 
some  of  the  great  corporate  turnaround 
the   past   decade — IBM,    Motorola,    Unj 
American  Express — is  that  an  organiza 
needs  to  be  on  the  brink  of  failure  be: 
dramatic  restructuring  can  be  successffc|fc 
implemented.  Facing  mounting  global  p  B 
sures  with  outmoded  structures,  the  m; 
international  economic  institutions  are 
quite  there  yet.    But  given  the  pace  of  gl< 
change,  they  soon  could  be. 
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Edil  memo  to  board  members  •  Review  living  will  will)  dad 
Verify  ADA  compliance  for  new  plant  •  Answer  146  e-mails 


Feeling  saueezed? 


Amidst  all  Hie  demands. 

all  the  pressures,  all  the 

complexities  of  your  life,  it's 

nice  to  know  that  one  area 

just  got  a  whole  lot  simpler. 

Taking  care  of  legal  matters. 

Introducing  LaH'office.eom " 

Simpler,  because  now  at  a  single 

location  you  can: 

•  Quickly  research  over  400  legal 

topics  relating  to  your  busi- 
ness and  personal  needs 

•  Identify  practical  applications 


of  the  law  from  leading  law  firms 

•  Translate  legalese  terms 

into  plain  English 

•  Find  the  best  legal  counsel 
for  every  situation 

Lawoffice.com  from  West  Legal 
Directory.'9  It's  always  open. 
Easy  to  use.  Comprehensive 
and  authoritative.  And  it's  free. 
Visit  and  see  why  this  single  site 
is  revolutionizing  the  way  busi- 
nesses and  individuals  address 
legal  matters. 


■■}■„ 


LawoffkScom 

from  West  Legal  Directory  I    LI 


ENTER     THE      WORLD      OF      LEGAL 


The  trademarks  shown  within  are  used  under  license 
©  1999  West  Group  1-9902  7/8-99|  008B37| 
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Commitment  is 


leading  to  results.71 


n  ling 


At  Deutsche  Bank  our  people  are 
committed  to  creating  superior 
value  for  our  clients.  We  all  commit 
ourselves  to  the  partnership  with  our 
clients.  It  is  not  an  attitude  that  just 
happens.  We  inspire  it.  We  promote  it. 
We  reward  it. 

We  are  committed  to  being  the  best 
in  the  industry  in  making  our  clients 
successful  -  another  reason  why 
Deutsche  Bank  is  leading  to  results.™' 


Deutsche  Bank 
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Economic  Trends 


z 


BY  GENE  KORETZ 

INFLATION'S 
NEW  ADVERSARY 

The  Web  is  only  starting  to  bite 

With  global  growth  picking  up  steam, 
you  might  think  America's  remark- 
able disinflationary  performance  at  retail 
counters  is  finally  headed  for  rough  wa- 
ters. Not  necessarily,  claim  economists 
Ethan  S.  Hams  and  Joseph  T.  Abate  of 
Lehman  Brothers  Inc.  The  advent  of  e- 
commerce,  they  say,  is  the  latest  stage  in 
a  continuing  revolution  in  retailing  that 
could  keep  a  tight  rein  on  prices  for 
years  to  come. 

The  first  stage  of  that  revolution  was 
begun  earlier  in  the  decade  with  the  pro- 

THE  HEFTY  DOWNWARD  PULL 
OF  INTERNET  PRICES 

PERCENT  PRICE  DIFFERENCE 
FROM  ORDINARY  RETAIL  OUTLETS* 


WITH  SHIPPING 
ITEM                                    COSTS 

WITHOUT 
SHIPPING  COSTS 

OVER-THE-COUNTER 
DRUGS 

-6% 

-10% 

PRESCRIPTION  DRUGS 

-28 

-28 

APPAREL 

-38 

-38 

ALCOHOL  AND 

CIGARETTES 

-28 

-35 

GROCERIES 

0 

-17 

HOME  ELECTRONICS 

-4 

-5 

TOYS 

+9 

+4 

HARDWARE 

+2 

-2 

AVERAGE 


-13 


-14 


*Based  on  mid-August  survey.  Ordinary  U.S.  retail  outlets 
include  discount  stores. 

DATA  LEHMAN  BROTHERS 

liferation  of  high-volume  discount  stores, 
heightened  competition,  and  a  growing 
"buy  only  on  sale"  mentality  among  con- 
sumers. Its  impact  was  most  apparent 
in  the  general  merchandise,  apparel,  and 
furniture  sector,  where  prices  have  been 
falling  at  an  accelerated  pace  since  1994. 

Now  commerce  on  the  Internet  is 
adding  a  new  layer  of  competition  and 
squeezing  per-unit  profits  further,  while 
providing  an  even  more  cost-efficient 
mode  of  distribution.  Although  e-com- 
merce  likely  accounted  for  less  than  1% 
of  total  retail  sales  last  year,  Harris  and 
Abate  point  out  that  nearly  every  item 
that  can  be  purchased  at  a  traditional 
retail  store  is  available  on  the  Web,  and 
sales  volume  is  doubling  every  year. 

For  cost-conscious  consumers,  the 
trend  adds  up  to  unparalleled  leverage, 
as  buyers  can  comparison-shop  across 


dozens  of  stores  at  the  click  of  a  mouse. 
For  sellers,  savings  come  via  lower  real 
estate  and  rental  costs,  and  reduced  out- 
lays- for  advertising,  inventory,  and  trans- 
portation— items  that  ordinarily  account 
for  some  38%  of  the  consumer  price  of 
goods,  according  to  one  study. 

So  how  much  can  consumers  save  cur- 
rently? A  Lehman  Brothers  survey  re- 
cently compared  e-commerce  prices  of 
over  100  retail  items  with  those  in  mod- 
erately priced  retail  outlets  in  the  New7 
York  area.  On  average,  they  found  that 
goods  cost  about  13%  less  on  the  Net. 

But  that's  only  a  hint  of  deflationary 
pressures  to  come,  say  Harris  and  Abate. 
They  note  that  many  traditional  retailers 
initially  sell  on  the  Web  with  little  or  no 
discount,  since  they  don't  want  to  un- 
dercut their  own  stores.  Eventually,  how- 
ever, competition  forces  them  to  pass  on 
the  savings. 

Books  are  a  case  in  point.  Last  year, 
only  3%  of  books  were  sold  online  (where 
they  cost  about  20%  less  than  in  shops), 
and  book  prices  tracked  by  the  Bureau  of 
Labor  Statistics  were  still  rising.  But 
this  year,  they  are  falling  at  a  4%  annual 
rate — partly  because  the  bls  has  appar- 
ently started  to  sample  online  sellers, 
but  mainly  because  Internet  competition 
is  affecting  traditional  sellers. 

Looking  ahead,  the  two  economists 
think  other  products  will  also  see  prices 
drop  as  Net  sales  build.  By  2002,  they 
expect  consumer  inflation  to  be  running 
about  half  a  percentage  point  below  what 
it  would  have  been  without  the  down- 
ward pull  coming  from  e-commerce. 


WHY  EXPORTING 
NATIONS  THRIVE 

A  study  weighs  cause  and  effect 

Why  have  so  many  nations  experi- 
enced faster  economic  growth  after 
cutting  trade  barriers  and  boosting  their 
export  performance?  One  theory  is  that 
companies  that  become  exporters  tend 
to  post  enhanced  productivity  gains  after 
entering  global  markets. 

As  it  happens,  the  story  is  more  com- 
plicated, report  Andrew  B.  Bernard  and 
J.  Bradford  Jensen  in  a  recent  National 
Bureau  of  Economic  Research  study  of 
U.  S.  manufacturing  industries  from  1984 
to  1992.  While  exporting  plants  are  more 
productive  than  nonexporters  in  the  same 
industries,  the  study  finds  that  their 
stronger  productivity  usually  surfaced  in 
the  years  before  they  became  exporters 
and  posted  little  improvement  in  subse- 
quent years. 


PR0DUCTIVITS 
BIG  PRODUCES ! 

U.S.  EXPORTERS' SHV   j 
OF  MANUFACTURE     I 


PRODUCTS  I 
GROWT    I 

i  '92 


On  the  other 
hand,  exporters 
tend  to  grow  far 
faster  than  nonex- 
porters. And  as 
these  high-produc- 
tivity plants  ac- 
count for  more  and 
more  of  an  indus- 
try's output  over 
time,  they  tend  to 
boost  its  overall 
productivity.  In- 
deed, Bernard  and 
Jensen  estimate 
that  exporters  ac- 
counted for  as 
much  as  65%  of  manufacturing  pn 
tivity  growth  over  the  1984-92  per 
far  more  than  their  46%  share  of  fa 
employment. 


EMPLOYMENT  I 

iJ 

A  PERCENT 

"TOTAL  FACTOR  PRODUCTS 

DATA:  ANDREW  B.  BERNAf 

J.  BRADFORD  JENSEI 


DO  RR0KERS' 
PICKS  MATTER? 

Yes,  but  less  than  you  might  th 


If  you're  a  stock  market  investor 
relies  on  a  broker  for  advice,  it  se 
to  make  perfect  sense  to  choose  a 
kerage  whose  recent  recommendat 
have  been  winners.  But  would  su 
strategy  pay  off  big  in  the  long  run 

Not  according  to  Brad  M.  Barbe 
the  University  of  California  at  D; 
and  Reuven  Lehavy  and  Brett  M.  T 
man  at  the  University  of  Californi 
Berkeley.  Analyzing  the  recommei 
tions  of  some  100  brokerages  from 
to  1996,  they  found  that  people  who 
year  bought  the  stocks  recommendec 
the  top  fifth  of  brokers  with  the  1 
performance  in  the  prior  year  would  1 
averaged  4.3%  a  year  more  on  their  p 
folios  over  the  decade  than  those 
lowing  the  advice  of  the  fifth  with 
poorest  prior  returns. 

After  adjusting  for  market  risk,  c 
pany  size,  book-to-market  value,  and  i 
er  factors  that  research  has  shown  t 
to  strongly  affect  long-term  stock 
turns,  however,  they  found  no  signific 
difference  between  the  returns  of 
best  and  worst  brokers.  In  other  woi 
it  was  the  weighting  of  various  portfo 
that  generated  higher  returns,  rat 
than  any  persistent  unusual  stock-pick 
abilities  of  specific  brokerages. 

The  researchers  add  that  tliis  does 
mean  that  brokerage  advice  isn't  v; 
able.  "Stocks  that  are  favored  by  a  c 
sensus  of  brokerage  firms,"  notes  Tr 
man,  "still  tend  to  do  significantly  bet 
than  stocks  in  general  disfavor." 
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Our  favorite  investment  tool 


Year  after  year,  Honda  continues  to  grow  and  expand  in  America.  Today  with  a 
presence  in  all  fifty  states,  our  investment  has  reached  $4.4  billion.  Our  manufacturing, 
research  and  development,  marketing  and  distribution  facilities  directly  employ  more 
than  20,000  Americans.  Plus,  our  brand  new  facility  in  Alabama  will  employ  1,500 
more  once  it  reaches  full  production.  As  you  can  see,  when  it  comes  to  finding  ways 
to  contribute  to  the  American  economy,  were  always  digging  deep. 


Thinking: 


Ho    ■     ■     ii     .     i    .  ,  iulte  53001  Washington,  QC  20024.   ©  1999  Honda  North  Am 
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Simplify.  Integrate  your  data,  voice 
and  video.  With  FasTrakSMATM  Cell 
Relay,  information  flies  fast,  and 
the  network  adapts  fast  to  your 
company's  evolving  needs.  (In  fact,  for 

I  multi-service  applications,  there's  no 

better  answer.)  But  here's  the  best  part: 
we  even  merge  your  solutions  with 
a  single,  accountable  point  of  contact. 
How's  that  for  total  integration? 


www.pacbell.com/u3t3Z 


Copyright  ©  1W)  Pacific  Bell.  All  right  reserved 


SWITCHING  YOUR  COMPANY  TO  STATE  FUND 
MAY    NOT    CHANGE    YOUR    WHOLE    LIFE 

JUST      A       FEW       HOURS       OF       IT       HERE      AND      THERE 


With  oyer  85  years  on  the  job,  State  Fund's  experience  with  workers'  compensation  can  make 
^our  hours  better.  We'll  handle  your  claims  quickly,  from  offices  statewide.  Our  Call  Center 
[888-222-3211)  can  even  process  claims  immediately,  over  the  phone.  And  ^TATr. 
*ve  have  safety  programs  so  you  don't  have  to  spend  a  minute  setting  them      compensation 

INSURANCE 

jp  on  your  own.  Whatever  we  can  do  to  get  you  on  to  more  important  things.     F*LJI^IU 


Call  your  broker  or   1-888-STATE  FUND   •   www.scif.com 
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At  Domini  Social  Investments  delivering 
competitive  returns  is  important,  nut  we 
believe  there  is  more  to  investing'.  Today's 
social  investors  are  shaping  tomorrow  s 
world.  By  investing'  responsibly,  considering 
environmental  and  social  factors,  we're 
redefining' corporate  America's  bottom  line. 

Our  performance  speaks  lor  itsell,  nut  let  us 
tell  you  more  about  the  other  nail  ol  the  story. 

Call  800-225-FUND  (3863)  or  visit  us  at 

www.domini.com  to  learn  more  ahout  the 
Domini  Social  Equity  Fund,  the  nation's  lirst 
socially  and  environmentally  screened  index 
lund. 

*****  Morning-star  Overall  Rating' 
Among  3,043  and   1,878  domestic  equity  hinds 

for  tlie  3-year  and  5-year  periods  ended  6/30/99, 
respectively. 


DOMINI  SOCIAL  EQUITY  FUND  VS.  S&P  500 

DSEF- 


$10,000 


Jun-91     Jun-93      Jun-95      Jun-97     Jun-99 


Avg.  Annual 
Total  Returns 
as  of  6/30/992 

DSEF 

S&P  500 
Index 

1  year 
5  year 
Since  6/3/91 
(Inception) 

25.28% 
28.14% 
19.73% 

22.76% 
27.85% 
19.65% 

No-Load 

Available  for  IRAs 

Domini  l*] 


SOCIAL    INVESTMENTS 


Past  perlormance  is  no  guarantee  ot  future 
results.  Investment  return  and  principal  value 
will  vary,  and  you  may  have  a  g"am  or  loss 
when  you  sell  shares. 

Morning'star  ranked  our  Fund  in  the  top 
10%  ol  all  domestic  equity  iunds  lor  the 
3-year  (104  out  ol  3,043)  and  5-year 
periods  (90  out  of  1,878)  ended  6/30/99, 
and  in  the  top  1  5%  lor  the  one-vear  period 
(645  out  of  4,761)  ended  6/30/99. 


The  Responsible  Index  Fund' 

i-£oo-22j--PUNJ£>     m  «^©    •  •    •     •         AAW.dtfWU,.Wtn      • 


For  more  information  including  fees  and  expenses,  call  lor  a  free  prospectus.  Please  read  it  carefully  before  you  invest.  1.  Mormngstar™ 
proprietary  ratings  are  subject  to  change  monthly  and  reflect  historical  risk-adjusted  performance  as  of  6/30/99.  They  are  calculated  from  the  fund  s 
3-  and  5-year  average  annual  returns  in  excess  of  90-day  T-bill  returns  with  appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance 
below  90-day  T-bill  returns.  The  top  10%  of  funds  in  their  broad  asset  class  receive  five  stars  2.  Total  return  figures  are  historical  and  include  changes  in 
share  price,  reinvestment  of  dividends  and  capita,!  gains.  The  Fund  waived  certain  fees  during  the  period,  without  which  returns  would  have  been  lower. 
The  Standard  &  Poor's  500  Index  is  an  unmanaged  index  in  which  direct  investment  cannot  be  made. 

Although  the  Fund  is  no-load,  certain  fees  and  expenses  apply  to  a  continued  investment.  DSIL  Investment  Services.  LLC.  Distributor  9/99 

©1999  Domini  Social  Investments  LLC.  MSFM003-01 


[Your  commitment  to  each 
other  is  everything.  It's  the 
reason  you  took  control 
of  your  financial  future  and 
planned  well.  Like  many 
adults,  you're  probably  self- 
(insuring  for  the  possibility 
of  long-term  care  (convales- 
cent care  in  WA).  Now,  with 
MoneyGuard,  there's  a 
smarter  way  to  care  for  the 
asset  that  means  most  to  you. 

It's  a  whole  different  kind 
of  insurance  that  links  the 
senefits  of  life  and  long-term 
care  insurance.  What  does 
that  mean  for  you?  If  you 
never  need  long-term  care, 


Help  Protect 

Your  Most 
Precious  Asset 


Here's  how  MoneyGuard"  works: 

Example  is  jar  a  healthy  non-smoking  female,  age  65 

You  have:  $  150,000  in  liquid  assets  available  for 
self-insuring  long-term  care 
expenses 

You  move:     $  50,000   into  MoneyGuard  as  a  single 
premium 

You  receive:  $110,000  in  immediate  death 

benefit  or  long-term 
care  benefit,  if  needed 

s  1 10,000  in  additional  long-term 
care  benefit 

$220,000  total  long-term  care 
benefit"'' 

You  keep:      $  100,000  of  your  initial  liquid  assets 

that  may  now  be  invested  more 
aggressively  because  those  assets 
are  better  protected  against 
long-term  care  expenses 

"In  this  example,  MoneyGuard  pays  up  to  H 50  a  day  for  home 

health  care,  nursing  home  care  or  assisted  living, 

or  up  to  $75  a  day  for  adult  day  care. 


MoneyGuard 


Life  Insurance  for  Living 


your  premium  is  not  lost— 
you  still  receive  all  the 
benefits  of  life  insurance. 


Also,  MoneyGuard  works 
as  an  asset  shelter — helping 
to  protect  your  hard-earned 
funds  from  the  demands  of 
long-term  care  expenses. 

We're  sure  you'll  have 
questions,  so  please  call 
1-877-893-9990  today, 
or  contact  your  advisor. 
MoneyGuard  is  available 
through  insurance-licensed 
stockbrokers,  independent 
agents,  personal  bankers  and 
financial  representatives. 
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First  Perm -Pacific 
Life  Insurance  Co. 


A  member  of  tintoln  Fir 


www.moneyguard.com 
98  L8L 


The  MoneyGuard  universal  life  insurance  policy  has  riders  that  prepay  the  death  benefit  and  more  for  long-term  care 
expenses.  It  is  underwritten  by  First  Penn-Pacific  Life  Insurance  Co.  The  illustration  and  outline  of  coverage  (disclosure 
statement  in  WA)  describe  the  benefits,  costs,  exclusions  and  limitations  of  MoneyGuard.  Benefits  vary  by  age,  health 
status  and  state  availability.  This  advertisement  is  not  intended  for  residents  of  AR,  OK,  NJ  or  NY.  ©  1998  First  Penn- 
Pacific  Life  Insurance  Co.  All  rights  reserved.  Policy  form  number:  L-2020  series.  Rider  form  numbers:  L-2800  series. 
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0  MICH  FOR 
HAT  SAFETY  VALVE 

I  s  exports  rev  up  manufacturing,  pressures  on  interest  rates  will  rise 
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WHY  THE  TRADE  GAP 
/ILL  NOT  NARROW  SOON 


REAL  MERCHANDISE 


EXPORTS 
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k  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA  COMMERCE  DEPI.  BUSINESS  WEEK 


The  global  winds  are  shift- 
ing— and  so  is  a  key  compo- 
nt  in  the  economic  outlook  for  the  coming  year. 
Shock  waves  from  the  1997  collapse  of  Asian 
onomies  sideswiped  world  growth  and  depressed 
ices.  Now,  a  global  recovery  is  beginning  to  reverse  all 
that.  Europe  is  on  track  to  grow  2%  this  year,  with 
e  expansion  accelerating  in  2000.  Surprisingly  positive 
ta  from  Japan  bolster  the  outlook  for  emerging  Asia, 
id  Latin  America  is  set  to  bounce  back  from  recession. 

For  the  U.  S.,  the  news  is 
good  and  bad.  Exports  and  the 
manufacturing  sector  are  re- 
bounding, but  the  global  up- 
turn means  that  red-hot  U.  S. 
demand  no  longer  has  a  safety 
valve  to  vent  price  pressures. 
Without    that    buffer,    next 
year's  inflation  picture  could 
be  clouded  by  rising  commodi- 
ty prices,  costlier  imports,  and 
production  bottlenecks  as  well 
extremely  tight  labor  markets.  The  danger:  All  this 
uld  heighten  the  pressure  on  the  Federal  Reserve 
boost  interest  rates  even  further. 
Based  on  the  latest  trade  figures  for  July,  inflation-ad- 
sted  exports  of  goods  are  up  14%  from  a  year  ago. 
ist  year  at  this  time,  exports  were  in  their  steepest 
cline  since  the  early  1980s.  Moreover,  the  yearly  pace 
shipments  to  Pacific  Rim  countries,  including  Japan, 
ts  swung  sharply,  from  -20%  to  6%.  The  government 
es  not  adjust  foreign-country  data  for  inflation,  but  the 
ice-adjusted  pace  is  most  likely  greater,  since  export 
ices  are  still  declining. 

IE  IMPROVING  OUTLOOK  FOR  EXPORTS  win  help 

>\v  the  deterioration  in  the  U.  S.  trade  deficit,  but 
iy  turnaround  in  the  balance  of  payments  is  still  a  long 
ay  off  (charts).  That's  because  imports,  fueled  by  eager 
id  able  U.  S.  buyers,  are  still  growing  far  faster  than 
;ports.  In  fact,  given  that  the  value  of  imported  goods 
id  services  is  more  than  30%  greater  than  that  of  ex- 
orts,  exports  would  have  grow  about  a  third  faster 
an  im|x)rts  just  to  stop  the  trade  deficit  from  widening 
rther — let  alone  shrink  it. 

As  a  result,  the  U.  S.  is  now  in  an  unsustainable  in- 
rnational  financial  position  that  will  only  get  worse 
'er  the  coming  year.  The  broader  current-account 


A  KEY  SOURCE 
FOR  EXPORT  GROWTH 


deficit,  which  includes  not  only  trade  in  goods  and  ser- 
vices but  also  payouts  of  other  financial  obligations,  is 
headed  to  4%  of  gross  domestic  product  by  the  end  of 
this  year.  At  some  point,  when  the  financial  markets 
deem  this  burden  to  be  too  high,  changing  investor 
sentiment  will  hurt  the  dollar,  interest  rates,  and  prices 
of  U.  S.  financial  assets.  The  dollar's  recent  weakness,  es- 
pecially vis-a-vis  the  yen,  could  be  the  first  evidence  of 
this  adjustment. 

The  problem  is  that  robust  U.  S.  demand  continues  to 
suck  in  foreign  goods.  Consumer  spending  is  on  track  to 
grow  4%  in  the  third  quarter.  Housing  starts  rose  again 
in  August,  by  0.4%  to  an  annual  rate  of  1.68  million,  as 
housing  continues  to  defy  the  upturn  in  mortgage  rates. 
And  orders  for  capital  goods  are  still  in  an  uptrend,  led 
by  investment  in  high-tech  equipment.  Unless  domestic 
demand  slows,  import  growth  won't  ease  up. 

That  lesson  was  made 
painfully  clear  in  the  July 
trade  data.  July  exports  of 
goods  and  services  increased 
0.5%  from  June,  but  imports 
rose  1%,  causing  the  monthly 
gap  to  widen  to  a  record  $25.'2 
billion,  up  from  the  previous 
record  of  $24.6  billion  in  June. 
During  the  past  12  months,  in- 
flation-adjusted imports  of 
goods  have  increased  by  22%, 
up  from  a  7%  yearly  pace  this  time  last  year.  The 
speedup  has  been  broad,  but  imports  of  advanced  tech- 
nology products  and  autos  have  led  the  way. 

So  far  this  year,  the  deficit  is  running  60%  ahead  of 
the  gap  for  the  same  period  last  year.  One  reason  it  will 
remain  huge  is  higher  oil  prices,  as  global  recovery 
boosts  demand.  Oil  is  now  close  to  $25  per  barrel,  dou- 
ble its  price  at  the  end  of  1998. 

DESPITE  THE  POOR  PROGNOSIS  for  the  overall  trade 
balance,  manufacturing  output  is  already  picking  up  in 
response  to  the  export  recovery.  Production  in  the  fac- 
tory sector  increased  0.4%  in  August,  on  top  of  July's 
0.6%  advance.  That  was  the  strongest  two-month  in- 
crease in  a  year  and  a  half,  adjusted  for  the  rebound 
from  last  yearis  auto  strike.  Considering  that  U.  S.  man- 
ufacturers now  export  about  a  quarter  of  their  produc- 
tion, it's  easy  to  see  why  output  growth  slowed  to  only 
2%  for  all  of  last  year  from  its  7%  pace  in  1997 — and 
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why  factory  production  this  year  is  accelerating. 
Moreover,  stronger  foreign  demand  is  increasing  the 
need  for  businesses  to  hold  more  inventories.  Just  after 
the  Asian  crisis  hit,  stock  levels  mushroomed  as  foreign 
orders  were  canceled.  In  the  first  quarter  of  1998,  in- 
ventories expanded  at  an  annual  rate  of  $91  billion,  the 
most  in  any  quarter  in  the  postwar  era.  By  this  year's 
second  quarter,  quarterly  inventory  growth  had  shrunk 
to  only  $12  billion,  the  slowest  clip  in  &/>  years,  as  man- 
\  ufacturers  adjusted  to  the  export  slowdown.  Now,  with 
inventories  very  lean  relative  to  demand,  stock  building 
is  set  to  add  significantly  to  growth  instead  of  sub- 
tracting from  it. 

BUT  THERE  IS  A  DOWNSIDE  to  the  export  led  man 
k  ufacturing  pickup.  Because  manufacturing  is  such  a 
'  cyclically  potent  sector,  overall  growth  is  unlikely  to 
1  slow  much  from  its  4%  pace  of  the  past  year.  Some 
r  slackening  will  be  necessary  soon  to  avert  further  in- 
terest-rate hikes  by  the  Federal  Reserve.  But  the  econ- 
c  omy  has  never  slowed  when  the  pace  of  manufacturing 
j  activity  is  accelerating. 

Last  year,  the  export  slowdown  acted  as  a  safety 
[  valve,  taking  pressure  off  U.  S.  production  capacity. 
i  Rates  of  utilization  fell  from  more  than  82%  in  early 
1998  to  less  than  80%  in  early  1999.  That  bit  of  slack, 
plus  the  worldwide  collapse  of  commodity  prices,  helped 
keep  pressure  off  goods  prices  in  the  U.  S.,  despite  the 


SWITZERLAND 


FACTORY  OUTPUT 
IS  ACCELERATING  | 


tightest  overall  labor  markets  in  a  generation.  So 
productivity  gains  played  a  big  part  as  well 

Now,  manufacturing  activity  is  being  fueled  by  b< 
renewed  export  growth  and  unrelenting  strength 
domestic  demand  from  U.  S.  consumers  and  busine 
es  (chart).  Although  utilization  rates  remain  low,  th 
are  rising.  The  rate  inched  up  to  79.8%  in  Augi 
from  a  recent  low  of  79.4%  in  June 

If  factory  output  returns  to 
its  1997  pace,  capacity  utiliza- 
tion will  be  back  up  to  more 
than  82%  within  the  year.  At 
that  level,  supply  bottlenecks 
that  often  fuel  higher  prices 
will  develop.  Meanwhile,  the 
outlook  for  productivity  growth 
will  look  iffy,  as  factories  will 
need  to  beef  up  their  payrolls 
again,  after  last  year's  layoffs. 

In  essence,  the  global  recov- 
ery is  slowly  but  surely  restoring  the  set  of  conditions 
the  U.  S.  that  had  prevailed  just  when  the  Asian  cris 
knocked  everything  haywire.  Back  then,  factory  capa 
ity  use  was  high,  labor  markets  were  tight,  inflatic 
pressures  were  growing,  and  Fed  policy  was  biased  t 
ward  tightening.  With  manufacturing  now  revving  u 
the  U.  S.  economy  may  prove  to  be  a  lot  tougher  for  tl 
Fed  to  tame  than  the  markets  now  expect. 
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A  QUARTERLY  PERCENT  CHANCE 
AT  ANNUAL  RATES 
•ASSUMES  NO  CHANGE  IN  SEPT. 
DATA  FEDERAL  RESERVE.  BUSINESS  WES 


SURPRISING  GROWTH  AND  NO  INFLATI0N-F0R  NOW 


Strong  gains  in  construction  and 
exports  are  lifting  the  Swiss 
economy  beyond  expectations.  The 
healthy  boost  has  lowered  unem- 
ployment but  hasn't  yet  triggered 
a  serious  rise  in  inflation. 

The  real  gross  do- 
mestic product  grew  at 
an  annual  rate  of  1.2% 
in  the  second  quarter, 
following  an  upward 
revision  in  first-quarter 
growth  from  0.4%  to 
0.9%.  Both  gains  were 
larger  than  expected 
and  put  the  Swiss 
economy  on  track  to 
meet  the  government's 
1999  growth  forecast  of  between 
1%  and  1.5%,  a  projection  once 
thought  optimistic.  Real  GDP  grew 
2%  in  1998,  thanks  to  a  spurt  in 
the  first  half. 

In  the  second  quarter,  a  favor- 


SWISS  INFLATION: 
A  REASON  TO  WORRY? 
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able  exchange  rate  between  the 
Swiss  franc  and  the  euro  con- 
tributed to  the  6%  advance  in  ex- 
ports— which  account  for  almost 
half  of  the  Swiss  economy.  Low  in- 
terest rates,  meanwhile,  helped 

construction  expand  at 
an  annual  rate  of 
5.9%.  More  important, 
the  monthly  data  sug- 
gest the  economy  is 
barreling  along  in  the 
third  quarter  as  well. 
Retail  sales  rose  in 
both  June  and  July. 
And  in  August,  the 
purchasing  managers' 
index  was  up  to  a 
strong  55%,  consumer  confidence 
was  the  highest  in  nearly  10  years, 
and  the  jobless  rate  fell  to  2.6%. 

The  growth  surprise  has  raised 
speculation  that  the  Swiss  Nation- 
al Bank  may  hike  interest  rates 


before  any  move  by  the  European 
Central  Bank.  The  policy  rate  now 
stands  at  0.5%,  the  lowest  in  the 
world  besides  Japan.  The  SNB  has 
stated  that  it  could  move  before 
the  ecb  if  inflation  were  to  become 
a  worry.  While  inflation  is  running 
above  last  year's  pace  (chart),  this 
runup  is  mostly  due  to  higher  en- 
ergy prices.  Despite  costlier  fuel, 
total  consumer  prices  in  August 
were  up  just  0.9%  from  a  year 
earlier  while  producer  prices  are 
still  declining. 

In  addition,  the  talk  of  a  rate 
rise,  together  with  the  GDP  data, 
has  lent  some  support  to  the 
Swiss  franc,  which  had  weakened 
against  the  euro  and  the  dollar.  A 
stronger  franc  could  give  the  SNB 
some  breathing  room,  holding 
down  inflation  through  cheaper  im- 
port prices  and  also  slowing  ex- 
port growth. 
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s!l  Ernst  &Young 


From  thought  to  finish. 


999  Ernst  &  Young  lip 


News:  Analysis  &  Commentary 


DaimlerChrysler's 
CEO  is  forcing  out 
key  U.S.  execs- 
at  what  cost? 


At  least  in  the  beginning,  the  guys 
from  Daimler  Benz  and  the  guys 
from  Chrysler  Corp.  got  along  like 
a  bunch  of  fraternity  brothers. 
Stoked  with  excitement  about  their  his- 
toric merger  and  curious  about  each 
other's  cars  and  cultures,  they  overcame 
differences  of  nationality  and  language. 
It  was  to  be  a  marriage  of  equals.  After 
marathon  meetings  in  Switzerland  on 
integrating  the  two  companies,  they 
even  chugged  beer  together  and  clus- 
tered around  a  piano,  bellowing  Ger- 
man drinking  songs. 

But  now,  nearly  a  year  later,  the 
sounds  emanating  from  Daimler- 
Chrysler's  German  and  U.  S.  headquar- 
ters are  anything  but  harmonious.  As 
Chairman  Jiirgen  E.  Schrempp  prepares 


to  streamline  his  management,  he's 
purging  several  senior  executives  whose 
strong  performance — and  outspoken 
manner — is  a  threat  to  his  dominance, 
say  sources  familiar  with  the  plan.  The 
most  shocking  casualty  of  his  overhaul  is 
Thomas  T.  Stallkamp,  president  of  the 
company's  U.  S.  arm,  who  headed  the 
integration  efforts  over  the  past  year. 

A  key  exec  during  Chrysler's  turn- 
around from  a  second  brush  with  bank- 
ruptcy in  the  early  '90s,  Stallkamp  is 
revered  as  the  auto  maker's  spiritual 
leader  following  the  $36  billion  merger  in 
November,  1998.  He  spent  much  of  the 
early  days  answering  thousands  of  e- 
mails  from  anxious  Chrysler  employees. 
That  helped  convince  the  troops  it  truly 
was  a  merger  of  equals,  despite  the  an- 
nouncement that  their  former  boss,  Co- 
Chairman  Robert  J.  Eaton,  would  de- 
part within  three  years. 
SPINNING  HEADS.  Since  then,  morale  has 
waned  as  employees  have  watched  a 
parade  of  well-respected  executives  de- 
part from  Chrysler's  Auburn  Hills 
(Mich.)  headquarters.  Stallkamp's  loss 
now  would  be  painful,  insiders  say. 
"There  are  an  awful  lot  of  uneasy  exec- 
utives who  probably  will  lose  faith  in 


the  company,"  says  Dennis  Pawley,  w 
retired  from  DaimlerChrysler's  rrn  t 
agement  board  in  January.  If  Stallkai  ion  to  | 
leaves,  says  another  ex-Chrysler  oi  fc Theod 
cial,  "that  place  would  completely  i  a,  a  four 
ravel."  In  Germany,  Daimler  execs  s  (five  w 
the  weeping  is  overblown." 

Schrempp's  restructuring  also  uns(  nencar. 
ties  some  large  investors,  who  a  |er  Tr 
doubting  how  well  the  merger  is  wor  human 
ing.  No  wonder.  On  Sept.  15,  cfo  Ma  attgart. 
fred  Gentz  stunned  analysts  with  ne\ »]  jfl 
that  unexpected  costs  could  reduce  t  ea 
$1.4  billion  in  expected  savings  fro  yausts 
merger  synergies.  Yet  hours  before 
Schrempp  and  Eaton  had  issued  ting  e>; 
more  upbeat  line  on  the  company  me?  H- 
prospects,  raising  the  1999  sales  for  tier  Q 
cast  to  $155  billion  from  $148  billio 
"Our  heads  are  spinning,"  says  one  b  |^» 
wildered  analyst. 

Schrempp  and  Eaton  insist  the  mer|adf 
er  is  still  on  track.  Nevertheless,  tl  eter  y 
company    is    under    stress.    Daimle  arketii 
Chrysler  is  getting  squeezed  by  loss*  lien, 


er  tn  tl 


in  its  European  smart  car  division,  b 
heavy  incentives  on  its  U.  S.  model  The  i 
and  by  a  weak  euro.  Its  stock  has  bee  fted  t„ 
pummeled.  After  reaching  a  high  of  1C  r  a  spi 
in  the  early  weeks  after  the  merge  ly,  j, 


The  most  shocking  casualty:  Thomas  Stallkamp, 


irit 
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scenario:  "He 
just  wants  his 
loyalists  there, 


oalerChrysler  shares  are  now  trading 
wound  70. 

Vhat  has  investors  worried  is  l  lie 
ry  evidence  of  efficiency  improve 

its.  Daimler  and  Chrysler  continue  to 
rate  essentially  as  two  companies, 
pite  a  steady  stream  of  managers 
e-crossing  the  Atlantic.  One  of  the 
lest  opportunities  for  savings — corn- 
ed purchasing — is  getting  bogged 
m  because  the  companies  have  dif- 
■nt  specs  for  such  materials  as  steel 

vastly  different  ways  of  deal- 

with  their  suppliers.  Francois  Castaing 

Schrempp,  eager  to  prove  that  Chrysler's  former  en- 
mlerChrysler  is  a  model  for  gineering  guru;  now 
aal  mergers,  wants  to  kick  the  a  private  consultant 
?gration  into  high  gear.  To  do 


mmas  T.  Stallkamp 

esident  of  Daimler- 
irysler's  U.  S.  arm;  expect- 
to  leave  the  company  in 
anagement  shakeup 


group  of  outside  directors  and  employ- 
ee representatives  who  oversee  the 
management  hoard.  Says  one  hi^  H.S.- 

based  auto  investor:  "If  you  wanted  to 
look  at  it  from  the  bullish  spin,  you 
might  say  that  Schrempp  will  get 
everyone  playing  his  way.  He  is  creat- 
ing his  own  team."  But  the  investor  fa- 
vors a  darker 

James  P.  Holden 
Top  sales  and  mar- 
keting executive; 
will  stay  on  Daimler- 
Chrysler's  manage- 
ment board  with  re- 
sponsibility for  all 
Chrysler  brands 


I. a  i  Aiiimi  i ,  alter  ad  pra 

conference  In  New  York  in  which 
DalmlerChry  ler  exec*  announced  cheap 
pointing  first-half  profits,  Stallkarnp  met 
with  analysts  over  dinner  and  blamed 
the  Germans  for  mishandling  the  new.-, 
according  to  one  analyst.  In  no  time,  hifl 
remarks  made  it  back  to  Germany. 

Pawley,  who  served  on  the  manage- 
ment board  with  both  Stallkamp  and 
Lauk,  agrees  that 


Thomas  C.  Gale 

Chrysler's  top  designer; 
retains  DaimlerChrysler 
management  board  seat 
for  product  strategy,  but 
is  expected  to  retire  soon 
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t,  he  plans  to  reduce  the 
vieldy  management 
rd  from  17  members  to 
Besides  Stallkamp,  oth- 

expected  to  leave  the 
rd  include  Kurt  J.  Lauk, 

respected  German  head 


the  pair  are  "very 
opinionated,  out- 
spoken-type peo- 
ple who  would  not 
do  what's  political- 
ly correct."  Still, 
he  says,  Schrempp 
wouldn't  push  them  off  for 
their  assertiveness  alone. 


A  BRIEF  JOY  RIDE 


commercial  truck  opera- 
is  who  returned  that  di- 
ion  to  profitability  in 
r  o|  '7;  Theodor  R.  Cunning- 
n,  a  former  Chrysler  ex- 
itive  who  now  runs 
imlerChrysler's     Latin 

lerican  operations,  and  Only  a  third  of  the  top  executives 
ajiner  Tropitzsch,  head   who  celebrated  Chrysler's 

i  Jlumf  ifS0Urcel- in  comeback  in  1996  remain  at  the 
Uaittgart.    The    resulting 
}  rd  will  have  eight  Ger    merged  company 

ns  and  five  Americans. 
fro  ITALISTS?  Schrempp's  plan  is  to  create 

■ee  vehicle  divisions  and  place  a  mur- 

;ing  executive  in  charge  of  each. 

nes  Holden,  an  up-and-comer  at  the 
for  |mer  Chrysler,  will  continue  to  have 
lio;  bponsibility  for  all  Chrysler  brands, 
Deluding  Dodge,  Plymouth,  and  Jeep. 

gen  Hubbert  will  retain  his  post  as 
r|id  of  the  Mercedes-Benz  division,  and 

?ter  Zetsche,  Daimler's  top  sales  and 

irketing    executive,    who    is    now 

hrempp's  heir  apparent,  will  move 

jr  to  the  commercial  truck  division. 

The  management  changes  were  ex- 
beejcted  to  be  announced  on  Sept.  24,  af- 
i  special  meeting  in  Frankfurt  of 
isiel.imlerChrysler's  supervisory  board,  a 


Robert  J.  Eaton 

Chrysler  CEO  who  became 
co-chairman  of  DaimlerChrysler 
at  the  time  of  the  merger  but 
made  clear  his  intention  to 
retire  within  three  years 


regardless  of  their  track  record." 
Since  he  became  ceo  of  Daimler-Benz 
in  1995,  Schrempp  hasn't  hesitated  to 
oust  dissidents.  In  1997  he  pressured 
Helmut  Werner,  head  of  Mercedes-Benz, 
to  resign  despite  his  success  at  boosting 
the  unit's  sales  and  profits  and  expanding 
the  product  line.  Then,  Schrempp  wanted 
direct  control  of  the  unit.  A  source  close 
to  him  says  the  current  situation  is  dif- 
ferent: "It's  not  a  power  struggle." 

Stallkamp  did,  however,  have  several 
well-known  disagreements  with 
Schrempp.  He  opposed  a  plan  for  a  sec- 
ond megamerger  with  Nissan  Motor  Co. 
and  resisted  Schrempp's  call  for  faster 
integration. 


Dennis  J.  Pawley 

Chrysler's  head  of 
manufacturing;  retired  from 
DaimlerChrysler  shortly  after 
the  merger.  Now  a  private 
consultant 

Whatever  the  personal 
relations,  the  growing 
dominance  of  Daimler 
leaves  Stallkamp  with  lit- 
tle reason  to  stay.  "After  a 
year  under  the  Stuttgart 
yoke,  he  has  figured  out 
that  he  doesn't  really  have 
a  future  there,"  says  an 
industry  source.  And  even 
Eaton,  who  has  tried  to 
remain  involved,  has  been 
invisible  in  the  recent 
overhaul.  "There's  only 
one  leader,  and  that's 
Jurgen  Schrempp,"  says 
Pawley. 

Could  the  merger  unravel?  "It's  go- 
ing to  get  a  little  bumpy  for  a  while, 
but  I  don't  view  that  as  an  indictment 
of  the  rationale  for  the  merger,"  says 
Merrill  Lynch  &  Co.  analyst  John  Casesa. 
Still,  with  management  in  turmoil  and 
margins  under  pressure,  DaimlerChrysler 
is  not  living  up  to  its  promise.  Schrempp, 
navigating  solo,  will  be  the  one  respon- 
sible for  any  wrong  turns  now. 

By  Joann  Muller,  with  Kathleen  Ker- 
win  in  Detroit,  and  Jack  Ewing  in 
Frankfurt 
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ttiritual  leader"  of  the  American  team 
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GLOBAL  FINANCE 


WILL  THE  IMF 
GET  A  DOSE  OF 
ITS  OWN  MEDICINE? 


Major  changes  loom  for 
the  Fund,  as  the  private 
sector  provides  the  cash 
and  helps  solve  crises 

This  year  and  next,  Brazil  will  get 
new  commitments  for  an  estimat- 
ed $52  billion  in  foreign  cash,  and 
not  one  cent  of  it  will  come  from 
the  International  Monetary  Fund  or  any 
other  official  lender.  The  money  will 
flow  entirely  from  global  capital  mar- 
kets and  private  investors,  just  as  did 
the  subscriptions  to  a  $3  billion  Eu- 
robond that  Brazil  floated  in  April.  Gold- 
man, Sachs  &  Co.  and  General  Electric- 
Capital  Services  Inc.  are  working  to- 
gether to  restructure  $7  billion  in  Thai 
consumer  and  corporate  loans.  And  in 
South  Korea,  U.  S.  venture  capitalists 
Hambrecht  &  Quist  led  a  group  that 
took  over  Ssangyong  Securities. 

Welcome  to  the  new  global  monetary 
system,  in  which  the  markets  rule  and 
bodies  like  the  IMF  take  a  backseat.  Re- 
form of  the  system  looms  large  on  the 
agenda  of  the  IMF/World  Bank  annual 
meetings  in  Washington  from  Sept.  25 
to  28.  But  while  academics,  policymak- 
ers, and  bankers  shower  each  other  with 
a  confetti  of  banking  buzzwords  and 
economic  jargon,  the  world  has  moved 
on.  In  the  past  decade,  private  investors 
and  lenders  have  sent  a  total  of 
$1.2  trillion  to  major  emerging 
economies,  six  times  the  $200  billion 
that  came  from  all  official  sources. 
Meanwhile,  new  rules  proposed  by  the 
Basel  Committee  on  Banking  Supervi- 
sion, set  up  by  global  central  bankers, 
could  encourage  banks  to  lend  more 
money  to  countries  such  as  Croatia, 
Malaysia,  and  Tunisia  that  have  good 
credit  ratings. 

The  surging  conviction  that  the  pri- 
vate sector  can  play  a  decisive  role  in 
resolving  global  financial  crises  is  still 
surprising,  considering  the  traumas  of 


the  last  two  years.  During  the  turbulent 
months  of  the  Asian  crisis,  it  seemed 
that  only  the  IMF's  billions  could  save 
the  world  from  panic.  But  now  analysts 
and  policymakers  see  that  the  private 
sector  proved  remarkably  adept  at  seek- 
ing out  opportunities  to  restructure 
banks  and  other  institutions  caught  in 
the  crisis.  Forward-looking  leaders 
in  places  like  Korea  and  Thailand 
have  let  the  process  work  and 
invited  in  private  players  to  aid 
in  reform. 

Thus,  out  of  the  Asian  crisis  is 
emerging  a  possible  new  blue- 
print for  the  global  financial  or- 
der. In  it,  the  IMF  has  a  reduced, 
but  still  critical  role:  using  its 
limited  funds  as  seed  mon 
ey  to  attract  private 
money.  The  fund 
would  work  much 
more  closely  with 
private  capital  in  bol- 
stering financial  institu- 
tions caught  in  a  squeeze, 
providing  hands-on  crisis 
management,  and  transferring  owner- 
ship of  key  assets  to  new  players.  In 
short,  the  august  order  imposed  by 
Bretton  Woods  could  give  way  to  a 
more  flexible  model  where  many  actors 
would  have  important  roles. 
EROSION.  Yet,  much  of  this  optimistic 
scenario  will  remain  a  dead  letter  unless 
the  Clinton  Administration  can  get  Con- 
gress to  back  it.  The  math  is  simple. 
With  an  18%  share  of  the  votes,  the 
U.  S.  has  a  veto  on  IMF  decisions.  "The 
IMF  is  used  as  an  arm  of  U.  S.  foreign 
policy,"  says  Christopher  Frenze,  chief 
economist  at  the  congressional  Joint 
Economic  Committee.  "The  problem  is, 
there's  been  an  erosion  of  support  for 
the  IMF  from  Congress  in  both  parties." 

The  world  can  ill  afford  to  delay 
change  until  Washington  political  battles 
are  fought  out.  As  the  global  economy 
recovers  from  the  Asian  crisis,  demand 
for  investment  financing  and  borrowing  is 


set  to  soar.  Already,  about  a  third  of  tl  it  the  is 
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world's  150  developing  nations  have  a 
cess  to  global  financial  markets  and  re 
primarily  on  private  finance. 

Because  of  that  reliance,  the  IMF 
traditional  solutions  are  often  inad 
quate  and  sometimes  dangerous.  Toda  < 
crises  are  increasingly  sparked  whe[  officii 
companies  and  banks  become  inso  f oftlu 
vent — rather  than  by  slack  governmei  )Ss  four/ 
fiscal  policies.  That's  what  happened  :  >.  Mean 
Thailand  in  1997.  In  such  circumstance  ograir. 
IMF  programs  requiring  countries  to  ci  t  situal 
budget  deficits,  slash  subsidies,  and  hil'sysfo 
rates  don't  work.  "The  IMF  found  itseClearh 
involved  in  issues  that  it  didn't  havirole, 
the  capacity,  tools,  or  legitimacy  tnuxi, 
solve,"  says  Walter  Molano,  an  econcat 
mist  with  bcp  Inc.  in  Greenwich,  Com  previ 

Still,  the  Fund  is  hostage  to  past  sue  mal!  | 
cesses,  such  as  the  bailout  that  followe 
the  1994  Mexican  devaluation.  That  sue 
cess,  says  Molano,  led  to  a  perceptio  »ri 
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I  Out  of  the  Asian  meltdown,  a  new 


ueprint  for  the  world  financial  order  is 
nerging:  The  IMF  would  use  its  limited  funds 
ainly  as  seed  money  to  attract  private  capital 


:it  t  the  IMF  was  a  "global  fire  brigade" 
|  >able  of  dealing  with  any  problem, 
Avhere,  anytime. 

Such  high  expectations  are  impossible 
MFjl  meet.  And  now,  support  for  large 
i  '-style    issistance  programs  is  wan- 
da  |;  among  creditor  nations.  U.S.  and 
r  officials  are  investigating  whether 
/  of  the  $4.8  billion  lent  to  Russia  in 
rne|)8  found  its  way  into  mobsters'  pock- 
i  i .  Meanwhile,  the  agency's  $43  billion 
«i>gram  for  Indonesia  initially  made 
situation  worse  and  hasn't  ended 
systematic  looting  of  the  banks. 
<<(>  Clearly,  the  IMF  needs  to  redefine 
role.  A  blue-ribbon  panel  of  the 
ti  unci!  on  Foreign  Relations  suggested 
it  for  a  start,  the  IMF  should  return 
ill  previous  lending  practices.  Tradi- 
,iic  nally,  the  IMF  would  lend  a  member 
!,  any  one  year  only  the  dues  it  ponies 
A    each  year.  The  maximum  drawings 
hi  re  capped   at   three  times  this  so- 


called  quota.  But  Mexico,  Indonesia, 
and  Thailand  received  between  five  and 
seven  times  their  quotas,  while  South 
Korea  got  a  stupendous  19  times.  Re- 
turning to  the  old  guidelines  in  future 
crises  would  mean  that  the  IMF  could 
still  provide  reassurance  while  encour- 
aging private  banks  and  investors  to 
put  in  their  own  cash. 

Absent  a  decision  on  how7  the  IMF 
should  behave,  some  emerging  countries 
are  going  to  take  matters  into  their 
own  hands.  In  1998,  for  example, 
Malaysia  slammed  its  doors  with  cur- 
rency and  capital  controls.  At  the  time, 
its  action  was  condemned  as  an  unde- 
sirable step  back  from  free  markets. 
Now,  Western  economists  believe  such 
controls  can  actually  be  helpful. 

Obviously,  institutions  like  the  IMF 
still  must  step  in  when  financial  melt- 
downs  scare  away  private  capital.  Yet 
reform  advocates  argue  that  banks  and 


invi    toi      need    to 
part  icipate  in  i 
management      from 
tin-  gel  .go,  nol 
an  afterthought  That 
way,     private     banks     and 
bondholders  could  no  longer  rely 
BO  much  on  being  bailed  out  at  tax- 
payer.-' expense. 

But  the  private  banks  may  have  to 
be  dragged  kicking  and  screaming 
into  these  new  arrangements.  To 
them,  it  looks  as  though  they're  be- 
ing set  up  to  take  what  they  call 
haircuts,  in  which  banks  wiite  off  a 
substantial  part  of  what  they're 
owTed  and  even  put  in  new  money. 
Just  such  a  painful  trim  is  in  view 
with  Ecuador,  which  is  near  to  de- 
faulting on  $(i  billion  of  bonds. 
BACKSLIDING  BANKS.  All  the  same, 
major  creditor  countries  are  starting 
to  put  in  place  changes  to  make  the 
system  run  smoother  and  help  the 
flowT  of  private  funds.  For  example, 
as  of  April,  the  Fund  instituted 
so-called  contingent  credit  lines. 
The  idea  is  to  provide  fi- 
nancing for  up  to  a  year 
to  countries  that  have 
sound  economic  funda- 
mentals but  are  faced  with  a  sudden 
loss  of  confidence  in  the  markets.  Debtor 
nations  need  to  help  themselves,  too. 
Mexico,  for  example,  holds  regular  con- 
ference calls  for  fund  managers  and  in- 
stitutional investors  and  publishes  quar- 
terly statistics.  Mexico  now  has  a  better 
debt  rating.  "This  [approach]  introduces 
transparency  and  imposes  discipline," 
says  Lex  Rieffel  of  the  Institute  for  In- 
ternational Finance. 

Private-sector  solutions  can  work 
even  once  a  crisis  hits.  Many  specialist 
investors  will  buy  assets  at  knockdown 
prices  in  the  hope  of  turning  a  profit 
by  making  them  over.  Thailand,  for  ex- 
ample, agreed  with  the  IMF  to  sell  56  in- 
solvent finance  companies  in  just  18 
months.  Now,  Goldman  is  restructuring 
about  $2  billion  of  nonperforming  loans 
at  Thai  Farmers  Bank. 

Cases  of  backsliding,  such  as  the 
slowness  of  South  Korean  banks  to  deal 
with  bad  loans,  show  that  there's  more 
work  ahead.  "The  pace  of  IMF  reform 
cannot  slow,"  warns  Catherine  L. 
Mann,  senior  fellow  at  the  Institute  for 
International  Economics.  "If  it  does, 
there'll  be  hell  to  pay."  That's  for  sure. 
Somewhere  on  the  planet,  the  seeds  of 
the  next  financial  crisis  are  already  be- 
ing sown. 

By  Laura  Colin  in  Washington 
David  F&Srlamb  in  Frankfurt,  with  bu- 
reau it  ports 
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LET  A  HUNDRED 
SERVERS  BLOOM 


its  true  meaning  was  anything  but. 
sign  that  the  crackdown  may  be  n 
political  than  practical  is  the  natur 
the  cmgi  deal.  Wetherell's  part 
Richard  Li,  the  son  of  Hong  Kong 
coon    Li    Ka-sh 
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BETTING  THAT  EVEN 

BEIJING  CAN'T  CONTROL  CYBERSPACE 

As  China  threatens,  foreign  Net  investors  plow  ahead 


Can  China's  internal  politics  slow 
down  the  Internet?  Not  likely,  if 
the  biggest  names  on  the  Web 
don't  blink.  And  it  looks  as  if  they 
won't.  Despite  a  high-profile  warning  to 
would-be  foreign  investors  in  mid-Sep- 
tember, on  Sept.  23,  David  S.  Wetherell, 
chairman  of  Internet  holding  company 
CMGI  Inc.,  was  scheduled  to  announce 
a  $350  million  joint  venture  with  Hong 
Kong-based  Pacific  Century  Cyber- 
Works  (PCCW)  aimed  at  selling  Web 
content  and  e-commerce  services  to 
the  exploding  Chinese  Internet 
market.  On  Sept.  28,  America  On- 
line Inc.  is  expected  to  announce 
its  own  foray  into  China — from 
Hong  Kong,  for  now.  "By  2005,  Chi- 
na will  have  the  largest  number  of 
Internet  users  in  the  world,"  says 
Wetherell.  "We  have  to  be  there." 
The  cmgi  move  comes  just  as 
one  of  China's  most  canny  politi- 
cians has  reiterated  a  ban  on  for- 


eign investment  in  Internet  companies. 
On  Sept.  14,  Information  Industries 
Minister  Wu  Jichuan  gave  notice  that 
China  will  begin  enforcing  the  ban  in  or- 
der to  reserve  the  rapidly  growing  mar- 
ket for  purely  Chinese  companies.  He 
also  hopes  to  tighten  government  con- 
trol over  the  information  flowing  into 
China  over  the  Net. 

While  the  pronouncement  was  clear, 
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WETHERELL  AND  AOL'S  CASE:  Wasting  no  time 


has  legendary 
nections  to  Chi 
power  elite.  So 
fact  that  he's  wil 
to    go    ahead    i 
show  that  Beiji 
ban  won't  last. 
"TRIAL       BALLOC 
Still,  Wu's  Sept. 
announcement 
tied  foreigners, 
shares  of  China.c 
a  Chinese-langu 
Web  portal  bac 
by    Sun    Micros 
terns,  AOL,  and  I 
Networks,   plun 
by   a  third   on 
Nasdaq  exchange,  falling  from  82 
Sept.  10  to  53  on  Sept.  15,  before 
bounding.  Since  then,  Internet  ex 
have  concluded  that  Wu's  announcem 
was  perhaps  aimed  less  at  choking 
foreign  investment  than  at  sendin 
political  signal  at  home.  The  crackdo 
by  Wu,  a  strident  protectionist  after 
came  just  after  President  Jiang  Zer 
had  met  with  President  Clinton  to 
to  restart  China's  bid  for  entry  to 
World  Trade  Organization.  "It  sour 
like  a  trial  balloon,"  says  an  executive 
one  U.  S.  company  with  Tnternet  :  ^  * 
vestments  in  China. 

In    any    case,    the    money    has  r 
stopped  flowing  toward  China  Interr '  tMl 
deals.  On  Sept.  16,  just  two  days  aft  ^ 
the  Wu  announcement,  Intel  Corp.  sj  r™* 
it  will  develop  an  e-commerce  servi  ^ ' 
for  China  in  partnership  with  Sohu.cc  r 
based  in  Beijing,  aol  ceo  Stephen  '.  f^ 
Case  is  scheduled  to  visit  Hong  Kong  P™ 
Sept.  28  to  launch  aol's  first  Chines  Evtn> 
language  service.  Most  analysts  view  I 
as  a  staging  point  for  aol's  eventi  ^  P™ 
push  into  China  itself,  although  aol  e  ™sel 
ecutives  insist  they  aren't  looking  bp*a 
yond  Hong  Kong  now.  It's  a  toucl  % tjUa 
issue  because  aol  is  also  an  Inte™1^ 
net  service  provider.  And  while  tif®® 
Chinese  have  been  vague  abo  ™ '" 
content     companies     coming     i'£()fc 
they've  made  it  clear  that  th«^a 
don't  want  foreign  ownership     '«li 
ISPs.  That's  why  aol  and  many  ot™  Chi 
er  foreigners  are  staging  their  i^tos 
vasion  of  the  mainland   Internet- 
market  via  phone  lines  from  Hor  ™a ' 
Kong  and  elsewhere. 

Still,  many  Western  Net  outfit 
are  betting  that  the  Chinese  won  ™ 
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WEB  ADVERTISING 

TO  THE  VICTORS 
BELONG  THE  ADS 

Yahoo!  and  just  a  few  other 
sites  rake  in  the  big  bucks 

One  question  plaguing  Internet  stocks 
lately  has  been  whether  companies 
that  charge  nothing  for  using  their 
Web  sites  could  succeed  simply  by  selling 
advertising.  The  good  news:  Yes,  com- 
panies can  thrive  on  advertising  alone. 
The  bad  news:  The  number  of  those  that 
can  do  this  seems  to  be  shrinking,  as 
marketers  spend  more  and  more  with 
just  a  handful  of  big  sites.  According  to 
the  most  recent  survey  by  the  Internet 
Advertising  Bureau  (iab),  the  share  of 


's  CyberWorks  in  exchange 
r  3.8%  of  cmgi,  would  grant 
1GI  rights  to  invest  up  to 
'%    in    any    CyberWorks 
ml.  Li's  goals  for  Cyber- 
orks  are  ambitious.  Next 
far  he  plans  to  launch  a 
service  using  satellites 
d  cable  to  reach  110  mil- 
m  households  in  Asia  and 
e  Middle  East.  The  next 
ep,  slated  to  begin  in  2001 
Duld  be  hooking  up  broadband 
ternet  access,  with  content 
id  e-commerce  services  provid- 
'  I  by  CMGI,  among  others.   In  late 
"'  »ptember,  DaimierChrysler  Aerospace 
^ned  on  to  a  CyberWorks  joint  ven- 
re  which  plans  to  spend  $1.5  billion  by 
•02  on  satellites  and  earth-based  gear 
service  the  broadband  venture. 
Even  if  Wu's  ban  holds,  Beijing  can't 
op  the  foreign  invasion — short  of  cut- 
ag  phone  wires.  Many  of  the  early 

I  |hinese-language  Net  companies,  such 

I I  Sina.com,  and  China.com,  have  built  a 
g  business  on  the  mainland  already, 
ith  their  servers  and  corporate  head- 
larters  based  safely  offshore.  "It's  very 
in  I  to  impose  this  ban  if  Wu  wants 
I  go  through  with  it,"  says  one  Beijing- 
ised  analyst. 

The  last  word  will  likely  be  Jiang's, 
id  China  Internet  watchers  expect 
m  to  show  more  support  for  an  open 
Vestment  policy.  If  he  wants  to  move 
hina  onto  Internet  time,  he'll  have 


By  Paul  C.  Judge  in  Boston,  with 
totter  Roberts  in  Beijing  and  Bruce 
iiilioni  in  Hong  Kong 


ad  revenues  among  the  top  10  sites  con- 
tinued to  expand,  from  64%  a  year  ago, 
to  75%  in  the  first  quarter  of  this  year. 

The  most  important  sign  of  this  phe- 
nomenon is  the  growing  clout  of  the  top 
site,  Yahoo!,  which  confirms  that  it  will 
raise  ad  rates  next  year.  It's  not  giving 
out  the  details,  but  analysts  peg  the  hike 
as  high  as  20%.  And  with  its  80  million 
users,  Yahoo!  should  be  able  to  make 
the  rates  stick,  analysts  say.  That  mass 
audience  is  the  closest  thing  in  cyber- 
space to  network  TV— making  it  a  must- 
buy  for  many  advertisers.  "We  have  a 
brand  that  commands  a  premium,"  says 
Anil  Singh,  the  Yahoo!  senior  vice-presi- 
dent for  business  operations. 

This  isn't  TV,  however,  and  numbers 
•alone  won't  work  for  many  advertisers 
who  want  to  take  advantage  of  the  new 
medium's  ability  to  identify  exactly  who 
is  in  the  audience.  For  these  advertisers, 


ii  doe  n't  matter  how  many  eyeball    a 

portal  can  deliver:  They  w;ir,i  only  mo 
i r. .iied  buyer  "We  were  di  appointed 
with  the  portals.  They  didn't  even  reach 
our  low  expectal  -  »i  Peter  M. 

Neupert,  ceo  ofdrugstore.com  [nc. 

What  are  some  the  strategies  not 
working  on  the  Web  these  days?  Banner 
ads  is  a  top  example.  They're  -till  the 
staple  of  online  advertising,  accounting 
for  58%  of  Net  ad  sales  in  the  first  quar- 
ter. But  advertisers  are  beginning  to  see 
that  such  vaguely  targeted  ads  bring  lit- 
tle response.  In  an  August  survey,  re- 
searcher Strategis  Group  found  that  52% 
of  the  people  polled  hadn't  clicked  on  an 
ad  within  the  past  week,  and  40% 
couldn't  recall  the  ads  that  induced  them 
to  click. 

NEW  WRINKLES.  So  ad  rates  for  banners 
are  on  the  decline.  According  to  For- 
rester Research  Inc.,  the  cost  for  banner 
ads  has  dropped  from  $20  last  year  for 
every  1,000  times  an  ad  was  displayed,  to 
about  $10  this  year. 
"The  standard  ad 
buy  is  not  effective 
for  most  advertis- 
ers," says  Scott 
Heiferman,  ceo  of 
i-traffic,  a  New 
York  online  ad 
agency  whose 
clients  include 
Staples  Inc.  and 
Walt  Disney 
Co.  Instead, 
Web  sites  are 
modifying  or 
even  dumping 
banner  ads  in 
favor  of  special- 
ized programs, 
such  as  targeted  e- 
mail  or  sponsorship 
agreements  where  a  com- 
pany is  the  permanent  advertiser 
on  a  site.  For  instance,  women's  site  iVil- 
lage.com  has  created  an  area  on  its  site 
for  Ford  that  asks  visitors  to  design  their 
dream  car. 

But  new  ideas  are  still  needed.  While 
Forrester  estimates  that  U.  S.  online  ad 
revenue  will  zoom  from  $2.8  billion  this 
year  to  $22.2  billion  by  2004,  Heiferman 
says  that  companies  need  more  basic 
testing  and  creativity  to  hit  those  esti- 
mates. Yahoo!  Inc.,  for  example,  will  start 
charging  extra  for  finely  targeted  ads. 
Other  sites  that  understand  their  audi- 
ences are  expected  to  mimic  Yahoo!  in 
raising  rates.  Meanwhile,  at  least  for  the 
big  sites  getting  the  most  bucks,  Yahoo! 
will  spread  some  New  Year's  cheer  with 
its  rate  hike.  "It  will  give  other  compa- 
nies the  leeway  to  follow  Yahoo!'s  lead," 
says  iab  Chairman  Rich  LeFurgy. 
By  Heather  Green  in  New  York 
Linda  Himelstein  in  Sun  Mutt,,.  Calif. 
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COMMENTARY 


By  Susan  B.  Garland 


JUSTICE  IS  SWiFT-BUT  TECH  IS  SWIFTER 


MICROSOFT 

ON  TRIAL 


When  I  entered 
41  Wk  U.  S.  District 

0L  Judge  Thomas 

^K^^B  jgf  Penfield  Jackson's 

courtroom  last 
Oct.  19,  I  was 
eager  to  see  the 
first  antitrust  trial 
run  on  Internet 
time.  Justice 
Dept.  officials 
crowed  that  it 
could  bring  a 
quick-hit  case  against  Microsoft 
Corp.  and  prove  that  the  creaky  1890 
Sherman  Act  could  zap  predators  in 
high-tech  industries.  By  the  New 
Year,  I  figured,  those  hard  benches 
would  be  a  distant  memory. 

But  the  months  slogged  on,  and 
the  only  thing  that  seemed  to  move 
on  Internet  time  was  the  industry  it- 
self. The  extent  of  change  in  the  tech 
world  became  clear  on  Sept.  21, 
when  the  now  celebrity  lawyers  for 
both  sides  strode  through  the  pha- 
lanx of  press  outside  the  rain-swept 
courthouse  to  present  final  argu- 
ments. As  government  prosecutor 
David  Boies  made  his  case  that  Mi- 
crosoft had  engaged  in  illegal  anti- 
competitive behavior,  I  couldn't  help 
feeling  the  litany  of  abuses  had  lost 
much  of  its  relevance. 
EVOLUTION.  That's  not  to  say  Mi- 
crosoft attorney  John  Warden  could 
explain  away  the  charges.  And  for  all 
the  changes  in  the  industry,  Ms  argu- 
ment that  the  company  does  not  have 
monopoly  power  in  PC  operating  sys- 
tems is  no  more  persuasive  now  than 
it  was  11  months  ago.  Warden  was 
effective,  however,  when  he  laid  out 
just  how  the  Net  and  computer  mar- 
kets are  morphing.  The  implication: 
While  Justice  may  win  on  details,  Mi- 
crosoft can  make  the  case  that  it's 
too  late  for  judicial  interference  to  do 
better  than  the  markets  are  doing  at 
correcting  any  problems. 

The  finale  was  a  bit  of  a  letdown 
in  terms  of  theatrics.  Boies'  perfor- 
mance lacked  the  "gotcha!"  moments 
that  marked  his  cross-examination  of 
Microsoft  witnesses.  The  power  of  his 
final  argument  rested  on  the  cumula- 
tive effect  of  the  numerous  company 
e-mails  that  he  said  proved  Microsoft 


"coerced,  induced,  forced  many  peo- 
ple in  the  industry  to  do  its  will." 

In  summing  up,  Boies  wove  a  com- 
pelling story  from  his  documents 
that  began  with  Microsoft's  fears  of 
upstart  Netscape  Communications 
Corp.  seizing  the  Net  lead.  He  then 
used  other  documents  to  show  Mi- 
crosoft set  out  to  use  its  Windows 
monopoly  to  kill  off  Netscape's 
browser.  He  argued  that  the  "it's  a 
changing  world"  argument  "can't 
mitigate  what  Microsoft  has  done 
over  the  past  several  years."  That 
may,  in  the  end,  convince  Jackson  to 
rule  that  Microsoft  did  violate  anti- 
trust laws — an  outcome  that  some 
company  insiders  concede  is  likely. 


part  of  its  plan,  AOL  estimated  that 
Netscape  browser  use  would  more 
than  double  between  1997  and  2002, 
hardly  evidence  that  Microsoft  was 
harming  the  market,  Warden  noted. 

What  also  may  help  Microsoft  avoic 
heavy  penalties  is  the  limited  scope  of 
the  charges.  Despite  widespread  fear 
in  the  industry  that  Microsoft  would 
wield  its  Windows  clout  in  all  sorts  of 
markets,  as  it  allegedly  did  in 
browsers,  Justice  did  not  introduce 
evidence  about  those  markets.  Its 
case  was  about  browsers.  Although 
the  government  is  mulling  mandatory 
licensing  of  Windows  or  even  a 
breakup,  Microsoft  could  persuasively 
argue  that  a  case  about  only  one 


By  trial's  end,  it  seemed  that  the  litany  of 
Microsoft's  abuses  had  become  irrelevant 

OUTSIDE  WASHINGTON  DISTRICT  COURT  BEFORE  FINAL  ARGUMENTS 


Microsoft's  hopes  rest  on  Warden's 
ability  to  convince  Jackson  there's  lit- 
tle he  can  do  now  that  won't  hurt 
more  than  it  helps.  Warden  had  his 
own  documents,  including  those  de- 
scribing the  three-way  deal  among 
AOL,  Netscape,  and  Sun  Microsys- 
tems. The  papers  showed,  he  argued, 
that  this  "large  industrial  alliance" 
planned  "a  coordinated  attack  on  Mi- 
crosoft" by  creating  an  AOL-based  sys- 
tem that  would  bypass  Windows.  As 


product  doesn't  merit  such  measures. 

So  the  trial  on  Internet  time  is 
over — sort  of.  Perhaps  by  Thanksgiv- 
ing, Jackson  will  hand  down  his  deci- 
sion. But  that's  not  really  the  end. 
Given  the  all-but-inevitable  high  court 
review  of  the  decision,  I'm  planning 
my  "Good-bye  Microsoft  Trial"  blast 
now — for  New  Year's  Eve,  2002. 

Garland  covers  legal  affairs  for 
business  week  in  Washington. 
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News:  Analysis  &  Commentary 


MEDIA 


NBC  IS  DEALING 

ITSELF  INTO  E-COMMERCE 

And  the  new  focus  makes  it  look  more  like  a  keeper  to  GE 


There  are  certain  accepted  truths  in 
each  new  TV  season:  There  must  be 
more  sitcoms  dissecting  the  angst  of 
hip  young  singles;  Columbo  will  return 
for  another  made-for-TV  flick;  and  Gen- 
eral Electric  Co.  would  like  nothing  bet- 
ter than  to  sell  NBC. 

In  the  wake  of  the  Viacom-CBS  merg- 
er, the  National  Broadcasting  Co.  may 
seem  like  even  more  of  an  anachronism 
than  ever.  After  all,  it's  the  only  big  TV 
network  not  part  of  a  megamedia  con- 
glomerate complete  with  movie  studio 
and  television  production.  And  conven- 
tional wisdom  suggests  that  with  pro- 
gramming costs  rising  and  network  au- 
diences declining,  savvy  GE  would  do 
well  to  unload  NBC  while  it's  still  churn- 
ing out  decent  profits. 

But  hold  that  clicker.  While 
NBC   has   explored   many  a 
merger,  but  done  nothing 
on  the  megascale,  it 
has  made  a  string 
of     moves      that 
could     keep     the 
Peacock  more  at- 
tractive than  ever 
to   its   corporate 
parent. 

How?  By 
buying  into  the 
Web,  GE  Chair- 
man John  F. 
Welch's  current 
obsession.  Suddenly,  NBC  could  be  more 
than  a  mere  media  company.  It  could 
transform  100  million  viewers  into  GE  e- 
commerce  customers.  "I  don't  think 
Welch  is  itching  to  unload  it,"  says 
David  J.  Pizzimenti,  who  covers  GE  for 
Schroder  &  Co.  in  New  York.  "Now, 
NBC  is  a  business  that  plays  well  into 
ge's  e-commerce  strategy." 

Just  since  mid-September,  NBC  has 
made  a  small  foray  into  online  trading 
through  a  stake  in  Archipelago  Hold- 
ings, and  unveiled  an  online  shopping 
strategy  linking  its  Snap.com  portal  with 
Value  Vision  International,  a  TV-shopping 
channel  40%  owned  by  NBC.  At  the  same 
time,  it  shored  up  its  position  in  old-line 
broadcasting  by  agreeing  to  pay  $415 
million  to  buy  into  a  fledgling  second 
network,  Paxson  Communications  Inc. 
Its  founder,  Lowell  "Bud"  Paxson,  is 


also  the  founder  of  Home  Shopping  Net- 
work. "He  has  a  lot  of  shopping  ideas — 
both  e-commerce-related  and  TV-relat- 
ed," says  NBC  ceo  Robert  C.  Wright, 
"and  we'll  get  to  them." 
MANY  TALKS,  nbc's  fascination  with  the 
Net  is  hardly  new.  It  has  led  the  pack 
among  media  players  when  it  comes 
to  the  Net,  starting  with  its  1996 
launch,  with  Microsoft  Corp.,  of  cable 
channel/Web  site  MSNBC  More  recently, 
NBC  launched  a  CNBC.com  Web  site  to 
complement  its  successful  cable  busi- 
ness news  channel.  Thomas  S.  Rogers, 
the  president  of  NBC  Cable  and 
architect  of  the  network's 
Web  strategy,  says  he  and 


MUST-SURF  NBC? 

NBC's  Crowing  Stable  of 
Online  Enterprises 

■  Partnership  with  Microsoft  in 
MSNBC.com  gave  GE  early  test 
bed  for  Web  businesses 

;  NBC  and  GE  Capital  have  in- 
vested together  in  a  series  of  on- 
line ventures,  including  Telescan, 
Auto-by-tel,  and  Net2Phone 

■  NBC  has  announced  SnapTV 
cable  shopping  channel  and  tied  it 
to  its  Snap.com  Internet  portal 

■  Cable  channel  CNBC  has  taken 
12%  of  fledgling  stock  trading 
system  Archipelago 


Wright  have  been  talking  to  GE  Ca 
chief  Dennis  D.  Dammerman  a 
ways  to  integrate  ge's  consumer-fin 
businesses  with  CNBC.com.  In  the 
term,  expect  to  see  GE  insurance 
mortgage  products  sold  on  the  ( 
site. 

How  will  the  strategy  unfold? 
plan  to  create  a  publicly  traded 
vehicle — called  NBci — is  critical  to 
e-commerce  effort  and  to  the  pai 
company.  Both  Welch  and  GE  Chief 
formation  Officer  Gary  Reiner  are 
its  board.  By  creating  a  separate 
company,  ge  will  have  a  currency — I 
stock — with  which  to  buy  more  A 
properties.  When  the  deal  to  create  r 
closes  in  November,  it  will  combine 
Snap.com  portal  as  well  as  some  ot 
NBC  Internet  businesses  with  Xoom.c 
a  site  that  gives  free  Web  service 
return  for  the  ability  to  direct-mari 
So  far,  though,  investors  are  skepti 
Xoom  stock  is  off  50%  since  the 
announcement  in  May. 

Spinning  off  the  Web 
terprises  is  also  gi 
for   NBC,   wh 
lives  under 
ders    from 
headquarter: 
produce      r 
earnings — i 
not     just 
cash  flow  t 
most  media 
ants  ,     measi 
themselves 
While  the  W 
unit  will  maint  '. 
synergies  with  t 
network,  NBC  will  be  fre 
from  having  to  finance  a  hi 
gry  Web  operation's  growth. 
That  said,  not  everything  can 
solved  by  putting  an  e  in  front  of 
Wright  admits  that  nbc  still  faces  a 
challenge.  He  predicts  "more  partne 
ships"  in  the  year  ahead.  Overall, 
bull  Nicholas  P.  Heymann  of  Prudent 
Securities  Inc.  estimates  that  ge  has 
vested  about  $900  million  in  NBC  ov 
the  past  several  years,  creating  $11 
lion  to  $13  billion  in  value.  But  rath| 
than  another  big  media  deal,  he  pr 
diets  that  ge  will  unlock  some  value 
stockholders  with  a  CNBC.com  public  t 
fering  around  February,  followed  I- 
msnbc  later  next  year.  "These  gu; 
won't  have  to  buy  a  studio,"  says  Her 
mann.  "ge  has  figured  out  how  to  ski 
this  cat."  Indeed,  if  its  Web  moves  p^ 
out,  the  network  that  seemed  to  be  le 
behind  may  end  up  leading  the  pack. 

By  Richard  Sifclos  in  New  York  an\ 
Diane  Brady  in  Greenwich,  Conn. 
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COMMENTARY 


By  Mike  McNamee 


GOOD  PENSIONS,  BAD  SALES  PITCH 


Evelyn  F.  Adams  opened 
her  mail  last  May  and  saw 
red.  The  23-year  IBM  vet- 
eran was  shocked  to  discover 
that  the  computer  giant's  pen- 
sion overhaul  would  cut  her 
benefits  by  26%.  She  would 
now  have  to  work  until  2012 
to  get  the  same  amount  that 
IBM  would  have  paid  her  in 
2006  under  the  old  plan.  She 
was  still  irate  after  Big  Blue 
backpedaled  to  allow  her  and 
35,000  other  workers  in  their 
forties  to  stay  in  the  old  pen- 
sion plan.  So  irate  that  she 
came  to  Washington  on  Sept. 
21  to  urge  Congress  to  crack 
down  on  the  new  "cash-bal- 
ance" pensions  adopted  by 
IBM  and  some  300  other  com- 
panies. "I  want  to  make  sure 
this  never  happens  to  another 
American  worker,"  she  says. 

Only  a  Grinch  could  dismiss 
the  pain  felt  by  longtime 
workers  whose  companies  cut 
pensions.  But  outrage  is  no 
substitute  for  logic.  And  by 
any  test  of  logic,  in  today's  economy, 
cash-balance  pensions  are  better — for 
workers  and  employers — than  tradi- 
tional pension  plans.  Companies  like 
IBM  have  run  into  trouble  not  be- 
cause of  the  cash-balance  plans  them- 
selves, but  by  introducing  them  bad- 
ly. It's  no  surprise  that  IBM's  initial 
offer  prompted  protests  from  Ver- 
mont to  Minnesota  and  helped  bring 
the  issue  before  Congress. 

Now  that  it's  there,  it's  important 
for  lawmakers  to  understand  what's 
really  at  stake. 
Cash-balance  plans 
are  a  hybrid.  Like 
traditional  pensions, 
called  defined-benefit 
plans,  they  are  al- 
most always  funded 
by  employers.  But 
as  in  defined-contri- 
bution  plans — like 
401(k)s — their  pay- 
out is  based  on 
what  builds  up  in 
the  worker's  ac- 
count, not  a  formula 
based  on  years  of 


service  and  pre-retirement  pay. 

Most  significantly,  a  cash-balance 
plan's  funding  is  spread  across  a 
worker's  career.  By  contrast,  tradi- 
tional pensions  accrue  most  of  their 
benefits  in  the  last  decade  of  work. 

That  difference  makes  cash-bal- 
ance plans  better  for  mobile  workers. 
Take  a  young  worker  hired  at 
$29,000.  Under  a  cash-balance  plan,  if 
she  changed  jobs  after  five  years,  she 
could  claim  $7,000  to  roll  over  to  an 
individual  retirement  account.  But 
she  would  collect 


THE  NEW  MATH 

Cash-balance  pensions  reward  short- 
timers,  but  veteran  workers  do  better 
with  a  traditional  plan 
300 


TRADITIONAL  PLAN 


.  THOUSANDS  OF  DOLLARS 

DATA:  WATSON  WYATT  WORLDWIDE 


only  $3,700  from  a 
traditional  pen- 
sion. Traditional 
plans  fit  workers 
whose  careers  are 
spent  at  one  com- 
pany— but  they're 
a  shrinking  minor- 
ity. "One  in  nine 
workers  sticks 
with  one  company 
for  30  years," 
says  Eric  P.  Lof- 
gren,  director  of 
benefits  consulting 


for  Watson  Wyatt  Worldwide 
"The  other  eight  will  do  bette 
with  a  cash-balance  plan." 

Employers  gain  several  ad- 
vantages in  the  switch  to  cash- 
balance:  They  can  beef  up  their 
balance  sheets  by  claiming  sur- 
pluses built  up  in  their  pension 
funds  and  cut  retirement  costs. 
They  can  also  redirect  dollars  to 
other  benefits.  Moreover,  work 
ers  like  to  see  just  how  much 
their  funds  are  growing.  Finally, 
managements  struggling  to 
staunch  a  "brain  drain"  of  expe 
rienced  workers  can  ditch  the 
financial  incentives  built  into 
many  traditional  pensions  that 
encourage  retirement  at  55. 
The  switch  creates  some 
losers,  usually  folks  like  Adams 
— mid-career  workers,  who  had 
counted  on  fat  benefits  accruing 
in  their  50s  and  60s.  But  there 
are  ways  to  make  the  conver- 
sion more  equitable.  More  than 
75%  of  companies  that  convert 
let  their  most  senior  workers 
keep  the  old  plan,  according  to 
accountant  PricewaterhouseCoopers. 
Employers  also  can  avoid  trouble  by 
boosting  already  earned  pension  cred- 
its or  adding  stock  purchase  plans  or 
richer  401(k)  matches. 
TIME  TO  THINK.  Take  Motorola  Inc., 
which  will  switch  next  July  from  a 
traditional  plan  to  a  pension  equity 
plan  (similar  to  cash-balance).  Each  of 
its  70,000  workers  has  nine  months  to 
decide  whether  to  stay  with  the  old 
plan  or  switch.  The  company  is 
launching  seminars  and  online  calcula- 
tors to  help  employees  understand  the 
options.  "Time  and  education  to  make 
an  informed  choice — those  are  key," 
says  Rick  Dorazil,  Motorola  vice-presi- 
dent for  global  rewards. 

Companies  that  have  watched  IBM 
stumble  don't  need  Congress  to  tell 
them  how  to  help  workers  caught  in 
a  switch.  Instead,  it  should  focus  on 
a  real  problem:  Crafting  policy  that 
will  help  companies  find  ways  to  of- 
fer pensions  to  the  half  of  U.  S. 
workers  who  don't  have  them  now. 

McNamee  covers  finance  from 
Washington. 
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You've  never 
cut  corners. 
It's  just  part  of 
measuring  up  to 
the  most  important 
standards  you  know. 
Your  own. 


To  make 
high  performance 
a  reality  for  your 
entire  company, 
consider  Infinium. 
We  can  help  you  unleash 
the  potential  of  your 
organization,  so  every  team 
has  the  edge  to  turn 
customers  into  advocates. 
Visit  www.infinium.com/bw 
to  learn  more  about  how 
our  team  can  help  your  people 
do  great  work.  Infinium: 
enterprise  software 
solutions  to  optimize 
business  performance. 
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DEALMAKERS 


PHELPS  DODGE: 

KING  OF  THE  COPPER  HILL? 

Its  bid  for  two  mining  rivals  looks  bound  to  prevail 


After  nearly  40  years  at  copper  giant 
Phelps  Dodge  Corp.,  including  10 
as  ceo,  Douglas  C.  Yearley  had  his 
eye  on  retirement  next  May.  The  63- 
year-old  opera  and  history  buff,  who 
had  open-heart  surgery  last  March, 
dreamed  of  leaving  the  Phoenix  heat 
for  his  Cape  Cod  home  overlooking 
Nantucket  Sound. 

Instead,  Yearley  has  launched  a  hos- 
tile bid  to  halt  the  proposed  merger  of 
two  other  big  copper  miners — Asarco 
Inc.  and  Cyprus  Amax  Minerals  Co. — 
and  merge  them  into  Phelps,  in- 
stead. The  latest  move:  On  Sept. 
22,  Yearley  sweetened  his 
takeover  bid  for  a  second  time, 
to  $2.83  billion,  including  almost 
$1  billion  in  cash. 

What's  Yearley  up  to?  He 
wants  Phelps  Dodge  to  lead  the 
consolidation  of  the  American 
copper  industry  and  preserve 
the  165-year-old  legacy  of  his 
firm,  which  ranks  with  DuPont 
and  Procter  &  Gamble  among 
the  most  venerable  U.S.  com- 
panies still  bearing  the  founders' 
name.  "He  had  been  ready  to 
retire,  but  now  he's  totally  fo- 
cused," says  his  wife,  Anne. 
SURVIVOR.  For  Yearley,  a  com- 
petitive but  mannerly  leader 
who  studied  metallurgical  engi- 
neering at  Cornell  University, 
the  acquisitions  would  crown  a 
distinguished  career.  He  joined 
Phelps  in  1960  after  a  two-year 
stint  as  an  engineer  on  the  Po- 
laris submarine  project.  After 
rising  steadily  through  the 
ranks,  he  joined  a  cadre  of  ex- 
ecs in  the  early  1980s  who  over- 
hauled Phelps  Dodge,  allowing  it 
to  skirt  bankruptcy.  As  ceo,  he 
made  its  operations  more  effi- 
cient and  less  hierarchical. 

The  acquisitions  would  leave 
Phelps  Dodge  the  last  big  North 
American  copper  miner.  And 
with  a  global  market  share  of 
about  15%,  it  would  be  even 
with  the  world's  biggest  copper 
miner,  Chile's  state-owned  pro- 
ducer, Codelco.  More  important, 
Yearley  would  leave  Phelps  in  a 


position  to  survive  in  an  industry 
swamped  by  overcapacity,  cheap  im- 
ports, and  prices  near  the  all-time  low. 
Phelps  Dodge  seems  likely  to  prevail 
with  its  latest  offer,  which  pushed  up 
the  prices  of  all  three  players.  Asarco 
and  Cyprus  had  no  immediate  comment: 
Their  shareholders  are  due  to  vote  on 
the  original  two-way  deal  on  Sept.  30. 

The  two  firms  have  been  de-   

manding  some  $470  million   YEARLEY:  He's 
more  than  Phelps's  latest  of-    "totally  focused, 
fer,  arguing  that  they  would   not  set  to  retire 
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contribute  92%  of  total  administra 
and  operational  synergies  and  91 
the  cash  in  a  three-way  combinatj 
Yearley  calls  their  price  "ludicrous' 
their  analysis  "bogus." 
PERSUASION.  Yearley  is  winning  s 
port  among  analysts  and  sharehold 
for  a  three-way  deal  instead:  "Cyp 
and  Asarco  realize  the  game  is  aim    | 
over,  and  the  only  viable  alternative 
to  sit  down  and  talk  to  Phelps,"  sj 
Michael  J.  Chren  of  Orlando's  DePrir 
Race  &  Zollo  Inc.,  which  owns  just  o 
1%  of  Cyprus'  shares. 

To  persuade  shareholders  of  the  ri 
firms,  Yearley  has  been  putting  in 
hour  weeks  crisscrossing  the  contin<  I 
and  working  the  phones.  By  Sept. 
Yearley  says  he  will  have  met  or  spbl 

with  half  the  rivals'  shareho 

ers.  "He's  driven,"  says  Chre  I 
If  consolidation  is  the  gan  I 
Phelps  should  win  it,  Yearl 
figures.  It's  the  largest  and  m 
liquid  company  in  the  copp 
sector,  and  it  has  managed 
perform  impressively  despi 
the  pricing  squeeze.  It  post 
net  earnings  of  $1.2  million 
the  three  months  ended  Ju 
30,  compared  with  losses  of  $ 
million  at  Denver-based  Cypr 
and  of  $21.1  million  for  Ne 
York-based  Asarco  during 
same  period. 

Yearley  can  claim  much 
the  credit.  He  helped  save  tl  T 
company  from  bankruptcy  in  tl  _ 
early  1980s  as  part  of  a  tea 
that  closed  mines  and  smelter 
cut  one-third  of  the  workforc 
kicked    out    the    unions,    ar 
moved  the  company's  headqua 
ters  from  Manhattan  to  Phoeni 
"We  came  out  of  the  '84  disast* 
traumatized,"  says  Yearley.  <fW 
concentrated  for  five  years 
survival,    and    since    then 
growth  and  optimization." 

Still,  in  an  industry  as  trad 
tional  as  mining,  managemer  ie  rip 
concerns  go  beyond  price.  Asa] 
co  has  been  operating  for  a  cer 
tury,  and  Cyprus  since  191(r ' 
Both  managements  would 
loath  to  see  their  names  burie 
forever.  "It's  not  only  abou 
money  but  about  whose  portrai 
will  be  on  the  boardroom  wa 
50  years  from  now,"  says  on 
analyst.  For  Yearley,  knowinj 
that  the  Phelps  Dodge  lineag 
prevails  would  make  the  Nan 
tucket  Sound  breezes  evei 
sweeter. 

By  Steven  V.  Brull  in  Phoenu 0B 
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Jews:  Analysis  &  Commentary 


COMMENTARY 


By  Peter  Coy 


DO  THE  BEARS  HAVE  SOMETHING  TO  GROWL  ABOUT? 


ni 


For  once,  David  W.  Tice's  tim- 
ing was  immaculate.  The  fire- 
and-brimstone  Jeremiah  of  Wall 
itreet  held  a  conclave  of  fellow  bears 
a  New  York  on  Sept.  21,  the  very 
lay  the  Dow  Jones  industrial  aver- 
ge  fell  225  points,  the  beleaguered 
lollar  sank  again  against  the  yen, 
nd  Washington  reported  a  big- 
;er-than-expected  increase  in  the 
J.  S.  trade  deficit. 

Plus,  it  rained.  All  in  all,  the 
leal  atmosphere  for  propounding 
he  theory  that  the  U.  S.  economy 
3  headed  straight  to  hell.  Tice  and 
lis  compatriots  argue  that  Ameri- 
ans  are  clinging  to  the  skin  of  a  gi- 
.nt  asset  bubble  that's  sure  to  pop 
aid  cause  a  shock  wave  of  bankrupt- 
ies  and  unemployment.  They  fault 
I  federal  Reserve  Board  Chairman 
Vlan  Greenspan  for  letting  the  stock 
ind  real  estate  markets  inflate  per- 
lously  by  keeping  interest  rates  too 
ow.  The  inevitable  bursting  of  the 
nibble  "is  a  risk  to  freedoms  of  indi- 
viduals and  our  entire  nation,  and 
nost  important,  to  free  markets," 
aid  Tice,  president  of  Dallas-based 
)avid  W  Tice  &  Associates  Inc., 
vhich  runs  the  Prudent  Bear  Fund. 
This  is  a  tragedy  down  the  road." 
Sitting  among  200  dour  investors 
ind  brokers  absorbing  the  negative 
nbes  at  "The  Credit  Bubble  and  Its 
5\ftermath,"  I  half  expected  the  Wal- 
lorf-Astoria's  giant  crystal  chandelier 


problems,  was  the  fifth-worst  of  3,195 
funds  in  Morningstar  Inc.'s  database. 
Greenspan  is  well  aware  that  the 
Fed  needs  to  take  away  the  punch 
bowl  when  the  party  starts  getting 
too  fun.  He  has  already  started  si- 
phoning off  some  of  the  joy  juice.  It's 
just  that  he's  more  circumspect  than 
the  bears  about  when  the  right  time 
to  do  that  is.  Unlike  the  doomsayers, 
he  is  not  willing  to  say  for  sure  that 
asset  prices  now — right  now — are 
overinflated.  Doing  so,  he  said  at  a 


BUBBLE 


Record  trade  deficits,  credit-card 
debt:  "Like  Blanche  DuBois,  the  U.S.  economy 
is  dependent  on  the  kindness  of  strangers" 


-o  crash  to  the  floor  on  cue,  like  a 
;cene  from  Phantom  of  the  Opera. 

Alas,  it  held  fast.  With  markets,  as 
.vith  falling  chandeliers,  timing  is 
everything.  That's  why  being  a  bear 
s  such  a  frustrating  stance  these 
lays.  If  the  financial  and  real  estate 
markets  really  are  overvalued,  a  day 
if  reckoning  is  sure  to  come.  But 
sears  have  been  saying  that  for 
years.  Over  the  past  12  months,  Tice's 
fund,  which  short-sells  stocks  based 
>n  analysis  of  underlying  corporate 


Fed  conference  in  Jackson  Hole, 
Wyo.,  on  Aug.  27,  would  mean  con- 
troverting the  "judgments  of  millions 
of  investors,  many  of  whom  are  high- 
ly knowledgeable  about  the  prospects 
for  the  specific  companies  that  make 
up  our  broad  stock  price  indexes." 
That  said,  the  bears'  message  is 
worth  at  least  a  listen.  They  argue 
that  Americans  are  spending  beyond 
their  means.  To  fund  investment,  the 
U.  S.  is  importing  huge  sums  of  capi- 
tal from  abroad — and  consequently 


running  record  trade  deficits. 
"Like  Blanche  DuBois,  the 
U.  S.  economy  is  dependent 
on  the  kindness  of 
strangers,"  says  Mar- 
shall A.  Auerback,  a 
consultant  for  Tice. 
Stuart  Feldstein, 
founder  of  smk  Re- 
search Corp.,  says 
lower-income  Ameri- 
cans are  taking  on 
enormous  debts  that 
they  will  be  unable 
to  repay  if  the  econo- 
my turns  down.  From 
1992  tq  1998,  Feldstein 
says,  credit-card  issuers 
raised  the  ceiling  of  po- 
tential borrowings  from 
$770  billion  to  $2.5  trillion. 
And  less  than  20%  of  available 
credit  has  been  tapped,  which 
means  strapped  consumers  can  get 
far  deeper  into  debt  without  filling 
out  a  single  loan  application. 
"DR.  DOOM."  It's  a  measure  of  the 
pessimism  of  the  conference  that 
economist  Henry  Kaufman,  who  was 
known  as  "Dr.  Doom"  at  Salomon 
Brothers  in  the  '70s,  came  across  as 
middle-of-the-road.  While  faulting 
Greenspan  for  letting  a  bubble  form, 
he  declined  to  say  that  rates  should 
be  raised  now.  "When  you  miss  your 
timing,"  he  noted,  "it's  very,  very  dif- 
ficult and  complex  to  throttle  back." 
As  Kaufman  knows,  it's  one  thing 
to  warn  about  excesses  and  another 
to  risk  choking  off  healthy  growth. 
Burly  former  Fed  governor  Law- 
rence D.  Lindsey,  a  ray  of  sunshine 
compared  with  his  fellow  speakers, 
says  he  thinks  Greenspan  has  gotten 
things  just  about  right.  Lindsey — 
speaking  on  his  own  and  not,  he 
stresses,  in  his  capacity  as  economic 
adviser  to  gop  Presidential  hopeful 
George  W  Bush — thinks  a  certain 
amount  of  speculation  is  necessary  in 
financing  risky  new  ventures:  "It's  vi- 
tally important  to  let  capital  flow  into 
new  businesses.  As  long  as  [markets] 
don't  get  too  far  out  of  hand,  it's  an 
experiment  worth  running."  So  far, 
the  results  favor  the  bulls. 

Coy  is  associate  economics  editor. 
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You  could  have  all  the  d.sk  and  tape  space  in  the  world  and  still  not  have  a  smart  storage  solution.  After  all.  if 
your  storage  system  lacks  the  intelligence  to  allocate  data  evenly,  it  will  probably  be  equally  inept  at  finding  the 
information  you  need.  A  Storage  Area  Network  (SAN)  solution  from  StorageTek  has  built-in  intelligence  that  give 
you  easy  access  to  all  your  critical  data.  For  intelligent  SAN  solutions,  visit: 


Just  because  you 

have  enough 

storage  for  your  data 

doesn't  mean  you 

don't  have  a 
storage  problem. 
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©  1999  Storage  Technology  Corporation.  All  rights  reserved.  StorageTek  is  a  reg 


stered  trademark  and  "Information  Made  Powerful"  is  a  trademark  of  Storage  Technology  Corporation. 


Business  This  Week 


I  TED  BY  MARK  FRANKEL 


i  TOBACCO  MAY 
UGH  UP  MORE 

TOBACCO  INDUSTRY  MAY 
acing  its  biggest  litiga- 

assault  yet.  On  Sept.  22, 
Justice  Dept.  filed  a  civ- 
it  against  the  largest  cig- 
Ite  companies,  charging 

they  conspired  since  the 
ts  to  mislead  the  public 
it  the  dangers  of  smok- 

The  government  hopes 
«cover  some  of  the  $20 
m  it  spends  each  year  to 
t  smoking-related  ill— 
*es  under  the  Medicare, 
rans,  and  military  health 
jrams.  The  suit  is  filed 
ir  three  federal  statutes, 
iding  the  Racketeer-In- 
iced  &  Corrupt  Organi- 
ms  Act  (rico).  It  accuses 
ip  Morris,  R.J.  Reynolds 

ceo,  Brown  &  William- 


CLOSING    BELL 


IRUISED  APPLE 

ice  1997,  Apple  Computer 
s  been  the  comeback  kid  of 
II  Street,  by  stopping  nasty 
'prises  and  regularly  ex- 
uding expectations.  But  on 
Dt.  20,  it  stumbled:  With 
ips  for  its  most  profitable 

Macs  in  short  supply, 
irth-quarter  earnings  will 
squeezed.  Apple  shares 
1 12%.  to  $69,  and 
igged  down  the  market. 
II,  analysts  are  calm:  "It 
s  not  lost  revenue,  just  de- 
red  it,"  says  Goldman 
chs'  Richard  Schutte.  The 
ick  closed  on  Sept.  22  at 
0%. 
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son  Tobacco,   and   others   of 

withholding  information  on 
the  effects  of  smoking.  The 
suit  is  similar  to  one  set  I  led 
by  the  states  for  more  than 
$200  billion  to  recover  funds 
paid  out  by  their  Medicaid 
programs. 

BELLS  RING  FOR 
WIRELESS  CARRIERS 

THE    BEAT   GOES   ON.    AS   U.S. 

wireless  customers  demand 
ever-broader  reach  from  their 
phone  companies,  carriers 
continue  to  pair  up.  Bell  At- 
lantic and  Vodafone  AirTouch 
said  on  Sept.  21  that  they 
will  merge  their  U.  S.  cellular 
networks,  creating  the  na- 
tion's largest  wireless  carri- 
er. The  new  company  will 
serve  20  million  customers 
generating  more  than  $15  bil- 
lion in  revenue.  A  day  earlier, 
VoiceStream  Wireless  said  it 
will  buy  Aerial  Communica- 
tions for  some  $3  billion.  The 
two  carriers  are  licensed  to 
serve  22  of  the  top  25  U.  S. 
markets.  What's  next?  Ana- 
lysts expect  VoiceStream  to 
go  after  southeastern  carrier 
Powertel. 


XEROX  ADDS  TO  ITS 
SHOPPING  CART 

WHAT'S  THE    FASTEST  WAY  TO 

develop  a  product  line?  Buy 
it  from  someone  else,  of 
course.  That's  how  Xerox 
hopes  to  turn  up  the  heat  on 
Hewlett-Packard.  On  Sept. 
22,  the  copier  giant  said  it 
will  pay  $950  million  for  the 
color  printing  and  imaging  di- 
vision of  Tektronix.  The  deal 
gives  Xerox  some  much-need- 
ed color  printers  in  the  office 
market  and  catapults  it  to 
second  position  behind  HP, 
with  a  30%  market  share. 
Analysts  applaud  the  acqui- 
sition as  a  healthy  addition 
to  Xerox'  line  and  distribu- 
tion network  but  aren't  rac- 
ing to  pick  up  the  stock  just 
yet.  Xerox  says  its  shopping 
spree  is  far  from  over. 


HEADLINE!*:  GEORGE  SHAHEEN 


WEBVAN  NETS  A  CEO 


Who  can't  be  seduced  by 
the  Web?  George  Shaheen 
shocked  colleagues  when  he 
announced   on   Sept.   21 
that  he  would   step 
down      after      10 
years  as  Ander- 
sen Consulting's 
ceo  to  run  Sili- 
con  Valley   up- 
start     Webvan 
Group,  an  online 
grocer  founded  by 
Louis  Borders  of  Bor- 
ders Group  books  fame. 

The  news  left  Andersen 
reeling.  Shaheen,  55,  de- 
parts as  Andersen  nears 
the  climax  of  a  nasty  di- 
vorce from  Arthur  Ander- 
sen, the  audit  giant.  Sha- 
heen escalated  the  fight  in 
1997  when  he  filed  for  arbi- 
tration on  how  to  divide  the 
companies.  That  leaves  his 


lieutenants  to  handle  a  pos- 
sible $10  billion  fee  Arthur 
is  demanding  for  Andersen's 
independence.  Shaheen's 
exit  on  the  heels  of 
e-commerce  head 
Rudy  Puryear 
causes  a  brain 
drain.  "This  re- 
ally leaves  them 
in  the  lurch," 
said  an  ex- An- 
dersen exec. 
Shaheen's  not  talk- 
ing, citing  Webvan's  pending 
IPO.  But  some  insiders  won- 
der if  he  can  make  the  shift 
from  a  giant  bureaucracy  to 
a    cozy    shop    with    only 
$395,000  in  sales  in  the  first 
half  of  1999.  Maybe  he  will 
be  able  to  hire  a  consultant 
to  help  with  the  transition. 
By  Roger  O.  Crockett 
in  Chicago 


WALL  STREET  BIDS 
GOOD-BYE  TO  245/6 

YOU  can  stop  trying  to 
convert  fractions  in  your 
head.  The  Securities  Indus- 
try Assn.  asked  on  Sept.  22 
for  regulators'  approval  to 
roll  out  decimal  stock  pricing 
next  July.  The  first  phase 
would  price  up  to  40  compa- 
nies' stocks  in  nickel  incre- 
ments— not  the  traditional 
quarters,  eighths,  and  six- 
teenths. By  October,  2000,  all 
stocks  may  trade  in  any  dec- 
imal increment,  driving  the 
spread  between  dealers'  sell- 
ing and  buying  prices  for 
shares  from  6.25(2  now  down 
to  as  little  as  ltf. 


IBM:  AFTER 

LOU,  WHO? 

ALTHOUGH  IRM  DOESN'T  HAVE 
mandatory  retirement  at  age 
(50,  that  has  been  the  unoffi- 
cial deadline  for  CEOS  for 
more  than  20  years.  So,  Big 


Blue  watchers  are  speculat- 
ing about  wrho  might  succeed 
Chairman  Louis  Gerstner  if 
he  leaves  on  his  60th  birth- 
day on  March  1,  2002.  The 
top  inside  contender  is 
Samuel  Palmisano,  who  has 
run  ibm's  $29  billion  computer 
services  business,  one  of  its 
most  successful  operations. 
Palmisano,  48,  was  given  a 
chance  to  shine  further  on 
Sept.  20.  He'll  head  the  $10.6 
billion  server  business,  which 
has  been  losing  market  share. 

ET  CETERA . . . 

■  Unilever  says  it  will  trim 
1,000  brands  from  its  pack- 
age-goods portfolio. 

■  3Com  reported  that  its 
first-quarter  profits  rose  38%, 
to  $119  million. 

■  Chairman  Philip  Condit 
said  Boeing  would  probably 
build  a  stretched  747. 

■  United  Technologies  said  it 
will  ax  9,135  more  jobs, 
bringing  total  cuts  to  14,500. 
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Buy  any  new  ViewSonic"  monitor, 
sign  up  for  <J^»  Internet  access  and  cash  ir 
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stive  vi 
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more 


Here's  how  it  works.  Buy  any  new  ViewSonic 
monitor  and  you  get  a  rebate  of  up  to  $400 
when  you  sign  up  with  MSN  Internet  access. 
Not  only  will  you  experience  the  Internet  with 
one  of  the  most  exciting  services  on-line,  you 
could  walk  away  with  the  number-one 
best  selling  monitor  in  the  U.S.A.** 
For  more  information,  give  us  a  call  at 
1-800-600-3192.  Or  visit  our  website 
at  www.freemonitors.com. 


1  Year 

$100  Rebate 

2  Years 

$225  Rebate 

3  Years 

$400  Rebate 

ViewSonic  has  won  over  550  prestigious 

industry  awards  to  date 

3-year  warranty  on  CRT,  parts  and  labor 

ViewSonic  offers  24/7  customer  support 

Thousands  of  MSN  local  modems  using 

56K  connections 

Fast,  reliable  email.  Advanced  features 

let  you  screen  out  unwanted  mail 

MSN  24/7  technical  support  via  the 

Internet  or  telephone 
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*  Details  of  the  MSN "  Rebate  Program.  This  MSN  Rebate  program  requires  (1)  the  purchase  of  any  display  device  (CRT  or  LCD  monitor)  from  ViewSonic  Corporation  from  September  1, 1999  throu 
December  31 , 1 999,  and  completion  of  all  necessary  paperwork  by  the  customer,  and  receipt  of  the  same  by  MSN.  prior  to  January  31 ,  2000;  (2)  selection  of  a  36  month  membership  to  MSN  Plus  Inten 
Access  ($400  rebate),  24  month  membership  (($225  rebate),  or  12  month  membership  ($100  rebate)  at  the  rate  of  $21.95  per  month  plus  applicable  taxes;  (3)  mail-in  or  online  signup  (as  applicable)  prior 
January  31 ,  2000;  (4)  a  valid  major  credit  card  of  the  type  generally  accepted  by  MSN;  (5)  the  original  purchase  receipt;  and  (6)  acceptance  of  the  MSN  Internet  Access  member  agreement.  You  are 
obligated  to  continue  as  a  MSN  Plus  Internet  Access  member  for  any  particular  length  of  time;  however,  if  for  any  reason  whatsoever  you  do  not  continue  for  the  period  of  time  associated  with  the  rebate  tfj 
you  have  elected  to  receive,  you  agree  that  you  will  repay  MSN  the  amount  of  the  rebate  immediately  upon  termination  or  cancellation  of  your  MSN  Plus  Internet  Access  account;  provided  that  if  you  are 
resident  of  California  or  Oregon  you  will  not  be  required  to  repay  the  rebate  amount.  The  MSN  Rebate  program  is  available  only  to  residents  of  the  fifty  (50)  states  of  the  United  States  and  the  District  of  Columb  a] 
You  must  be  18  years  old  or  older  to  qualify  for  the  MSN  Rebate  program.  MSN  Internet  Access  is  available  in  connection  with  the  MSN  Rebate  program  only  to  users  of  the  Windows®  95  or  abov| 
MSN  Internet  Access  is  available  only  for  personal  non-commercial  use.  Local  phone  and/or  long  distance  toll  charges  may  apply.  It  is  the  customer's  responsibility  to  check  with  a  local  phone  company 
determine  if  access  numbers  are  local.  Local  market  network  activity  and  capacity  may  affect  access  availability.  MSN  is  a  trademark  of  Microsoft  Corporation.  MSN  Internet  Access  minimum  syste 
requirements:  486/66  or  higher  processor  with  16MB  RAM,  Windows  95™  or  Windows  98™  operating  system,  at  least  25MB  of  available  disk  space,  14.4  Kbps  modem  or  higher,  Mouse  (req'd)  ai 
Sound  Card  (recommended). 
"  Stanford  Resources,  Inc  Monitrak  U.S.  Desktop  PC  Independent  Monitor  Shipments  Q2  '99  and  Display  Search,  Quarterly  Supply  vs.  Demand  Study:  Desktop  Monitors  Q2  '99. 
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,  S  GORE  VS.  GORE 
ND  GORE  IS  LOSING 
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j  is  Al  Gore  like  Iridium?  He  has  lots  of  balls  in  the 
promotes  cutting-edge  technology — and  is  headed  for 
pter  1 1 . 

— Joke  making  the  rounds  in  Washington 

orgive  Tony  Coelho  if  he  doesn't  chuckle  at  comparisons 
between  his  candidate  and  the  failed  satellite  venture.  The 
ax-California  congressman  was  tapped  in  May  to  head  the 
ing  Gore  campaign.  Coelho — whose  last  job  was  selling 
5  and  laying  off  employees  as  ceo  of  engi- 
ing  firm  icf  Kaiser  International  Inc. — 
right  to  work.  He  hired  busloads  of  media 
ens  and  pollsters.  And  he  forced  Gore  to 

in  on  the  core  issues  of  prosperity,  im- 
'ing  education  and  health  care,  and  fixing 
sions. 

ist  one  problem:  While  the  new  manage- 
t  at  Gore  Inc.  pored  over  flowcharts,  cus- 
jrs  flocked  to  Bradley's  department  store. 
J  polls  show  the  Veep  in  a  virtual  dead 

with  ex-New  Jersey  Senator  Bill  Bradley 

ew  Hampshire  and  New  York. 

olitical  pros  now  caution  that  unless  Gore 

kly  changes  public  perceptions,  the  once 

tly  regarded  Bradley  insurgency  could 

?k  Gore's  plans  to  roll  to  the  nomination. 

s  thing  is  starting  to  slip  away,"  frets  one 

•ative  with  close  ties  to  the  First  Family. 

oelho  is  putting  in  14-hour  days,  but  his  exertions  haven't 

d  Gore's  stock  yet.  "Tony  has  done  some  good  things,  but 

problem  is  Gore,"  says  a  party  consultant.  "He  looks  more 

more  like  [failed  72  front-runner]  Ed  Muskie — the  dutiful 

der  with  Establishment  support  but  no  grassroots  backing." 

bit  apocalyptic,  perhaps,  considering  that  the  Iowa  cau- 
s  aren't  until  Jan.  31.  But  there's  no  doubt  that  Gore's 
s  nan  deep.  Among  them: 
e  wrong  stuff.  Despite  unprecedented  responsibilities  in 


GORE:  Hearing  footsteps 


foreign  affairs  and  technology  policy,  Gore  still  isn't  seen  as 
Presidential.  In  an  ABC  News- Washiyigton  Post  survey  re- 
leased on  Sept.  7,  only  38%  saw  him  as  "a  strong  leader." 

■  The  Clinton  curse.  Revulsion  over  White  House  scandals  is 
hurting.  A  (NX/Gallup/L'SA  Today  poll  taken  on  Sept.  10-14 
found  that,  by  a  52%  to  27%  margin,  the  Clinton  connection 
made  voters  less  likely  to  pull  the  lever  for  Al. 

■  Bush-whacked.  With  the  Texas  GOP  governor  cruising,  Gore's 
iffy  general-election  prospects  have  some  Democrats  spooked. 

While  Bush  holds  a  17%  lead  over  the  Veep, 
Bradley  cuts  that  margin  in  half,  according  to 
an  NBC  News  poll.  Because  Gore-Bradley  poli- 
cy differences  are  slight,  party  regulars  might 
be  tempted  to  change  horses.  "If  Gore  looks 
like  he  can't  put  it  together,  Bradley  would  be 
acceptable  to  virtually  all  Democrats,"  says 
Emory  University  political  scientist  Merle 
Black. 

Coelho,  of  course,  has  a  turnaround  plan. 
He's  speeding  up  endorsements  by  national  and 
local  pols.  Ground  troops  are  being  rushed  to 
New  Hampshire  and  other  trouble  spots.  And 
he  has  scrapped  the  "quick  kiH"  scenario,  gird- 
ing instead  for  a  protracted  struggle  to 
painstakingly  pile  up  delegates.  The  Holy  Grail: 
votes  of  800  party  leaders  who  have  automatic 
seats  at  the  convention  and  account  for  18%  of 
the  nominating  tally. 
"Tony  realizes  we're  in  for  a  tough  fight  against  a  very 
credible  candidate  in  the  form  of  Bradley,"  says  Gore  dele- 
gate-counter Tad  Devine.  "You're  going  to  see  some  powerful 
stuff  from  our  side."  What's  more,  the  Gore  camp  thinks 
that  as  Bradley  fills  in  details  of  his  "big  ideas"  agenda,  his 
appeal  will  wane. 

Still,  Gore  must  move  fast.  Unless  he  finds  his  footing,  po- 
litical pros  say  even  the  best  ministrations  of  Coelho  &  Co. 
won't  save  his  campaign. 


CAPITAL  WRAPUP 


IE  MARKETS  FUTURE? 


Securities  &  Exchange  Commission 
lairman  Arthur  Levitt  Jr.'s  vision  for 
I  st  century  stock  markets,  scheduled 
be  unveiled  on  Sept.  23,  would  de- 
ive  the  New  York  Stock  Exchange, 
isdaq,  and  other  bourses  of  exclusive 
|;hts  to  trade  companies'  shares.  The 
1  >  securities  cop  wants  a  system 
jiere  Nasdaq  dealers  would  make 
iirkets  in  NYSE-listed  stocks  like  Gen- 
*  il  Electric  Co.  and  Big  Board  spe- 
(  lists  would  fill  orders  for  such  Nas- 
<q  companies  as  Microsoft  Corp. 


The  NYSE,  Nasdaq,  and  fast-growing 
electronic  rivals  would  compete  for  or- 
ders by  trying  to  trade  faster  and 
cheaper.  The  sec  would  link  markets 
with  an  electronic  system  where  stock 
orders  with  specified  prices  would  be 
posted  for  trading  anywhere,  sec 
staffers  haven't  yet  worked  out  de- 
tails— like  how  to  ensure  that  dealers 
on  different  markets  offer  all  investors 
an  equal  chance  at  getting  shares  at 
the  best  price — but  hope  the  key  play- 
ers will  flesh  out  Levitt's  blueprint. 

Achieving  his  vision  requires  three 
changes.  The  sec  chief  is  nudging  the 


NYSE  to  drop  its  Rule  390,  which  bars 
most  listed  stocks  from  trading  on  oth- 
er markets.  The  sec  also  expects  to- 
day's 12  traditional  exchanges  and  new 
e-markets  to  consolidate,  perhaps  to 
three.  Finally,  Levitt  will  push  the 
NYSE  and  Nasdaq  to  merge  their  mar- 
ket monitors,  creating  one  super-regu- 
lator under  sec  supervision.  But  each 
market  will  probably  continue  to  police 
its  own  trading  for  front-running  and 
other  violations,  sec  aides  figure  that 
local  cops  on  the  beat  will  best  be  able 
to  detect  trading  shenanigans. 

By  Mike  McNarnee 


! 
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GREEN  LIGHT  AT  LAST 

A  banking  deal  may  mean  Korea  Inc.'s  barriers  are  falling 
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As  his  private  jet  touched  down  in 
Seoul  on  Sept.  13  after  the  long 
flight  from  San  Francisco,  New- 
bridge Asia  Managing  Director 
Daniel  A.  Carroll  thought  he  could  fi- 
nally start  to  celebrate  the  closing  of 
one  of  Asia's  biggest  deals  of  the  year. 
Two  days  later,  a  disappointed  Carroll 
left  Seoul  empty-handed.  Once  more,  the 
on-again,  off-again  talks  between  New- 
bridge Capital  and  the  Korean  govern- 
ment to  take  over  insolvent  Korea  First 
Bank  had  collapsed  after  the  two  sides 
bickered  over  final  details,  raising  fresh 
doubts  that  Seoul  was  serious  about  fol- 
lowing through  with  bold  measures  to 
reform  its  coddled  financial  sector. 


But  this  time,  the  story  didn't  end 
with  another  jaded  foreign  investor  sput- 
tering about  the  futility  of  dealing  with 
Korean  bureaucrats.  Just  two  days  later, 
Newbridge  finally  signed  a  landmark  deal 
that  promises  to  change  the  face  of  Ko- 
rean finance.  Just  as  Newbridge  was 
ready  to  call  it  quits,  the  talks  were 
pulled  back  from  the  brink.  Seoul  signed 
a  binding  agreement  to  hand  Newbridge 
51% — and  full  control — of  one  of  the 
country's  largest  financial  institutions,  for 
$417  million.  And  if  Newbridge  cannot 
recover  Korea  First's  bad  debts,  the  gov- 
ernment will  pay  face  value  for  the  loans. 

For  investors  jittery  about  reform, 
the  deal  is  a  godsend.  "The  sale  will  re- 


[ 


MY 


ally  help  stabilize  the  local  financial  ma  L 
ket,"  Korea  First  President  Ryoo  Sh(  |  j' 
Yul  told  reporters  when  the  deal  w; 
announced.  The  deal,  on  the  heels  of  tl 
indictment  of  Hyundai  Securities  Co.  < 
ecutives  and  the  announced  breakup 
once  mighty  Daewoo  Group,  is  the  mo, 
convincing  evidence  yet  that  the  arm( 
of  Korea  Inc.  is  buckling.  By  allowing 
major  bank  to  fall  into  foreign  hand  C"n 
the  government  intends  to  underscoi  ('■  . 
that  the  old  crony  business  culture    ^ 
on  the  way  out.  Presidents  and  bureai^V 
crats  have  long  used  banks  to  shovi^ 
funds  to  favored  industries,  imdermii  ffl  °. 
ing  the  health  of  the  financial  systen  » 
A  truly  independent  banking  systei  i  ^ 
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departure  from  the  chaebol  focus 


an  indispensable  building  block  for  a 
arket-friendly  economy.  Under  San 
-ancisco-based  Newbridge,  a  major 
ink  now  will  be  run  by  managers 
ained  in  evaluating  borrowers  on  the 
.sis  of  risk  rather  than  political  con- 
ations. Korea  First's  new  owners 
edge  to  boost  credit  to  consumers  and 
small  and  midsize  businesses,  a  big 
•parture  from  the  old  focus  on  chaebol, 
area's  huge  conglomerates.  Newbridge 
is  experience  in  workouts:  One  of  its 
ajor  investors,  the  Texas  Pacific  Group 
<aded  by  David  Bonderman,  turned 
^Jound  a  bankrupt  thrift  during  Ameri- 
's  savings-and-loan  crisis.  If  it  can  suc- 


Shi 


[IB 


*  ed  with  Korea  First,  the  firm  could 
1,1  ^  lrce  other  banks  to  reform. 

>rtured  PROCESS.  The  sale  never 
1  ould  have  taken  place  had  it  not  been 
r  Korea's  1997  economic  collapse.  In 
J"!  turn  for  a  record  $58  billion  bailout, 
oul  promised  the  International  Mone- 
i,H';  ry  Fund  it  would  close  bad  banks  and 
H"r  L  in  foreigners.  The  sale  of  Korea  First 
'f '  id  Seoul  Bank  was  part  of  the  pact. 
111  ut  the  tortured  one-year  process  of 
'  jsing  the  deal  shows  how  reluctantly 
orea  Inc.  has  embraced  reform. 
•W  Korea  First  certainly  needed  serious 
lp.  It  was  the  largest  lender  to  Han- 


bo,  a  steel  ami  construction  conglomer 

ate  that  collapsed  with  $6  billion  in  del, I 
in  January,  1997.  Its  exposure  to  Hanbo 
alone  equaled  K(>%  of  its  capital  base, 
enough  to  make  it  insolvent.  Korea 
First  also  had  lent  to  Kia  Motors  Corp., 
a  bankrupt  carmaker,  and  to  Daewoo.  In 
all,  the  government  injected  $5.8  billion 
to  keep  the  bank  afloat. 
Two  former  Korea  First 
chiefs  have  been  con- 
victed of  corruption. 

At  first,  Seoul's  finan- 
cial mandarins  appeared 
to  move  fast.  They  faced 
pressure  to  reach  an 
agreement  to  sell  the 
two  banks  by  the  end  of 
1998.  Foreign  investors 
were  skeptical  that 
Kim's  government,  which 
took  office  in  February, 
1998,  was  fixing  the 
economy.  The  chaebol 
were  resistant  to  re- 
structuring. Seoul  badly 
needed  a  victory  to  bol- 
ster confidence. 

When  the  govern- 
ment opened  bidding  for 
Korea  First  last  Octo- 
ber, most  analysts  gave 
the  edge  to  such  bank- 
ing giants  as  Citibank 
and  ABN-Amro.  But 
Newbridge — an  investor 
in  distressed  assets — 
emerged  as  the  surprise 
winner.  Among  other 
things,  it  vowed  to  give 
Seoul  a  bigger  share  of 
profits  than  rival  bidders 
if  the  bank  turns 
around.  On  Dec.  31,  af- 
ter three  weeks  of  ex- 


NEWBRIDGE'S 
LONG  ROAD 

OCTOBER,  1998  Seoul 
solicits  bids  for  Korea  First 
Bank  in  accord  with  terms 
of  record  IMF  bailout. 

DECEMBER,  1998  New- 
bridge wins  bid  and  signs 
pact  to  buy  Korea  First. 

FEBRUARY  HSBC  signs ' 
MOU  to  buy  Seoul  Bank 
with  better  terms  for  Kore- 
an government  than  New- 
bridge's Korea  First  offer. 


room  occupying  an  entire  floor  in  Korea 
Exchange  Hank's  headquarters.  It 
brought  an  army  of  Western  and  Kore- 
an consultants,  lawyers,  accountants, 
and  investment  bankers  for  the  com- 
plex due  diligence  needed  to  buy  a  bank 
with  around  4(X),000  loans. 

But  as  Newbridge  learned,  a  signed 
agreement  is  just  the  be- 
ginning. Talks  with  the 
government  slowed  after 
hsbc  Holdings  agreed  to 
buy  Seoul  Bank  in  late 
February  on  terms  that 
were  more  favorable  to 
the  Koreans  than  what 
Newbridge  was  offering. 
A  May  deadline  to  sell 
Korea  First  came  and 
went.  Shortly  afterward, 
Newbridge  lost  its  ex- 
clusive rights  to  negoti- 
ate the  deal.  Rating 
agency  Moody's  In- 
vestors Service  voiced 
its  fears  over  Korea's  fal- 
tering reform  efforts.  As 
the  economy  started  re- 
covering, talks  stopped 
because  top  Korean  offi- 
cials began  to  reconsider 
the  terms. 

But  Newbridge  got  a 
break  when  hsbc's  deal 
to  buy  Seoul  Bank  fell 
apart  on  Aug.  31.  That 
focused  attention  on  ap- 
parent backsliding  on 
reform  and  put  pressure 
on  Seoul  to  restart  talks 
over  Korea  First. 

When  the  deal  closes, 
probably  by  January, 
Newbridge  plans  to  in- 
stall its  own  top  man- 


MAY  With  talks  snagged, 

deadline  for  closing  the 

hausting  talks,  top  offi-      deal  passes. _      agement.    Key    to    its 

cials  of  Korea's  Financial      JULY  Creditors  roll  over  turnaround  plan  is  GE 

Supervisory  Commission  debts  of  Daewoo,  hurting  Capital  Corp.,  a  New- 
and  Weijian  Shan,  New-  Korea  First  which  is  owed  bridge  investor,  ge  will 
bridge's    Hong    Kong-      $2  3  billion  Put  monev  mto  Korea 

based  managing  direc-  -: -      First  and  use  its  con- 

tor,  celebrated  with  SEPTEMBER  On  the  brink  sumer-finance  expertise 
champagne  a  letter  of     of  collapse,  talks  resume.         in  credit  cards  and  auto 

Newbridge  signs  deal  to 

buy  control  of  Korea  First 

for  $417  million. 


understanding    to    sell 
Korea  First. 

It  was  the  kind  of 
Asian  acquisition  that 
Newbridge  and  Texas  Pacific  Group 
were  looking  for.  Recent  buyouts  by 
Texas  Pacific  include  Continental  Air- 
lines, Oxford  Health  Plans,  while  New- 
bridge has  picked  up  a  semiconductor- 
packaging  unit  of  Indonesia's  Astra 
International. 

At  first,  the  Korea  First  deal  seemed 
unstoppable.  Newbridge  set  up  a  war 


loans,  execs  say.  The 
government  has  already 
lopped  about  one-third 
of  Korea  First's  staff. 
Now  the  focus  is  on  growth.  "We  only 
make  money  if  we  grow  the  assets  and 
put  a  lot  of  performing  loans  on  the 
books,"  says  Newbridge's  Carroll.  Ko- 
rea's bureaucrats  may  wish  they  hadn't 
been  forced  to  sell.  But  it  will  likely 
turn  out  to  be  a  sweet  deal  indeed  for 
Koreans. 

By  Mark  L.  Clifford  in  Hang  K<>ny 


BUSINESS  WEEK  /  OCTOBER  4.  1999  53 


International  Business 


i 


• 


INDONESIA 


WAS  TIMOR'S  CHAOS 
PART  OF  A  PLAN? 

Jakarta  may  have  set  out  to  create  a  client  state 


The  devastation  was  all  but  un- 
thinkable only  three  weeks  earlier, 
when  East  Timor  voted  for  inde- 
pendence from  Indonesia.  But  as 
U.N.  peacekeepers  landed  in  the  tiny 
territory  on  Sept.  20,  what  they  saw 
was  all  too  real.  In  Dili,  the  capital  city 
on  Timor's  north  coast,  shops,  offices, 
schools,  hotels,  and  homes  were  smol- 
dering ruins.  Marauding  militias  sup- 


ported by  the  Indonesian  army  had  sab- 
otaged power  plants,  water  works,  and 
electricity  and  phone  lines  across  the 
former  Portuguese  colony. 

Thousands  of  Timorese  jammed  the 
city's  squalid  beachfront  clutching  all 
that  remained  from  abruptly  shattered 
lives — a  chair,  a  cracked  mirror,  a  towel. 
Only  when  troop  ships  anchored  in  the 
harbor  did  people  begin  walking  back 


into    the    sacked   BURNED  OUT 
city.  Says  Matthe-  """" "'"' 

us  da  Costa,  a  28-  Sabotage  has 

year-old    electri-   left  DUi 

cian  whose  home 

was    looted:  "We  Without  pOWej 

feel  safe  now  that   yjotar  nr 

the  peacekeepers 

are  here."  phone  lines 

It  may  be  too 
soon  for  that.  Several  days  after 
tralian-led  troops  arrived,  much  of  Di^ 
and  almost  all  of  the  countryside- 
still  unsecured.  But  even  assuming  t| 
the  militias  are  subdued,  the  inter 
tional  community  now  faces  the  enl 
mous  challenge  of  turning  a  ravag| 
broken  society — one  that  was  never 
developed  to  begin  with — into  a  natl 
that  can  support  itself.  East  Timor^ 
are  years  away  from  regaining 
sense  of  social  and  economic  coherenl 
They  now  have  neither  government, 
il  service,  nor  infrastructure.  They 
no  longer  feed  themselves,  since 


Dire 
Straits 

Challenges  in 
East  Timor 


POPULATION 


Most  Timorese  are 
homeless.  In  Dili  and 
other  cities,  many 
houses  have  been 
looted  and  burned 


INFRASTRUCTURE 


Power  plants,  water 
systems,  the  electricity 
grid,  and  telephone 
lines  have  been 
sabotaged 


INSTITUTIONS 


The  territory  has  no 
government,  civil  ser- 
vice, currency,  or  cen- 
tral bank.  Local 
expertise  is  limited 


RESISTANCE 


Army-backed  militias 
have  regrouped  to 
partition  districts 
where  economic 
activity  is  concentrated! 
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rill  set  standards. 

len  I  will  exceed  (hem. 

■\  ill  vield  (he  Moor  lo  results. 


I  will  take  my  clients  seriously. 

And  myself,  less  so. 

I  will  err  on  the  side  of  immediately, 


I  will  ask  questions  others  wouldn't  bother  to  ask. 

I  will  catch  a  wave. 

I  will  always  brine  my  clients  with  me. 


1  work  for  J. P.  Morgan 


Morgan 


nnnbnrowirr@jpmorgun.eom    (private  client  advisors) 


by  IMF©  h  Singapore  by  MAS.  and  ,„  Japan  by  FSA  j  P  Morgan  Socu,,t,.s  AW  Plo  Lid  ragulalod  by  SFC  Hong  Kong.  MAS  ol  Singapore  and  FSA  ol  Japan  J  P  Morgan  I.  ,h.  markelrng  name  to,  J  P  Morgan  &  Co  toporawl  and  te**S«X  «** 
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economy,  rooted  in  agriculture,  is  a  ruin. 

The  U.  N.,  the  World  Bank,  and  other 
institutions  are  already  planning  East 
Timor's  reconstruction  as  a  sovereign 
state.  The  strategy  is  to  create  a  modest 
but  sustainable  economy  with  small, 
well-targeted  doses  of  aid.  If  all  goes 
well,  independent  East  Timor  will  learn 
to  pay  its  way  by  exporting  coffee,  pro- 
cessing foods,  and  hosting  tourists.  What 
will  soon  be  the  world's  newest  nation 
should  eventually  see  revenues  from  off- 
shore oil  and  gas  deposits. 

But  to  the  850,000  East  Timorese, 
these  are  only  dreams.  The  chaos  mili- 
tias and  the  Indonesian  army  continue 
to  inflict  is  no  less  than  econocide.  What 
appeared  to  be  random  violence  after 
Timor's  Aug.  30  vote  now  looks  like 
part  of  a  coldly  calculated  plan  to  de- 
populate much  of  the  territory  and  re- 
duce it  to  an  economic  basket 
case  reliant  on  Indonesia.  Al- 
most certainly,  Timor  is  also 
intended  as  a  warning  to  In- 
donesian provinces  rebelling 
against  Jakarta. 
COUNTING  HOUSES.  The  army 
now  appears  intent  upon 
claiming  the  coffee-growing 
hill  country,  East  Timor's  eco- 
nomic heartland,  as  part  of  In- 
donesia. As  the  first  U.  N. 
troops  arrived,  an  anti-inde- 
pendence militia  calling  itself 
the  National  Unity  Front  as- 
serted that  it  intended  to  re- 
tain control  of  eight  of  East 
Timor's  13  administrative  dis- 
tricts. U.  N.  troops  will  move 
quickly  to  quell  such  resis- 
tance. "Partition  is  out  of  the 
question,"  says  a  foreign  offi- 
cial helping  to  plan  East  Tim- 
or's reconstruction.  "It's  total- 
ly unacceptable  to  the 
international  community."  But 
diplomats  in  Jakarta  say  mili- 
tias in  neighboring  West  Tim- 
or could  remain  a  destabilizing 
force  for  years  to  come. 

The  immediate  task  facing 
the  U.  N.  and  aid  agencies  is  to  rebuild 
houses,  restart  utilities,  and  restore  so- 
cial services  such  as  hospitals  and 
schools.  "It's  not  a  question  of  counting 
the  houses  that  have  been  burned 
down,"  says  Jacqueline  L.  Pomeroy,  a 
World  Bank  economist  based  in  Jakarta. 
"It's  counting  the  houses  left  standing." 
In  Darwin,  Australia,  economists  and 
administrative  experts  are  developing 
blueprints  for  a  central  bank,  a  curren- 
cy system,  and  a  civil  service  of  15,000. 
Once  an  assessment  team  sizes  up  the 
damage  East  Timor  has  suffered,  it  will 


report  to  the  first  meeting  of  aid 
donors.  That  is  likely  to  take  place  in 
New  York  in  October. 

Portugal  and  Australia — the  former 
colonial  power  and  Timor's  wealthiest 
neighbor — are  likely  to  lead  the  donors' 
club.  These  two  countries  and  various 
U.  N.  agencies  are  expected  to  pour 
$300  million  into  Timor  this  year — and 
$100  million  annually  for  the  next  three 
years.  These  are  significant  sums.  By 
comparison,  Indonesia  spent 
$50  million  a  year  on  devel-  ?.?.??.T.'..,y.^T? 
opment  projects  in  East  Tim-    Australian- 
or;  its  operating  budget — in- 
cluding salaries  for  a  bloated    16Q  LFOOpS 
bureaucracy  of  28,000 — was 
$64  million.  "There  will  be  no 
shortage  of  money  going  into   militia  in 
East  Timor,"  says  the  World   bpyarPAS 


are  disarming 


Bank's  Pomeroy.  "The  prob- 


lem is  capacity.  In  terms  of  resources, 
how  much  can  this  place  absorb?" 

Remaking  East  Timor  is  not,  indeed, 
a  short-haul  project.  Joao  Mariano  de 
Sousa  Saldanha,  a  respected  Timorese 
economist,  thinks  it  could  take  10  years 
to  bring  the  new  nation's  per-capita  in- 
come back  to  $200— its  1997  level  and  a 
fifth  of  Indonesia's  average  that  year. 
While  other  economists  say  that's  pes- 
simistic, Saldanha — who  is  likely  to  play 
a  prominent  role  in  the  first  national 
administration — thinks  it  will  also  take  a 
decade  for  Timor  to  finance  its  operating 


budget.  "Once  we  can  cover  the  i 
ring  bills,  we'll  be  O.K.,"  he  says 
we  go  to  the  international  comm 
for  help  developing  the  economy." 
That  economy  is  certain  to  re 
two  hard-currency  earners:  coffi 
long-established  plantation  crop 
tourism.  Although  Timorese  coffee 
mixed  reviews  for  quality,  it  has  a 
icated  following.  Last  year  the  e 
crop — worth  $20  million  to  Time 
growers — went  to  Starbl 
Corp.,  the  U.S.  coffeeh 
chain.  What  was  expect 
be  a  $100  million  bumper 
this  year  won't  be  harve 
As  to  tourism,  it  will 
time  to  change  East  Ti 
image    from    gunshots 
burning  houses  to  hot 
and  fruity  drinks.  But  it 
natural  market:  Darwin  i 
miles  from  Timor's  pris 
beaches. 

OIL  CLASH?  Looming  1 
among  Timor's  unknowns 
offshore  oil  and  gas  fields 
managed  by  Indonesia 
Australia.  Most  are  not  scl 
uled  to  produce  commerci 
until  2003.  While  Timor 
likely  to  inherit  Indones 
rights,  the  new  governm 
in  Dili  will  probably  cl 
with  Jakarta  over  the  p 
that  allows  Australian  com 
nies  to  develop  the  fiel 
Says  Saldanha:  "It's  too  ea 
to  talk  about  oil." 

Or  timetables  for  much  e  ' 
No  one  yet  knows  how  long  | 
will  take  even  to  stabilize  E 
Timor — economically  or  m 
tarily.  Tensions  in  Jakarta  a 
weigh  heavily.  Gen.  Wiran 
the  army's  commander  in  ch 
may  face  a  showdown  wi 
legislators  and  students  o\ 
a  new  security  bill  and  pla 
to  postpone  a  presidential  el< 
tion  set  for  November.  If  a  r 
tionwide  upheaval  erup 
plans  to  rebuild  East  Timor  would  pro 
ably  have  to  be  reclassified — from  dii 
cult  to  all-but-impossible. 

While  Timor's  tragic  fate  seems 
least  partly  intended  to  keep  rebellio' 
provinces  such  as  Aceh  and  Irian  Ja 
in  line,  it  has  backfired  badly  in  Tim 
itself.  After  a  baptism  of  blood  and  fu 
the  Timorese  are  more  determined  thi 
ever  to  build  their  own  nation.  "Noi 
it's  murderers  and  burners  vs.  indepe: 
dence,"  says  one  foreign  observer.  Ar 
that's  not  much  of  a  choice. 

By  Michael  Shari  in  Di 
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MISSION 

e-business. 
Lots  of  customers. 
Lots  of  partners. 
Room  for  error?  Zilch. 

Sold  /The  sales  director  is  flooded  with  online  customer 
orders.  Overseas  suppliers  instantly  gear  up  production. 
Shippers  are  alerted.  It's  all  connected,  via  the  Web.  And 
IT  has  to  keep  it  running.  Not  to  worry. Tivoli  management 
software  automatically  manages  the  systems,  networks 
and  apps  that  keep  the  supply  chain  moving.  End-to- 
end.  Firewall-through-firewall.  So  customers  can  place 
orders.  Suppliers  can  fill  orders.  While  IT  keeps  order.  And 
e-business  marches  on.  Good  thing  IT  chose  a  reliable 
management  solution  from  Tivoli  Systems  Inc.,  an  IBM 
company.  1 888  TIVOLI-1.  www.tivoli.com/e-business 
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Manage.  Anything.  Anywhere. 


e-business 
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International  Business 


z 


FRANCE 


LETTING  SOME  AIR 
OUT  OF  MIGHELIN 

How  un-French:  The  tiremaker  is  cutting  jobs  and  costs 


When  2,000  angry  workers  rallied 
outside  the  headquarters  of  Miche- 
lin  in  the  French  town  of  Cler- 
mont-Ferrand on  Sept.  21,  they  plas- 
tered over  street  signs  along  Edouard 
Michelin  Avenue,  renaming  it  Full  Em- 
ployment Avenue.  The  workers  have 
no  quarrel  with  the  tiremaker's 
founder,  for  whom  the  street  was 
named.  But  they're  hopping  mad  at 
his  grandson  and  namesake,  a 
quiet,  balding  36-year-old 
who  became  CEO  in  June. 
He  has  ignited  a  fire- 
storm by  announcing  the 
elimination  of  7,500  jobs, 
10%  of  the  company's 
European  workforce. 

Politicians    across   the 
spectrum,  from  communists 
to  conservative   President    ^k 
Jacques  Chirac,  are  also  at- 
tacking the  plan.  They're  par- 
ticularly galled  that  Michelin 
announced    the    cuts    on    the    ' 
same  day  that  it  reported  a  20% 
increase  in  profits  for  the  first 
six  months  of  1999.  "We  didn't  re 
nounce  the  dictatorship 
of  the  proletariat  just 
to  replace  it  with  the 
dictatorship     of     the 
shareholders,"  Socialist 
Prime  Minister  Lionel 
Jospin  told  reporters  in 
New  York  on  Sept.  20. 
PRIORITIES.  What  has 
so  shocked  the  French 
is  that  Edouard  Miche- 
lin is  shaking  up  one  of 
the  last  bastions  of  old- 
style  French  capitalism, 
a  secretive,  family-con- 
trolled   company   that 
has    long    languished 
near    the    bottom    of 
France's  cac  40  stock 
index.    Although   firm 
numbers   are   unavail- 
able, the  family  is  be- 
lieved to  control  35%  of 
the  company.  "Too  of- 
ten   in   the    past,    we 
thought     that     if    we 
made  a  profit,  even  if  it 
was  only  0.3%  of  sales, 


TJ 


everything  was  fine.  That's  so  French!" 
Michelin  told  local  journalists.  Now,  he  is 
serving  notice  that  he  cares  more  about 
productivity  than  preserving  labor  peace. 
Even  if  the  furor  blows  over,  he  has 
his  work  cut  out  for  him.  In  February, 
Michelin  was  displaced  as  the  world's 
biggest   tiremaker   when    U.S.- 
based  Goodyear  Tire  &  Rubber 
Co.  merged  with  Japan's  Sumito- 
mo Rubber  Industries  Ltd. 
Now,  the  giant  is  driving 
straight  into  Western 
\    Europe,  which  accounts 
+  \    for  half  of  Michelin's 
sales.  Goodyear  posted 
j     a  5.1%  sales  increase  in 
Europe  during  the  first 
six  months  of  the  year, 
while  Michelin's  European 
sales  were  flat.  Most  of  all, 
3    Michelin  needs  to  cut  costs  as 
auto   manufactur- 
ers demand  ever- 
deeper  discounts 
from  tiremakers. 
The  company  has 
127,000    workers, 
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EDOUARD  MICHELIN'S 
T0-D0  LIST 

•  Slash  production  costs 
in  Europe  while  defend- 
ing market  share  against 
tougher  competition 

•  Increase  sales  in 
North  America  and 
look  for  an  acquisition 
to  establish  a  beach- 
head in  Asia 

•  Offer  a  wider  range 
of  brands,  especially 
for  hot-selling  vehicles 
such  as  minivans  and 
SUVs 

Use  technica 
prowess  to  stay  ahead 
of  the  pack,  as  in  the 
1960s  when  Michelin 
developed  the  first 
radial  tires 
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vs.  Goodyear-Sumitomo's  105,000, 
though  its  $14.6  billion  in  annual 
are  $1  billion  less  than  its  rival's. 
The  new  ceo  has  made  an  encc 
ing  start.  To  bolster  European  sal 
is  introducing  a  wider  product  r| 
including  previously  unavailable 
priced  brands.  He  is  investing  $40* 
lion  to  expand  manufacturing  i 
U.  S.,  where  sales  have  grown  4.3 
year,  vs.  only  2.7%  for  Goodyear, 
labor  costs  are  20%  less  than  in  Fr 

Industry- watchers  have  had 
eyes  on  Edouard  Michelin  since  th 
ly  1990s,  when  he  ran  the  comp 
truck-tire  business  in  the  U.S. 
helped    oversee    the    integratio 
Uniroyal  Goodrich  Tire  Co.  after  M| 
lin  acquired  it  in  1990.  His  mentor 
was  Carlos  Ghosn,  a  tough  man 
who  went  on  to  become  a  star  cost 
ter  at  Renault  and  is  now  restructv 
Nissan  Motor  Co.  Already,  Michelin 
brought  in  younger  faces  to  replace 
oral  senior  executives.  And  in  Juntj 
invited  industry  analysts  to  a  bri 
and  factory  tour  in  Clermont-Ferrai 
the  first  time  since  1994  that  the 
pany  has  held  such  a  meeting.  Inve 
are  impressed:  Michelin's  stock  i 
35%  this  year,  more  than  twice  the 
erage  15.9%  rise  on  the  cac  40  ind 
That's  good  news  for  the  new 
because  he's  going  to  need  to  r 
money  for  an  acquisition.  Even  i 
achieves  his  goal  of  increasing 
ropean  productivity  20%  over 
next  three  years,  Michelin  need 
boost  sales  in  other  markets  to  k 
pace  with  Goodyear-Sumitomo 
Japan's  Bridgestone  Corp.  Althoi 
Michelin  has   14%  of  the  No 
American  passenger  market,  it 
less  than  a  5%  share  in  Asia. 

Michelin  could  still  face  headac 
in  France.  Socialists  in  parliam< 
are  already  pushing  legislation 
deny  the  tiremaker  state  aid  it  wo 
ordinarily  receive  for  early  reti 
ments  and  worker  retraining, 
while  fewer  than  5%  of  Micheli 
French  workers  took  part  in  t 
one-day  work  stoppage,  labor  i 
rest  could  worsen.    Edouard  Mid 
lin  may  not  win  any  popularity  cc 
tests  in  France  these  days, 
one  day  he  could  be  remei 
bered  as  the  ceo  who  sav 
his  grandfather's  company. 
By  Carol  Matlack  in  Pai 

TOUGH  GUY 

Michelin  is  shaking  up  his 
grandfather's  company-and 
making  plenty  of  enemies 
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When  you  have  Cognos  Business  Intelligence,  you'll 
come  up  with  the  right  answer  in  minutes,  because 
you'll  be  able  to  see  beyond  the  surface.  You'll  see  in 
an  instant  who's  contributing  the  most  to  the  bottom 
line  by  selling  high-margin  products — so  you  can 
start  rewarding  the  reps  who  are  making  the 
biggest  contribution  to  your  profit  line.  It's  just 
one  way  you  can  use  Business  Intelligence  from 
C  Cognos  to  make  better  decisions  every  day, 
everywhere  within  your  enterprise. 


Only  Cognos  has  the  applications,  the  know-how, 
the  track  record,  and  the  support  services  to 
put  Business  Intelligence  to  work  throughout 
your  enterprise.  To  find  out  how  innovative 
companies  around  the  world  have  already  profited 
from  our  Business  Intelligence  leadership, 
ask  for  our  free  book,  The  Multidimensional 
Manager,  by  visiting  our  Web  site  at 
www.cognos.com/incontrol  or  by  calling 
1-800-426-4667,  ext  2099. 
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Our  team  of  experts  can  help  you 
recognize  potential  risks  — and 
see  opportunities  you  may  never 
have  noticed. 
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WHY  GERMANY'S  OPPOSITION 

LIKES  SCHRODER  DOWN-BUT  NOT  OUT 


It's  the  kind  of  comeback  that  politicians  the  world  over 
dream  of.  Germany's  Christian  Democratic  Union  (cdu) 
lost  its  hold  on  the  Chancellor's  office  to  the  Social  Demo- 
cratic Party  (spd)  barely  a  year  ago.  But  in  recent  weeks,  the 
Christian  Democrats  have  won  four  regional  elections  in  a  row 
against  the  Social  Democrats,  dealing  a  humiliating  blow  to 
Chancellor  Gerhard  Schroder.  The  victories  give  the  Christian 
Democrats  control  of  the  upper  house.  How  they  use  their 
newfound  clout  will  determine  the  fate  of  reform 
in  Germany.  And  if  the  Christian  Democrats 
play  their  cards  right,  they  could  spearhead  a 
resurgence  of  the  center-right  in  Europe. 

This  is  a  tricky  situation.  Schroder,  defying 
the  left  wing  of  his  party,  is  proposing  a  tough 
budget  that  would  cut  taxes  and  spending.  But 
his  inability  to  deliver  economic  growth  thus 
far  has  infuriated  voters,  who  have  turned  to 
the  Christian  Democrats  in  protest.  As  a  result, 
the  CDU  now  has  the  power  to  block  or  pass 
Schroder's  budget.  If  the  budget  passes,  it  could 
be  the  start  of  serious  reform,  but  the  Christian 
Democrats  hardly  want  to  sponsor  a  Schroder 
comeback. 

Thus  the  CDU  has  already  rejected  the  idea  of 
a  formal  coalition  with  the  Socialists.  A  coalition 
would  pin  some  of  the  blame  for  the  tougher  re- 
forms on  the  CDU,  especially  efforts  to  curb  " 
health-care  spending.  "We  don't  want  [a  coalition]  and  we 
don't  need  it,"  says  CDU  Chairman  Wolfgang  Schauble.  "Vot- 
ers have  assigned  us  the  role  of  opposition  for  four  years,  and 
we  are  fulfilling  this  task  well  now." 

BALANCE.  But  the  CDU  will  offer  some  support  to  Schroder's 
program,  especially  the  budget  cuts  favored  by  business. 
Besides,  the  CDU  doesn't  want  to  push  Schroder  into  a  corner 
where  he's  forced  to  call  an  early  general  election  immediately. 
The  party  has  yet  to  choose  its  candidate  for  the  Chancel- 
lorship and  agree  on  the  main  thrust  of  its  next  manifesto. 


Tensions  between  Schauble  and  other  would-be  Chancellor 
such  as  the  more  progressive  deputy  chairman,  Volker  Ruli 
are  already  evident. 

Also  angling  for  power  are  the  cdu's  rising  stars,  wl 
have  come  to  the  fore  over  the  past  year  and  who  have  p 
litical  ambitions  of  their  own.  Among  them  is  Angela  Merki 
an  East  German,  who  as  general  secretary  of  the  party  h 
masterminded  the  string  of  cdu  election  victories,  and  opp 
sition  budget  spokesman  and  deputy  parli 
mentary  party  chief  Friedrich  Merz,  who  h 
proven  to  be  a  shrewd  and  capable  opponent 
the  government's  financial  policies. 
"VIRTUAL  COALITION."  So  cdu  leaders  say  th 
are  willing  to  negotiate  with  Schroder  to  get  t 
policies  they  like  onto  the  statute  books  quic 
and  revise  those  they  don't.  Key  reforms,  su 
as  the  budget  and  tax  changes,  are  likely 
get  through,  but  not  plans  to  restrict  heal 
care  spending.  "What  we'll  see,  in  other  wor< 
is  the  emergence  of  a  'virtual'  coalition,"  sa; 
Hans-Olaf  Henkel,  president  of  the  Federatii 
of  German  Industry.  "It  will  be  a  grand  coaliti 
of  people  who  support  the  modernization 
Germany,  who  favor  reform.  And  that  wo 
be  a  very  positive  development  for  industry.'l 
Maybe.  But  how  long  would  such  a  coa 
~  tion  last?  Certainly  not  until  the  next  elej 
tion,  which  is  officially  due  in  2002.  The  economy  is  now 
viving,  and  the  last  thing  the  CDU  wants  is  for  Schroder 
get  the  credit.  So  the  betting  in  Berlin  is  that  the  party 
try  to  sort  out  its  internal  problems  and  engineer  the  Chi 
cellor's  downfall  well  before  then — possibly  as  early  as  ne 
May.  That's  when  another  election  will  be  held,  for  1 
state  parliament  in  North  Rhine- Westphalia,  Germany's  s| 
cialist  heartland.  If  Schroder  does  badly  there,  the  cdu  vi\ 
take  off  the  white  gloves. 

By  David  Fairlamb  in  Frankfii 
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GLOBAL  WRAPUP 


AFTERSHOCKS  IN  TAIWAN 

►  Assessing  the  damage  from  the 
powerful  earthquake  that  rocked  Tai- 
wan on  Sept.  21  may  take  weeks.  Ear- 
ly estimates  put  the  cost  at  $3  billion 
as  the  death  toll  soared  to  more  than 
2,000.  The  disaster  threatens  the  is- 
land's economic  recovery,  particularly 
its  electronics  manufacturers.  Before 
the  quake,  the  economy  was  expected 
to  grow  5.5%  this  year. 

A  prolonged  shortage  of  electricity 
could  disrupt  Taiwan's  finely  tuned  sup- 
ply chain  of  semiconductors,  circuits, 


mainboards,  and  other  components  that 
go  into  computers  and  electronic  goods 
around  the  world.  The  island  produces 
70%  of  the  world's  computer  main- 
boards.  Companies  at  the  Hsinchu  Sci- 
ence-Based Industrial  Park,  which  are 
housed  in  thick- walled,  modern  build- 
ings and  are  located  north  of  the 
quake's  epicenter,  escaped  heavy  dam- 
age. But  they're  getting  minimal 
amounts  of  power — enough  to  operate 
lights  but  not  production  lines. 

The  worst  hit  were  the  park's  20 
semiconductor-fabrication  plants , 
where  sensitive  processes  were  dis- 


rupted midstream.  The  shutdown  is 
costing  them  $15  million  a  day.  Al- 
ready, prices  for  commodity  memory 
chips,  which  were  in  short  supply,  are 
rising.  Prices  for  64  megabit  memory 
chips  jumped  10.5%,  to  $16.57  apiece 
after  the  quake. 

To  rebuild,  Taiwan's  central  bank  is 
making  $3  billion  available  in  low-in-  I 
terest  loans.  And  in  what  many  see  as 
a  propaganda  ploy,  even  Beijing  is  of-l 
fering  to  help  with  $160,000  worth  of 
aid.  Taiwan  officials  thanked  China  foD 
the  offer  and  said  they  would  think 
about  it. 
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We  mill  wheat  into  flour.  Process  barley  into  malt.  And  produ<  teners  ft 

U.S.,  B*  id  Europe.  We  produce  and  process  poultry  in  Thailand.  Trade  agricultural 

commodities  and  foreign  currencies  on  the  world's  major  exchanges    And  operate    \  ' 
processing  facilities  in  North  America,  where  these  days,  there's  some  good  news  for  everyone. 
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IT'S  NOT  JUST  WHAT  WE  DO. 
IT'S  HOW  WE  DO  IT. 
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PERFORMANCE 


ONCE  MORE, 

ALL  EYES  WERE  ON  TECH 

These  stocks  again  spearheaded  much  of  the  BW  50's  advance 


Build  the  Internet,  and  investors 
will  come.  That  explains  Sun  Mi- 
crosystems Inc.'s  stunning  per- 
formance over  the  past  six 
months:  Its  stock,  which  recently  split  2- 
for-1,  climbed  a  lofty  65%.  Not  content 
just  to  sell  most  of  the  servers  that 
store  and  send  data,  images,  and  video 
clips,  Sun  has  been  on  a  tear  to  expand 
its  reach.  Taking  a  shot  at  Microsoft 
Corp.'s  Office  software,  Sun  bought  Star 
Division  GmbH  and  is  offering  its  soft- 
ware free  from  a  Web  site.  Sun  also 
spent  $540  million  to  grab  Forte  Soft- 
ware Inc.,  which  specializes  in  e-com- 
merce  software. 

No  surprise  then  that  ceo  Scott  G. 
McNealy  boasts  that  he  has  "the  broad- 
est, most  integrated  offering  there  is." 
And  together  with  solid  growth  in 
server  sales,  the  dealmaking  is  show- 
ing up  where  it  counts:  Sun's  net  in- 
come jumped  45%  last  quarter. 

That  sort  of  hot  hand  once  again 
has  propelled  technology  compa- 
nies to  the  fore  of  the  stock  mar- 
ket— and  kept  many  on  this  year's 
crop  of  business  week  50  companies 
surging.  In  the  six  months  since  we 
ranked  Corporate  America  by  selecting 
the  top-performing  members  of  the 
Standard  &  Poor's  500-stock  index,  the 
BW  50  handily  outran  the  overall  s&P 
500,  7%  to  4.4%. 

CYCLICALS'  COMEBACK.  Getting  in- 
vestors excited  about  big  companies — 
even  the  best  ones — isn't  easy  these 
days,  however.  The  large-cap  s&P  500 
is  treading  water  because  investors  in- 
creasingly have  shifted  into  long-ignored 
smaller  stocks.  That  explains  why  the 
Russell  2000  benchmark  of  small  stocks 
was  able  to  top  the  BW  50,  with  a  10.7% 
gain  for  the  period.  The  30-stock  Dow 
Jones  industrial  average  also  did  bet- 
ter than  the  BW  50,  rising  11.7%  as  beat- 
en-down cyclical  companies,  such  as  Alu- 
minum Co.  of  America,  bounced  back. 
(Both  Standard  &  Poor's  Corp.  and 
business  week  are  owned  by  The  Mc- 
Graw-Hill Companies.) 

Still,  for  those  measuring  performance 


against  the  broader  big-cap  universe 
tracked  by  the  s&P  500 — which  remains 
the  key  benchmark  for  many  investors 
and  money  managers — the  BW  50  con- 
tinued to  excel.  The  companies  that 
made  it  on  to  the  1999  bw  50  were  se- 
lected based  on  improvements  in  sales, 

The 

Business  Week 


The  10  Best  Performers 


BUSINESS 

WEEK  50 

RANK  COMPANY 


PERCENT  CHANGE 
IN  STOCK  PRICE 

342/99  -  940/99 


22  BMC  SOFTWARE  81% 
46        AES  77 

23  SUN  MICROSYSTEMS  65 
4        ORACLE  62 

32        SOLECTRON  55 

24  GATEWAY  51 
40  INTEL  48 
14        CISCO  SYSTEMS         .  37 

6        COMPUWARE  32 

11        TELLABS  31 

DATA:  STANDARD  8.  POOR'S  C0MPUSTAT, 
A  DIVISION  OF  THE  McGRAW-HILl  COMPANIES 


earnings,  and  total  return  over  be 
one-year  and  a  three-year  period, 
additional  yardsticks,  net  margins 
return  on  equity,  were  used  to  ju 
the  underlying  financial  strengths  of 
companies.  Then  the  companies 
weighted  by  sales,  because  it's  ea 
to  grow  from  a  smaller  base. 

To  check  how  well  these  star 
formers  are  doing  six  months  later, 
figured  the  group's  total  stock  per: 
mance,  as  if  one  share  of  each  comp; 
had  been  purchased  when  the  BW 
rankings  were  published.  Since  spri 
much  of  the  BW  50's  market  incre; 
has  been  powered  by  high-tech  com  », 
nies  selling  everything  from  softw;  \\j\j 
to  microprocessors  to  computer  servic 

Nine  of  the  top  10  companies  fall  i 
the  tech  sector.  That  includes 
No.  1  performer,  BMC  Software  I 
which  racked  up  an  81%  sto 
price  increase  over  the  past 
months.  In  the  quarter'  ended  J 
30,  BMC  churned  out  43%  higi 
sales  of  its  software,  which  ke 
mainframe  computers  and  their  n 
works  operating  smoothly.  That  so 
ing  demand  also  boosted  net  earni: 
34%. 

"SHARPER  PENCILS."   Like  Sun,  oth 
hot  tech  companies  have  joined  the 
commerce  gold  rush.  The  stock  price 
Oracle  Corp.,  which  makes  Web-frier 
ly  database  software,  was  up  62%.  N< 
work  systems  provider  Cisco  Syster 
Inc.  rose  37%.  And  Tellabs  Inc.  saw  i 
stock  gain  31%  on  surging  sales 
equipment  that  transmits  data,  vid( 
and  voice  signals.  But  America  Onlii 
Inc.,  the  one  pure  Internet  play  in  tl 
bunch,  stalled  out.  It  suffered  from  Wi 
Street's  tougher,  bottom-line  examin 
tion  of  Web  stocks,  even  though  AOL 
one  of  the  few  that  makes  money.  Sa; 
analyst     Christopher     P.     Dixon 
Paine  Webber  Inc.:  "Investors  are  takii 
out  sharper  pencils." 

The  biggest  surprise  among  the  B 
50  winners,  however,  was  found  far  ou 
side  Silicon  Valley,  aes  Corp.,  tl 
world's  biggest  independent  supplier 
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Are  you  doing  business 
at  the  speed  of  the  Internet? 


iTt; 


rocessing,  please  wait. 


Or  at  the  pace  of  your  PCs? 


pentyum*,//. 


If  you  want  to  truly  maximize  your  e-business  investment,  be  sure  your  PCs  aren't  holding  you  back.  The 
Intel®  Pentium®  III  processor  has  remarkable  performance  capabilities.  It  is  primed,  ready  and  optimized  for 
e-business— so  your  company,  its  people  and  their  PCs  can  make  the  most  of  everything  the  Internet  has 
to  offer.  It  has  the  power  to  run  sophisticated  compression,  encryption  and  anti-virus  software  behind  the 
scenes  without  compromising  productivity.  And  it  has  the  performance  headroom  you'll  need  to  handle  the  next 
generation  of  Web  applications.  Put  some  extra  muscle  behind  your  company's  e-business  investment— with  the  Pentium 
III  processor.  Information  on  Intel  products  and  the  year  2000  is  available  on  our  Web  site.   (  ->  intel.com/IT 


;r  1  rali> »  |"  its  and  the  year  2000  is  available  at  www.intel.com  or  at  800-628-8686. 

Intel  and  Pentium  are  registered  trademarks  of  Intel  Corporation. 
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The  Corporation 


electricity,  saw  its  stock  shoot  up  77%. 
How  did  a  power  company  score  our 
second-highest  gain?  By  hustling  to  take 
advantage  of  deregulation,  aes  is  sell 


How  the  Rest  Stacked  Up 


BUSINESS 

WEEK  50 

RANK         COMPANY 


PERCENT  CHANGE 
IN  STOCK  PRICE 

342/99  -  940/99 


29  NAVISTAR  INTERNATIONAL  24% 
5  EMC  21 

1  MICROSOFT  19 

2  DELL  COMPUTER  17 
42  BRISTOL-MYERS  SQUIBB  17 
45  AMGEN  17 
17  AIRTOUCH  COMMUNICATIONS*  15 
49  BELL  ATLANTIC  13 

30  OMNICOM  GROUP  13 
44  GENERAL  ELECTRIC  11 
13  HOME  DEPOT  4 
27  MBNA  4 
36  INTERPUBLIC  GROUP  3 
47  KOHL'S  3 


ing  electricity  to  individual  U.  S.  corpo- 
rations, and  is  gobbling  up  overseas  ca- 
pacity. The  company's  stock  rose  10% 
in  one  day,  on  Aug.  19,  when  it 
announced  a  $3  billion  pur- 
chase of  England's  massive 
Drax  coal-fired  plant. 


*> 
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WEEK  50 

RANK         COMPANY 


PERCENT  CHANGE 
IN  STOCK  PRICE 

342/99  -  940/99 


7  AMERICA  ONLINE  -    0 
34  PAYCHEX  -1 

35  wal-mart  stores  -1 

21  marsh  &  Mclennan  -2 

28  bellsouth  -5 

10  schering-plough  -8 

19  TJX  -8 
33  CARNIVAL  -8 

8  MORGAN  STANLEY  DEAN  WITTER    -8 

20  AMERITECH  -9 
18  CHARLES  SCHWAB  -10 
12  WARNER-LAMBERT  -10 

9  SBC  COMMUNICATIONS  -10 
15  CAPITAL  ONE  FINANCIAL  -12 


The  other  low-tech  performer  v 
Navistar  International  Corp.,  which  cai  i 
keep  up  with  demand  from  Ford  Mot 
Co.  and  others  for  its  clean  diesel  tru 
engines.  Navistar  is  reaping  the  benefi 
of  an  efficiency  drive  in  the  early  '9( 
Thanks  in  part  to  a  56%  leap  in  operatii 
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WEEK  50 

RANK       COMPANY 

PERCENT  CHANGE 
IN  STOCK  PRICE 

342/99  -  940/99 

26 

FORD  MOTOR 

-12 

39 

FREDDIE  MAC 

-13 

41 

BB&T 

-16 

16 

MERCK 

-17 

43 

DAYTON  HUDSON 

-18 

3 

GAP 

-19' 

25 

ELI  LILLY 

-24 

38 

MAYTAG 

-24 

31 

SAFEWAY 

-24 

37 

LOWE'S 

-28 

48 

WASHINGTON  MUTUAL 

-28 

50 

STATE  STREET 

-29 

*AirTouch  Communications  merged  with  Vodafone  Group  on 
June  30.  The  increase  is  based  on  the  June  29  closing  price. 

DATA:  STANDARD  &  POORS  COMPUSTAT 
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mine's  for  the  quarter  end 

July  31,  Navistar's  stock 

se  24%. 

■61  .ill  the  I'.w  50  compa- 
■s  proved  so  nimble  at 
apting  to  roiled  markets. 
larmaceutical  stocks  were 
«l|  .ttered  by  talk  that   Con- 
Ill  (ess  might  give  drug-  bene- 
dg|s     to     the     elderly     via 
ire.  Investors  fear  that 
the  government  becomes 
hum'  buyer  of  drugs,  com- 
nies  will  feel  pricing  pres- 
re.  Also,  several  companies 
ze  increased  competition  as 
eir  blockbuster  drugs  lose 
tent  protection.  That's  why 
i  Lilly  &  Co.  suffered  a  24%  drop  in  its 
ares,  while  Merck  &  Co.  lost  17%. 
VTE  WORRIES.  Rising  interest  rates  are 
tat  ails  most  of  the  beleaguered  mem- 
■rs  of  this  year's  bw  50.  Those  higher 
tes  could  spark  a  slowdown,  which 
juld  hit  retailers  and  big  consumer- 
oducts  companies.  Indeed,  jittery  in- 
•stors  are  taking  profits  and  shifting 
eir  money  elsewhere.  Despite  strong 
suits — sales  climbed  29%  in  the  most 
cent  quarter,  with  net  earnings  up 
Wo— Gap  Inc.'s  shares  fell  19%.  The 
orry:  All  the  action  is  in  Gap's  Banana 
epublic  and  Old  Navy  offshoots,  while 
;  Gap  store  sales  are  flat. 


THE  BUSINESS  WEEK  50  SIX  MONTHS  LATER 

Our  corporate  stars  edged  out  the  S&P  500 
but  came  u\>  n  bit  short  uf/aiiist  other  popular  indexes 
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Maker  of  big-ticket  consumer  goods 
were  hit  hard,  too.  Ford,  the  only  car- 
maker on  our  list,  is  facing  more  compe- 
tition on  its  highly  profitable  trucks.  Its 
net  earnings  slumped  2%  in  the  most  re- 
cent quarter,  and  its  stock  fell  12%  over 
six  months.  Maytag  Corp.,  meanwhile, 
may  have  set  a  record  for  the  BW  50's 
most  precipitous  fall.  In  early  September, 
the  fast-growing  appliance  maker  shocked 
Wall  Street  with  projections  that  sales 
will  stall  out  for  the  rest  of  this  year. 
Turns  out  Maytag  has  fallen  behind  in 
discount  appliances.  Its  stock  price,  which 
had  been  up  18%  at  the  time,  got 
hammered  and  finished  down  24%  for 


the     i  ■■  mo  n  i  h  i»«-  ii  od 
Inve  tor     hilled  mon 

IU<    "I      tOCk      and    into 

bond   and  other  investment  -. 
Borne  financial  com 

panies   also  got    walloped. 

Stale    Street    (  orp.,    which 

provide-,  back  offii  i 
for  institutional  investors, 
earned  the  dubious  honor  of 
last  place  on  the  list,  off  29%. 
Its  latest  quarterly  results 
showed  only  an  H'/t  net  in- 
come gain  as  mutual-fund  in- 
flows fell  off. 

For  many  of  the  BW  50, 
the  next  six  months  won't  be 
much  easier.  This  may  be  the 
year  Santa  Claus  relocates  permanently 
to  the  Internet,  challenging  traditional 
retailers  like  never  before.  And  who 
knows  what  impact  Y2K  will  have  on 
computers  or  consumers?  But  robust 
overall  earnings  projections  suggest  that 
there  is  still  growth  to  be  squeezed  out 
of  this  long-running  expansion.  "With 
worries  moderating,"  says  Hugh  John- 
son, First  Albany  Corp.'s  chief  invest- 
ment officer,  "quality  large-cap  stocks 
are  the  place  to  go."  And  that's  what 
the  bw  50  is  all  about. 

By  Larvy  Light  in  New  York,  with 
Peter  Burrows  in  Sayi  Mateo,  Calif., 
and  bureau  reports 


At  Dana  Corporation,  there's  only  one  way  to  look  at  any  vehicle. 
From  underneath.  That's  where  you'll  see  the  innovative  Dana 
components,  modules  or  complete  Rolling  Chassis'"  systems  that 


TO  US,  THERE'S  ONLY  ONE  WAY  TO 
LOOK  AT  ANY  VEHICLE. 


help  car,  truck  and  off-highway 
vehicle  manufacturers  stay 


ahead  of  their  schedule  for  the 


future.  Visit  us  at  www.dana.com  and  discover  our  original 
equipment  and  replacement  parts  for  under  the  vehicle  and  under 
the  hood,  around  the  world.   &??&  rt?t<>^/ffarffo/&Ly 
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LONG  AGO  PEOPLE 
NAVIGATED  BY  THE  STARS. 


Some  still  do. 

\   \  k   X  X 

Emerging  Growth* 

Comstock* 

Global  Equity  Allocation** 

Aggressive  Equity* 

'(out  ot  3122  funds  in  the  domestic  equity,  funds  cotegory) 
"(out  of  1001  funds  in  the  internotionoi  equity  funds  category) 

Overall  Morningstar  Ratings  Class  A  Shares  (as  of  8- 3 1-99) 


VAN  KAMPEN 

FUNDS 

These  are  our  Equity  Funds  that  have  earned  some  of  Morningstar's 
high  overall  ratings.  For  details  call  your  Financial  Advisor  or  1-800-231-2808. 

www.vankampen.com 

Past  performance  does  not  guarantee  future  results.  The  investment  return  and  principal  value  will  fluctuate  with  changes  in  market  conditions,  ^hares 
when  redeemed  ma  b worth  more  or  less  than  their  original  cost.  For  a  prospectus  containing  more  complete  information,  includ,ng  a  discussion  for  nsk  considerabons, 
Tharges  anTexpenses  for  any  Van  Kampen  Fund,  contact  your  Financial  Advisor.  Please  read  the  prospectus  carefully  before  ir.vest.ng  or  sending  money. 
Comstock  (inception  10/68),  3  stars  for  10-year  (748  funds),  4  stars  for  5-year  (1957  funds),  and  4  stars  for  3-year  (3122 ''"nds);  Global  Equity 
Allocation  inception  1/93)  4  stars  for  5-year  (535  funds),  4  stars  for  3-year  (1001  funds);  Aggressive  Equ,ty  (inception  1/96).  4  stars  for  3  year 
fS 'fundsj ^Emerging  Growth  (inception  10/70),  5  stars  for  10-year  (748  funds),  4  stars  for  5-year  ,1957  funds),  and  4  stars  for  3-year  (3122  funds). 
Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  through  8/31/99.  Ratings  are  calculated  from  the  funds'  3-,  5-,  and  ^'^^^' ^rSTs 
aoolicable)  in  excess  of  90  day  Treasury  bill  returns  (with  appropriate  fee  adjustments)  and  risk  factor  that  reflects  fund  performance  below  90-day  T-b.ll  returns.  Ratings 
T^Z^^TmZ,  Ratings  are  subject.  Change  month,,  The  top  10%  o,  the  funds  in  an  *^W^*S*Z^&£ 
stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star.  Distributed  by  Van  Kampen  Funds  Inc.  ©1999  Van  Kampen  Funds  Inc. 
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U  S  I  N  E  S  S 


E    ECONOMY 

THE  WORLD'S  NEXT  GROWTH  ENGINE 

erica  blazed  the  tmil,  and  now  the  rest  of  the  globe  can 
yy  gains  from  an  information  economy 

RATEGIES 

BRIGHT  HOPES  AND  TERRIBLE  FEARS 

eh  of  what  we  thought  we  knew  about  business  wont 
I  water  when  it  comes  to  the  Internet 

NUFACTURING 


3  THE  CUSTOMER  TAKES  CENTER  STAGE 

•sonalized  products  become  viable  as  tfie  Net  provides 
?ct  links  between  client  and  supplier 

NAGEMENT 


8  WANTED:  THE  YOUNG  AND  GIFTED 

companies  on  the  cusp  of  tlie  Internet  Age,  the 
ource  i>i  shortest  supply  is  brainpower 

NANCE 


0  ALL  THE  WORLD'S  AN  AUCTION 

where  has  telecom  and  information  technology  had  a 
atcr  impact  than  o>i  capital  markets 

TER    FROM    SHANGHAI 


BIG  BROTHER  AND  THE  E-REVOLUTION 

'/  heavy-handed  government  officials  hold  back  Internet 


repreneurs? 


age 


GOVERNMENT 


POLITICS 

144  ACTIVISTS  WITHOUT  BORDERS 

The  Net  is  fast  changing  the,  rules  in  power  politics,  but 
government  censors  have  their  scissors  out 

REGULATION 

154  TAMING  THE  WILD,  WILD  WEB 

Without  laws  that  have  some  teeth,  the  Net's  growth  will  be 
stinted 


SOCIETY 


LIFETIME    LEARNING      . 

164  SCHOOL  IS  NEVER  OUT 

To  keep  up  with  ever-clianging  job  demands,  continuing 
education  is  evolving  at  Net  speed 

THE    INTERNET    &    ME 

170  WORK  A  LA  MODEM 

A  business  week  writer  describes  the  joys  and  headaches 
of  telecommuting 

E-MAIL 

178  LIKE  IT  OR  NOT,  YOU'VE  GOT  MAIL 

Electronic  messages  are  already  outstripping  snail  mail, 
bid  speed  often  takes  precedence  over  substance 

LETTER    FROM    BLACKSBURG,   VA. 

188  AMERICA'S  DIGITAL  DIVIDE 

The  haves  and  have-nots  of  affordable  online  access  give 
the  lie  to  the  concept  of  a  global  village 

THE    NEW    COMMUNITIES 

200  UNTANGLING  THE  WEB 

Soft/rare  /rill  someday  cut  through  the  clutter  and  help 
online  communities  flourish 


^LUS:  COVER  GALLERY  Thwugh  seven  decades,  tracking  business-end  tlie  world.       Opposite  Page  118 
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Internet 

AGE 

The  power  to  navigate  the  world 
at  the  click  of  a  mouse  is  a  force 
^**|  that  is  transforming  our 
lives  like  none  before 


In  October,  1969,  researchers  at  the  University  of  California  at 
T  os  Aneeles  were  ready  for  a  critical  experiment.  They  had 
Lt  up  a  computer  and  communications  node  while  colleagues 
n  tailed  s imL  equipment  in  MeTilo  Park,  Cakf.  Now  hey 
would  test  whether  they  could  link  computers  over  tele- 
phone lines  to  operate  as  one  system.  Once  the  line  be 
tween  the  two  teams  was  open,  the  researchers  at  ucla 
began  slowly  tapping  out  a  message,  "login,    to  activate  the 

^ffiSft  the  Internet  Age.  By  the  end  of  the  month, 
the  teLruXdL  computers  in  a  demonstration  that  captivated  their 
bankX-fat  the  Pentagon.  The  brass  hats  would  eventually  create  a 
na"  ring  of  computers  and  telephone  lines  designed  tc -keep 
functioning  even  if  a  nuclear  attack  took  out  part  of  the  network. 
Thl  Tdea  iaLed  up  with  software  that  makes  information  easy  to  read 
Ind  let  us^viat"  the  Net  with  a  mouse  click,  has  become  the  force 
that  is  transforming  our  lives  like  none  before. 

humbled  Anvone  with  a  computer  is  a  citizen  of  the  uorld-and  a 
nZ  woridT  that.  The  musings  of  Leonardo  da  Vinci  your  grand- 
dauenter's  refrigerator-door  art,  a  Presidential  news  conference,  or  a 
Syot  supplier's  inventory  of  a  critical  component  are  wjtor reach. 
At  this  point,  we  can  only  imagine  where  the  technology  will  lead I  us. 

Certinlv  he  earlv  impact  of  the  Internet  is  profound,  particularly  for 
buSeTupstarts  with  a  Tl  line  and  buckets  of  cash  are  humbling  com- 
presthat^seemed  impregnable.  Financial  markets  are  becoming 
Lre  efficient  for  people  who  want  to  ^st  or  «ise  money 

In  fact  efficiency  mav  be  the  watchword  of  the  Net.  It  provides  the 
me^s  to  break  down  bureaucracies;  challenge  corporate,  governmental 
Zt  intellectual  orthodoxies;  and  foster  a  stronger  sense  of  conunun,  > 
J;uch  developments  have  sparked  more  than  one  revolution.  Theres  no 
reason  to  expect  anything  less  this  time. 
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The  Internet  Economy: 

the  World's 

Next  Growth  Engifl 


THE  U.S.  BOOM  IS  ONLY  THE  START  OF  A  GLOBAL  SURGE  •  BY  MICHAEL  J.  MANDEL 


tarting  with  the  Middle  Ages,  the  story  of  the  hum; 
race  has  been  marked  by  accelerating  economic  growtj 
In  the  1400s,  global  per  capita  income  rose  at  only  O.r 
per  year,  estimates  economist  J.  Bradford  DeLoi 


internet 


of  the  University  of  California  at  Berkeley. 
Over  the  next  five  centuries,  that  rate  moved 
steadily  upward,  finally  hitting  nearly  3%  in 
the  second  half  of  the  20th  century.  Now,  it 
looks  as  though  the  global  growth  rate  may  be  on 
the  verge  of  ratcheting  up  again. 

Why?  We  have  entered  the  Age  of  the  Internet,  a  globe- 
spanning  technology  that  has  taken  hold  amazingly  quickly. 
Just  as  data  flows  across  the  Net  in  easily  digestible  packets, 
knowledge,  in  the  broadest  sense,  can  now  be  easily  tapped 
and  exchanged  :by  people  in  every  corner  of  the  earth.  The  re- 
sult: an  explosion  of  economic  and  productivity  growth — first 
in  the  U.  S.,  with  the  rest  of  the  world  soon  to  follow. 

The  dynamics  of  global  growth  are  changing  at  least  as 
profoundly  as  they  did  with  the  advent  of  railroads  or  elec- 
tricity. The  evolution  of  the  Internet  as  a  pervasive  phe- 
nomenon means  that  the  traditional  factors  of  production — 
capital  and  skilled  labor — are  no  longer  the  main  determinants 
of  the  power  of  an  economy.  Now,  economic  potential  is  in- 
creasingly linked  to  the  ability  to  control  and  manipulate 
information. 

The  initial  manifestation  of  the  new  era  is  the  stunning  per- 
formance of  the  U.  S.  economy  in  the  1990s.  For  most  of 
the  postwar  era,  Western  Europe  and  Japan  slowly  gained 
ground  on  the  U.  S.  by  adopting  U.  S.  technology  and  adding 
their  own  innovations.  In  1970,  U.  S.  per  capita  income  was 
31%  higher  than  that  of  other  major  industrialized  countries. 
By  1991,  the  difference  had  narrowed  to  only  10%. 

But  with  the  dawn  of  the  Internet  Age,  the  gap  has  start- 


age 


ed  to  widen  again,  to  more  than  22%  this  year.  "Thi 
historically  unique,"  says  Luc  Soete,  an  economist 
Maastricht  University  in  the  Netherlands 
Europe's  leading  expert  on  the  New  Econo 
"For  the  first  time  in  the  postwar  period, 
have  growth  divergence — the  pulling  away  of  the  leadi 
technology  country." 

The  acceleration  of  U.  S.  growth  is  only  the  opening  act 
a  much  larger  drama  of  global  economic  change — and  gro 
For  starters,  the  Internet  should  make  many  more  indust 
open  to  globalization.  Historically,  international  trade  flo 
have  consisted  mainly  of  goods.  Whether  it  was  spices  or  a 
planes,  it  was  far  easier  to  ship  goods  overseas  than  servic 
But  with  the  Internet,  it  becomes  much  easier  to  provide  s< 
vices  of  all  types — banking,  education,  consulting,  retaili: 
gambling— through  a  Web  site  that  is  globally  accessib 
"The  Internet  is  the  backbone  of  greater  service  trade 
says  Joseph  Quinlan,  senior  international  economist  at  Morgj 
Stanley  Dean  Witter. 

Beyond  that,  as  more  and  more  countries  become  ti 
into  the  global  Net,  there  may  well  be  an  acceleration  of  ti 
rate  of  innovation.  New  growth  theory  predicts  that  as  ti 
size  of  the  global  market  gets  bigger,  the  rewards  for  ui 
covering  lucrative  new  ideas  get  bigger  and  bigger.  Moreove 
as  new  ideas  flow  back  and  forth  across  national  boundari 
faster  and  more  easily,  everybody  will  benefit.  "There  are  lol 
of  reasons  to  think  the  Internet  will  lead  to  much  mor 
rapid  diffusion  of  knowledge,"  says  Jonathan  Eaton,  an  ecoi 
omist  at  Boston  University.  A  study  by  Eaton  and  his  co-ai 


AND  NOW  Trains  made  it  easier  to  move  goods.  Fiber-optic  cable  makes  it  easier  to  move  information 
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hor,  Samuel  Kortum,  has  estimated  that  in  the 
;xtreme  case,  if  national  borders  became  irrelevant, 
dobal  growth  could  go  up  by  one  full  percentage  point. 

To  be  sure,  the  global  economy  has  not  yet  reached  that 
)oint.  The  U.  S.  still  dominates  the  Internet,  accounting  for 
nore  than  half  of  individuals  online  and  three-quarters  of 
nternet  commerce.  With  only  a  few  exceptions,  most  other 
:ountries  have  less  than  one-quarter  of  their  people  online, 
vhich  appears  to  be  the  level  at  which  the  U.  S.  took  off. 
Moreover,  most  industrialized  countries  are  not  yet  seeing 
•apid  accelerations  in  information-technology  spending. 

Even  as  the  size  of  the  global  pie  increases,  there  is  the 
juestion  of  who  will  get  the  biggest  share  of  the  benefits.  Pe- 
riods of  great  technological  ferment  often  see  new  countries  or 
•egions  become  pacesetters  for  the  global  economy.  The  sec- 
>nd  Industrial  Revolution  of  the  late  1800s  and  early  1900s 
saw  the  U.  S.  supplant  Britain  as  the  major  industrial  power, 
n  part  because  the  U.  S.  adopted  new  innovations  faster. 

The  Internet  makes  innovation  even  more  important.  With 
lew  ideas  diffusing  quickly,  there  is  little  chance  of  protecting 
i  monopoly.  Nor  are  small  differences  in  production  cost  as 
important  when  the  technology  is  quickly  evolving.  Instead, 
whichever  country  is  able  to  generate  and  make  use  of  inno- 
rations  the  fastest  will  come  out  ahead. 

It  is  possible  to  overemphasize  the  differences  between  the 
nformation  Revolution  and  earlier  technological  break- 
hroughs.  In  the  second  half  of  the  1800s,  the  combination  of 
ailroads  and  the  telegraph  greatly  reduced  the  cost  of  over- 


land freight  transportation  and  sped  up  the  rate 
at  which  new  ideas  could  diffuse  across  the  industri- 
alizing world.  The  widespread  use  of  telephones  and 
air  travel  in  the  20th  century  increased  the  rate  of  technolo 
gy  diffusion  even  more.  And  as  the  size  of  markets  increased, 
so  did  the  potential  rewards  for  new  ideas. 

Yet  there  were  still  enormous  impediments  to  the  free 
flow  of  information,  especially  across  national  borders.  An 
economic  study  done  in  the  1980s  found  that  it  still  took  up 
wards  of  10  years  for  an  important  innovation  made  in  one 
country  to  be  adopted  elsewhere.  That's  about  how  long  it 
took  American  auto  makers  to  adopt  Japanese  manufacturing 
methods  after  Japanese  cars  took  a  large  share  of  the  U.  S. 
market  in  the  early  1980s. 

business  to  business  BOOST.  Now,  the  global  economy  has 
speeded  up  to  Internet  time.  A  computer  manufacturer  run- 
ning low  on  chips  can  have  a  new  batch  delivered  from  half  a 
world  away  without  lifting  a  finger  because  a  supplier's  com- 
puters detected  the  shortage  automatically.  A  new  bit  of  au- 
dio software  can  propagate  by  the  millions  in  a  week.  Knowl- 
edge of  every  sort  becomes  available  and  useful  much  sooner. 
By  itself,  that  increases  the  pace  of  global  growth  and  boosts 
efficiency.  A  recent  study  from  Giga  Information  Group  Inc. 
argues  that  the  cost  savings  globally  through  business  use  of 
e-commerce  will  rise  from  from  $17  billion  in  1998  to  $1.25 
trillion  in  2002,  with  U.  S.  companies  reaping  half  the  long- 
term  benefits. 

In  addition  to  spreading  innovations  and  cutting  costs, 


ie  eooD 

di  bene 
nitrv.  J 
1 1 
ie  Int. 
■Mil"' 
I  especi 

guy  wi 

peeton 

el  i 


m  del 
patio 
For  bu 

reach  t 
lie,  coir 
par 

Hi' 


mce  se 

iar  opf 


l 


A  Thumbnail  History  of  Disruptive  Technologies 

Horse-drawn  carriages  seem  romantic  today,  but  the  industry  virtually  disappeared  within  a  decade  after  the  intro- 
duction of  the  Model  T  in  1908.  Radio  didn't  die  when  television  came  along,  but  our  grandparents  would  hardly 
recognize  how  we  use  it  today.  When  a  technology  comes  along  that  seems  to  change  everything,  the  ultimate  impli- 
cations are  not  always  readily  apparent. 

Railroads 

Railroads  enabled 
manufacturers, 
merchants,  and 
farmers  to  sell  to 
far  bigger  markets 
than  ever  before. 
The  expanded 
markets  and 
more  efficient 
transportation  in 
bulk  made  possible 
all  sorts  of  other 
innovations, 
such  as  large-scale 
assembly  lines. 


'1 


Telephone 

It  was  perhaps  the 
greatest  breakthroug 
in  information 
technology  ever. 
Large-scale,  centrally 
managed  corporation: 
—  such  as  Genera 
Motors— would 
have  been  impossible 
without  it. 
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3  Internet  may  also  boost  world  trade.  One  rea 
1  is  better  information.  Despite  the  global  nature 
the  economy,  most  consumers  and  businesses  still  are 
ich  better  informed  on  the  products  available  in  their  own 
antry.  As  a  result,  many  potentially  useful  trades  go 
made. 

The  Internet  changes  all  that.  Suddenly,  it  is  possible 
•  better  or  cheaper  products  to  compete  in  a  global  mar- 
t,  especially  if  the  products  have  relatively  low  shipping 
its.  "The  amount  that  you  have  to  be  better  than  the  oth- 
guy  will  shrink,"  says  Gene  Grossman,  an  economist  at 
inceton  University.  Fromages.com,  the  French-based 
urmet  cheese  site,  gets  about  55%  of  its  business  from  the 
S.  On  the  eBay  Inc.  consumer  auction  site,  someone 
tting  an  item  up  for  a  bid  can  just  as  easily  find  a  buyer 
Europe  or  Latin  America  as  in  the  U.  S.  Indeed,  eBay 
ers  detailed  directions  on  how  to  ship  auction  goods 
.ernationally. 

For  businesses,  the  Internet  also  makes  it  much  easier 
reach  beyond  the  home  country  to  find  the  best  suppliers. 
ue,  companies  have  always  relied  on  foreign  sources  for 
?ap  parts  and  assembly.  But  now,  it  has  become  possible  to 
.egrate  foreign  companies  more  closely  into  the  supply 
ain,  boosting  savings  and  speeding  up  innovation. 
Beyond  that,  the  Internet  could  turn  large  portions  of  the 
"vice  sector  into  export  industries.  Higher  education  is  one 
■ar  opportunity.  American  universities  and  colleges  are 
knowledged  to  be  the  best  in  the  world,  but  until  recent- 


ly, the  only  way  for  them  to  "export"  their  wares 
was  to  have  foreign  students  come  to  the  U.  S.  In- 
deed, such  students  added  almost  $9  billion  to  U.  S.  ex- 
ports in  1998. 

The  Internet  brings  education  to  the  students.  Europe  is 
way  behind  in  higher  education,  and  the  gap  is  widening  as 
European  universities  have  trouble  adjusting  to  the  rapid 
pace  of  change.  "You  have  complete  rigidity  here,"  notes 
Soete.  "The  courses  are  not  being  updated." 

Financial  services  is  another  prime  candidate  for  export.  In 
Japan,  the  deregulation  of  stock  transaction  fees  in  October 
will  trigger  a  tidal  wave  of  online  brokerages.  That  includes 
U.S.  operators  such  as  E*Trade  and  Charles  Schwab  &  Co., 
which  are  setting  up  Internet-based  operations  in  hopes  of 
tapping  into  a  potentially  huge  market. 
HOW  JARRING  THE  SHIFT?  Although  increased  trade  and 
faster  diffusion  of  information  lets  companies  and  countries 
play  on  a  larger  field,  the  laws  of  comparative  advantage 
between  countries  have  not  been  repealed.  The  U.  S.  starts 
with  two  big  advantages:  It  was  first,  and  it  has  the  biggest 
home  market.  How  those  two  advantages  play  out  will  de- 
termine how  jarring  the  impact  of  the  Internet  is. 

The  advantage  of  being  first  wall  ebb  away  over  time.  The 
U.  S.  lead  in  Internet  penetration  is  already  being  eaten 
away,  especially  in  Europe.  Jupiter  Communications  Inc.  pre- 
dicts that  the  number  of  online  households  in  Europe  will 
triple  over  the  next  five  years.  In  the  Asian  Pacific,  the 
number  of  people  who  regularly  use  the  Internet  is  antici- 


nternal  combustion  engine 

e  automotive  and  truck  industry  fueled  the  boom  of  the  1920s  and  breathed 
;  into  the  petroleum,  rubber,  glass,  and  highway-construction  industries, 
also  enabled  employers  to  draw  on  a  much  larger  pool  of  workers. 


Electric  Power 

Electric  power  is  the  classic  example 
of  an  "enabling  technology,"  also  called 
a  "general  purpose"  technology.  By 
bringing  power  to  any  point,  it  makes 
every  part  of  the  economy  more  efficient. 
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America  has  the  biggest  home  market,  but  Iceland,  Fir 
land,  and  Sweden  already  have  more  Net  usage  per  cap 


pated  to  at  least  double  over  the  next  two  years,  fueled  by 
growth  in  China  and  Japan. 

The  number  of  non-U.  S.  companies  using  the  Internet  to 
do  business  is  rising  fast  as  well.  In  Japan,  "there  will  be  two 
waves — business  to  consumer  and  business  to  business,"  says 
George  Makhoul,  a  partner  at  Price  Waterhouse  Consultants 
Co.  in  Tokyo.  "In  business  to  business,  it's  definitely  starting." 
According  to  a  recent  joint  study  by  Japan's  Ministry  of  In- 
ternational Trade  &  Industry  (MITI)  and  Andersen  Consulting, 
business  to  business  accounted  for  nearly  all  of  the  $79  billion 
in  e-commerce  in  Japan  in  1998. 

CATCHING  UP  QUICKLY.  What's  more,  the  rapid  diffusion  of 
ideas  in  the  Internet  Age  is  helping  European  and,  to  some 
degree,  Asian  companies  learn  from  what  American  companies 
have  done.  "European  businesses  were  slower  to  move  to  the 
Net,"  says  Suzan  Nolan,  president  of  Paris-based  Blue  Sky 
Inc.,  a  Web  marketing  and  research  company.  "But  that  lets 
them  accelerate  along  the  learning  curve."  The  Europeans 
have  caught  up  remarkably  quickly  in  online  banking.  Last 
November,  there  were  878  bank  sites  in  Europe.  By  June, 
that  number  had  more  than  doubled,  with  two-thirds  of  them 
allowing  online  transactions. 

The  gains  are  especially  apparent  in  a  few  Internet-savvy 
countries,  especially  Scandinavia  and  Britain.  Already,  Ice- 
land, Finland,  and  Sweden  have  more  Internet  usage  per 
capita  than  the  U.  S.  And  over  the  past  three  years,  infor- 


mation-technology spending  as  a  share  of  gross  dom 
product  has  risen  by  one-third  in  Britain.  "We've 
boom  going,"  says  Roger  Baker  of  Roger  Baker  &  Part 
a  British  recruiting  firm  focusing  on  information-technc 
consulting  jobs.  "If  you  go  back  12  months,  you  coulc 
it  coming." 

Despite  the  fact  that  the  Internet  makes  national  bo 
aries  more  porous,  the  U.  S.'s  edge  in  the  size  of  its  I 
market  is  not  so  easily  overcome.  One  example:  Gai 
Group  Inc.  estimates  that  the  average  cost  of  developing  ! 
launching  an  e-commerce  site  is  $1  million,  mostly  for 
That's  true  whether  the  site  is  for  the  U.S.  or  Franc 
market  less  than  one-fifth  the  size  of  America.  As  a  resU 
is  far  more  attractive  for  U.  S.  companies — especially  s 
ones — to  go  on  the  Web.  "The  size  of  the  American  ma 
is  one  of  the  most  important  advantages  U.  S.  compa 
have,"  says  Johan  Stael  von  Holstein,  a  board  member 
business  coordinator  at  Stockholm-based  Icon  Medialab 
ternational,  a  Web  consulting  company  with  600  employe* 
12  countries. 

It  isn't  just  a  matter  of  being  able  to  amortize  costs  ov  J'1*' 
larger  base.  In  a  rapidly  changing  market,  it  helps  tc  | ;c 
able  to  try  a  lot  of  new  things  rapidly.  "The  advantag 
America  is  that  it  is  a  large  laboratory,"  says  Nolan,  "1 
can  cycle  through  experiments  quickly,  make  mistakes  qu 
ly,  and  recover." 
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Radio,  Television  &  Movies 

Mass  communication  brought  large  economies  of  scale 
to  entertainment  and  information.  These  technologies 
created  industries  that  had  no  predecessors. 


£     Plastics 

This  was  the  dawn  of  the  materials 
revolution.  The  ability  to  make  new 
materials  to  order  greatly  expanded  what 
could  be  done  in  terms  of  manufacturing. 
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Microelectronics 

The  invention  of  the  transistor 
and  then  the  integrated  circuit 
made  information  processing  far 
cheaper  and  faster  than  ever  be- 
fore. The  eventual  result: 
the  Internet  Age. 


«jeT        raVei  Like  railroads,  jet  travel  dramatically  increased  the 
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Outposts  on  the  Net 

Projected  number  of  regular  Internet 
users  by  yearend  2000 


common  market  in  Europe  helps, 

because  of  the  multitude  of  lan- 
jea  and  cultural  differences,  the  Con- 
nt  cannot  compare  with  the  rela- 
!y  homogeneous  American  market, 
eover,  it  is  possible  that  the  intro- 
.ion  of  the  euro  actually  diverted  at- 
ion  from  the  ongoing  Internet  Rev- 
ion.  "The  Internet  is  making  the 
Id  global,"  says  Soete.  "But  we  made 
ope  more  European." 
!  doesn't  help  that  local  phone  calls 
still  charged  by  the  minute  in  most  European  coun- 
s,  discouraging  extensive  use  of  the  Internet.  And  while 
;ure-capital  funding  for  entrepreneurs  is  finally  picking  up 
]urope,  its  availability  is  still  far  less  than  in  the  U.  S., 
riving  Europe  of  one  of  the  key  growth  engines  for 
Internet  Age. 

0  there  are  some  impediments  to  the   Net 
eving  its  full  global  potential.  A  technological 
Mart  and  a  big  home  market  will  still  help 

companies.  David  Roddy,  an  economist  at 
oitte  &  Touche  Consulting,  argues  that  the 
i  valuations  of  many  U.  S.  stocks — particularly 
he  technology  sector — make  sense  only  if  in- 
;ors  are  assuming  that  a  huge  export  surge  is 
ing.  "The  true  gains  are  going  to  come  from  being  able 
e  a  net  exporter,"  says  Roddy.  Meanwhile,  for  a  variety 
cultural,  legal,  and  linguistic  reasons,  even  powerful 
erican  companies  will  have  a  tough  time  establishing 
linant  positions  in  Europe  and  Asia.  "It's  not  going  to 
that  easy  for  one  to  roll  in  and  beat  the  other,"  says 

Holstein. 

SNAGS.  For  one  thing,  consumers  in  each  country  will 

1  definite  preferences  about  the  look  and  feel  of  Web 
s.  Nolan  notes  that,  to  many  Europeans,  Ameri- 

sites  come  off  as  having  too  many  bells  and 

sties.  European  sites  are  more  consumer-ori 

d.  Or  it  can  be  something  as  simple  as  cultur- 

ifferences:  In  America,  red  is  the  color  of  love, 

aes  von  Holstein,  but  in  Spain,  it  is  associated 

socialism, 
lore  to  the  point,  even  in  the  era  of  branding, 
best  marketing  is  still  done  locally,  in  the  Ian 
ge  of  the  customer.  And  once  a  Web  site  has  to  be  re- 
5  in  a  different  language,  much  of  the  scale  advantages 
ippear.  Indeed,  European  companies  that  learn  how  to 
with  the  Continent's  language  and  cultural  barriers 
ind  that  gives  them  a  competitive  edge, 
isia  lags  behind  Europe,  but  with  its  enormous  mar- 
it  may  have  a  better  chance  of  thriv-      / 
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MILLIONS 
OF  PEOPLE 

PER  1.000 
PEOPLE 

NORTH  AMERICA 

148.7 

479.1 

WESTERN  EUROPE 

86.6 

217.5 

ASIA-PACIFIC 

57.6 

16.6 

SOUTH/CENTRAL  AMERICA    10.8 

21.1 

EASTERN  EUROPE                9.5           32.7 

MIDDLE  EAST/AFRICA           7.5             7.2 

DATA:  COMPUTER  INDUSTRY  ALMANAC 

ing  in  the  Internet  Age.  The  key  na- 
tions are  China  and  Japan.  China  has 
more  than  4  million  Internet  users,  but 
that  number  is  expected  to  jump  to  27 
million  by  2001. 

Japan,  despite  its  advanced  technology 
and  global  business  skills,  has  some 
catching  up  to  do.  Only  about  17  million 
Japanese,  or  13%  of  the  population,  used 
the  Internet  as  of  March,  1999.  It's  still 
tough  for  startups  to  find  scarce  capital, 
the  most  promising  engineers  continue 
to  stick  to  safe  jobs,  and  Internet  infrastructure  remains 
weak.  Hitoshi  Shin,  a  senior  high-tech  analyst  at  Merrill 
Lynch  &  Co.  in  Tokyo,  explains:  "If  all  of  a  sudden  we  began 
using  the  Internet  Like  it  is  in  the  U.  S.,  the  system  would  ex- 
plode because  it  wouldn't  be  able  to  handle  all  the  data." 

There  are  signs  of  gains.  Domestic  shipments  of 
home-use  Pes  grew  by  more  than  80%  in  the  April- 
June  quarter  as  consumers  jumped  on  the  Web. 
And  business  investment  is  expected  to  boost 
Japan's  information-technology  services  market 
by  26%  over  the  next  five  years.  "From  there,  it 
will  start  feeding  on  itself,  as  it  did  in  the  U.  S.," 
says  Makhoul. 

Softbank  Corp.  founder  Masayoshi  Son  is  showing 
the  way.  He  is  creating  a  financial  keiretsu  on  the  Japanese 
Internet  by  setting  up  E*Trade  Japan,  Morningstar  Japan  for 
stock  quotations,  and  other  financial  consumer  services.  He 
wants  to  create  a  Japanese  arm,  of  the  U.  S.  Nasdaq  stock 
market  for  businesses  unable  to  meet  the  stringent  require- 
ments for  initial  public  offerings  on  existing  markets. 

Indeed,  the  real  key  to  the  next  stage  of  the  Internet  Age 
will  be  whether  financial  innovation  diffuses  as  fast  as  tech- 
nological innovation  (page  120).  Despite  the  apparent  global- 
ization of  financial  markets,  the  differences  between 
^  countries  has  so  far  turned  out  to  be  important.  The 
<_  U.  S.  financial  sector  was  ready  to  invest  in  new 
knowledge-based  companies  via  venture  capitalists 
and  ipos.  But  in  Japan  and  Europe,  banks  and 
other  financial  institutions  remained  heavily  tied 
into  the  old  industrial  companies. 
If  these  differences  persist,  the  locus  of  innovation 
will  remain  in  the  U.  S.,  no  matter  how  many  Web 
sites  are  set  up  in  Europe  and  Asia.  So  even  if  the  rest  of 
the  world  catches  up  in  e-commerce,  the  U.  S.  may  have  al- 
ready gone  on  to  break  new  ground  in  something  else.  But  if 
the  financial-innovation  machine  of  the  U.  S.  spreads  overseas, 
ideas  will  come  fast  and  furious  from  everywhere.  Then,  the 
Internet  Age  will  truly  be  an  era  of  global  growth. 

With  Irene  M.  Kit  nit  in  Tokyo 


0  R W AR  D 


i  2003,  the  U.S.  will -account  for  roughly  50%  of  Internet-based 
Dmmerce,  compared  with  75%  in  1998 
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loney,  you're  gonna  hate  me,  but  I  gotta  work 
J  te.  It  took  one  hundred  years  to  connect  the 
.'st  billion  people.  The  second  will  take  only 
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0,000  feet  is  no  place  to  go  into  sudden 


ardiac  arrest. 


That's  why  Agilent  makes 


efibrillator  powerful  enough  to  restart 
heart,  portable  enough  to  fit  in  a  seat 

cket,  and  simple  enough  to  use  without 
medical  degree.  It's  already  saved  dozens 


s  around  the  world,  and  now,  even 
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•  mebody  up  there  likes  you.  Like  guardian 


iigels,  the  Global  Positioning  System  satellites 
*lp  to  land  planes  safely.  Find  ships  that  are 

»st  at  sea.  And  get  you  and  your  rental  car  back 
civilization  when  you've  taken  an  ill-advised 


lortcut.  Test  systems  from  Agilent  make  sure 


/ery  GPS  satellite  works  once  it's  up  there. 
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a  New  Era 

of  Bright  Hope 
and  Terrible  Fears 


COMPANIES  THAT  CAN  "BLAST  YOU  OUT  OF  YOUR  PLACE"  ABOUND  •  BY  ROBERT  D.  Hfl 


w 


hen  we  try  to  comprehend  something  as  vast,  amoi 
phous,  and  downright  scary  as  the  Internet,  it 
no  wonder  we  grope  for  familiar  historical  prec 
dents-the  railroads,  the  interstate  highway  systen 


internet 


the  telephone  network.  But  none  of  those  really 
captures  the  Internet's  earthshaking  impact 
on  the  business  world.  For  that,  we  must 
take  the  advice  of  Internet  commerce  pioneer 
Jeffrey  P.  Bezos,  chief  executive  of  Web  superstore  Ama- 
zon.com Inc.,  and  go  much  further  back  in  time. 

In  the  Cambrian  period,  550  million  years  ago,  something 
snapped.  In  the  space  of  less  than  10  million  years — a  geo- 
logic instant — there  was  an  explosion  of  multicelled  organ- 
isms. Strange  new  life  forms  appeared,  some  with  teeth  and 
claws:  the  world's  first  predators.  These  species  were  so 
varied  and  numerous  that  their  basic  makeup  underlies  near- 
ly all  life  today.  Says  Bezos:  "Evolution  tried  every  con- 
ceivable path — really  fast." 

TUMULT  AND  CONFUSION.  That  burst  of  new  life  both  won- 
drous and  dangerous  is  precisely  what's  happening  in  business 
today.  Out  of  this  primordial  technological  swamp  called  the 
Internet  are  emerging  new  companies,  business  models,  cor- 
porate structures — even  new  industries.  It's  a  time  of  such  tu- 
mult and  confusion  that  no  one  can  agree  on  what's  hap- 
pening now,  much  less  on  what's  coming  next.  In  the  five 
years  since  the  World  Wide  Web  made  the  Internet  usable  by 
mere  mortals,  everything  we  thought  we  knew  about  business 
seems  questionable. 

Just  two  years  ago,  for  instance,  Yahoo!  Inc.  was  still  a 
Web  search  index  with  a  silly  name,  founded  by  two  grad 
school  dropouts.  Since  then,  it  has  evolved  into  a  major  media 
company  that  commands  a  $40  billion  market  capitalization — 
more  than  Viacom  Inc.  just  paid  for  CBS  Corp.  Money-losing 
startups  such  as  Amazon.com  and  eToys  Inc.  command  multi- 


billion-dollar  market  caps  and  make  chumps  out  of  corpor 
tions  with  multibiHion-dollar  revenues,  such  as  Barnes 
Noble  Inc.  and  Toys  'R'  Us  Inc.  Executives 
venerable  manufacturing  powerhouse  Hewlet 
Packard  Co.  talk  of  giving  away  multimillio: 
dollar  computers  for  a  cut  of  customers'  e-revenues.  An 
unknown  upstarts  with  headscratching  labels  such  as  vertic 
portals,  infomediaries,  and  e-markets  threaten  to  hijack  t\ 
leadership  of  countless  industries,  from  plastics  to  financi 
services. 

Some  of  these  new  corporate  creatures,  for  all  we  knov 
are  barreling  down  an  evolutionary  dead  end.  But  the  mo 
innovative  are  likely  to  prove  the  commercial  equivalent  ( 
mammals,  which  started  out  small  and  rodentlike  but  prove 
swift  and  highly  adaptable.  "They  can  blast  you  out  of  wh 
you  thought  was  your  place,"  frets  J.  Daniel  Nordstrom,  CE 
of  Nordstrom.com.  "You  can  never  assume  you  own  yo 
marketplace  on  the  Net." 

Consider  how  the  Net  differs  from  microprocessors  o 
other  disruptive  technologies  that  have  gone  before.  It's 
ready-made  marketplace — essentially  $1  trillion  worth  of  ne 
work  connections,  computer  power,  and  limitless  databases 
of  information.  And  it's  available  largely  free  to  anyone  wit! 
a  phone  line  and  a  personal  computer.  Anywhere  in  tb 
world.  Anytime,  day  or  night.  In  short,  the  Net  offers  an  en 
try  point  to  all  comers  in  every  market  and  industry. 

Understandably,  all  this  flummoxes  traditional  executives 
who  have  spent  their  working  lives  building  companies  wit! 
real  assets,  real  factories,  and  real  profits.  "I  don't  understanc 
the  valuations,"  Wal-Mart  Stores  Inc.  ceo  David  D.  Glass 
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growls  of  the  online  upstarts. 
And  Ford  Motor  Co.  ceo 
Jacques  A.  Nasser, 
while  admiring  Bezos' 
passion,  admitted  his 
befuddlement  about 
Amazon's  strategy 
when  he  talked  e- 
business  to  a  group  of 
Ford  executives  in 
June.  "His  business 
model  boils  down  to 
'Buy  at  100  and  sell 
at  80,' "  he  quipped, 
drawing  peals  of 
laughter.  "If  you 
heard  it,  you  would 
sell  tomorrow." 
PERILS.  But  Nasser 
knows  the  Net  is  no 
laughing  matter.  The 
Center  for  Research  in  Elec- 
tronic Commerce  at  the  Univer- 
sity of  Texas  figures  the  Inter- 
net economy  already  amounts 
to  $301  billion  if  you  include  online 
sales  of  industrial  and  consumer 
goods  and  services  as  well  as  the 
equipment  and  software  to  sup- 
port e-commerce.  That's  not  far 
short  of  the  $350  billion  auto  in- 
dustry. With  growth  like  that  in 
just  five  years,  the  commerce  on  the  Net  will  be  as  perilous 
for  many  businesses — and  entire  industries — as  it  is  prof- 
itable for  others.  A  half-dozen,  from  financial  services  to  util- 
ities, will  feel  the  strongest  early  shock  waves.  There's  hard- 
ly an  industry  that  isn't  undergoing  an  upheaval  in  how  it 
deals  with  customers  and  partners,  organizes  itself,  or  defines 
its  essential  purpose.  Says  Mark  T.  Hogan,  group  vice-presi- 
dent of  General  Motors  Corp.'s  e-GM  Internet  unit:  "We've 
come  to  realize  that  if  we  don't  move  with  Internet  speed,  we 
could  become  extinct." 

All  of  these  consequences  flow  from  one  inescapable  fact: 
The  Internet  puts  the  customer  in  charge  as  never  before 
(Manufacturing,  page  103).  Until  the  Net,  buyers  faced  huge 
obstacles  to  extracting  the  best  prices  and  service.  Research 
was  time-consuming,  and  everyone  from  producer  to  retailer 
guarded  information  like  the  crown  jewels — which  it  was. 
Notes  Gary  Hamel,  chairman  of  the  man 
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Six  industries  that  are  getting 
hit  the  hardest 

Computing 
and  Electronics 

E-business  1999:  $52.8  billion 
E-business  in  2003:  $410.3  billion 
Percentage  of  total  in  2003: 37% 

No  surprise  here:  As  the  backbone  of  the  In 
ternet,  the  computer  industry  is  the  most 
aggressive  in  applying  it  to  its  own  business.  To 
gether,  Dell  Computer,  Cisco  Systems,  and  Intel 
sell  more  than  $100  million  a  day  over  the  Net 
For  most  makers  of  PCs,  however,  the  Klet  still 
presents  a  big  challenge:  cede  online  sales  to 
direct  sellers  Dell  and  Gateway,  or  risk  alienat- 
ing their  retailers?  The  Internet  may  yet  pro- 
vide computer  makers  with  new  business.  Dell 
and  Gateway  sell  Internet  service,  and  other  PC 
makers  hope  to  get  a  cut  of  online  purchases 
by  their  customers.  Hewlett-Packard  even  plans 
to  give  away  large  server  computers  for  a  cut 
of  e-revenues. 

DATA  FOR  ALL  SNAPSHOTS;  FORRESTER  RESEARCH,  BUSINESS  WEEK 


agement  consultancy  Strategos  and  a  Harvard  business  scho 
research  fellow:  "For  many  companies,  customer  ignoranc 
was  a  profit  center." 

Enlightenment  sets  a  new  chain  of  events  in  motion.  Noi 
buyers  can  find  on  the  Net  a  wealth  of  ii 


Companies  did  $43  billion  in  business  With  each  other  over  the 
Internet  last  year.  By  2003,  it  will  rise  to  $1.3  trillion,  account 
ing  for  9.4%  of  total  business-to-business  sales. 


FORRESTER  RESEARCH 
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he  Power  of  Samsung 


What  if  you  could  transport  your  company  anywhere  you  knew  it  could  go?  Achieving  a  high  return  on 
investment  and  enhancing  your  bottom  line  in  ways  you  hadn't  considered.  The  journey  begins  when  you  see 
your  vision  through  a  Samsung  monitor.  Yes,  Samsung.  We're  the  #1  manufacturer  of  CRT  and  TIT  monitors 
in  the  world.  In  fact,  we  have  the  credentials  and  awards  to  help  you  reach  your  company's  potential.  With 
superior,  high-performance  machines,  and  value  and  service  to  support  your  investment.  Let  Samsung  take 
.  your  company  to  a  visual  frontier  that  will  change  the  way  you  view  business  forever. 

For  more  information,  call  800-SAMSUNG,  or  visit  www.samsungmonitor.com 


T     A  G  E 


L_ 


d 


Robot  shoppers  may  soon  crawl  the  net,  authorized  to 
make  purchases  if  they  find  the  right  price  and  features 


formation  on  just  about  any  product  or  service.  And  if  they 
don't  like  what  they  see  from  one  company,  another — or 
three  dozen  others — are  only  a  click  away.  But  while  buyers 
have  a  stick,  sellers  have  a  carrot.  On  the  Net,  sellers  can 
identify  individual  buyers  and  collect  an  unprecedented 
amount  of  information  on  their  purchase  patterns.  Already, 
software  programs  can  analyze  this  data  along  with  that  of 
other  customers  and  suggest  a  book  or  music  CD  that  a  cus- 
tomer might  also  like — with  surprising  success. 

Ultimately,  the  Net  may  usher  in  products  that  have  been 
customized  for  each  and  every  customer.  San  Francisco- 
based  startup  planet  U,  for  instance,  is  using  the  Net  to  help 
packaged-good  companies  and  supermarket  chains  target 
their  coupons  to  individual  shoppers.  Using  loyalty  cards  to 
track  purchases,  supermarkets  send  the  information  over 
the  Net  to  a  printer,  and  a  unique  package  of  coupons  is 
mailed  out  to  each  customer.  Even  the  amount  of  discounts 
on  each  product  can  be  varied  according  to  how  much  cus- 
tomers usually  buy.  Although  the  coupons  cost  two  to  four 
times  as  much  to  print,  customers  try  the  products  as  many 
as  10  times  more  often. 

PENNIES  COUNT.  For  most  sellers,  buyer  power  is  likely  to 
present  a  lot  more  challenges  than  opportunities.  Nowhere  is 
this  more  apparent  than  in  the  exploding  number  of  sites 
where  auction  fever  has  taken  hold.  On  eBay  Inc.'s  online 
trading  community  and  other  consumer  sites,  auctions  are  as 
much  a  form  of  entertain- 
ment as  anything.  But 
on  sites  such  as 
FreeMarkets  On- 
Line  Inc.  and  e- 
STEEL  Inc.,  where 
buyers  bid  on 
tons  of  coal  and 
metal,  a  penny 
here  and  a  penny 
there  is  about  cor- 
porate survival. 
Increasingly  on 
the  Net,  list  prices 
are  nothing  more 
than  the  starting  point  for 
negotiation. 

Why?    The    computing 
power  of  the  Net  allows 
prices  to  be  negotiated  in- 
stantly  and   mechanically, 
making  haggling  more  cost- 
effective  than  ever.  So  for 
the  first  time  since  fixed 
prices  became  the  norm  a  century  or  so  ago,  a 
raft  of  dynamic  pricing  methods — from  auc 
tions  to  buyer  cooperatives  and  even  barter 
sites — is  gaining  much  wider  currency  than 
in  the  physical  world.  With  the  help  of 
eBay,  some  15%  of  consumer  e-commerce, 


or  about  $1.4  billion,  went  through  auctions  in  1998,  accorc 
to  market  watcher  Gomez  Advisors. 

Traditionally,  auctions  aren't  done  for  the  benefit  of  buy 
Sellers  realize  that  by  gathering  as  many  buyers  as  poss 
in  one  place,  they  can  provoke  heated  bidding  and  thus  dr 
up  prices.  These  days,  though,  a  number  of  new  compar 
are  reversing  the  auction  process  in  favor  of  the  buyer.  Pr 
line.com  Inc.,  for  instance,  lets  buyers  trade  away  conv 
ience — exact  departure  times  for  flights — in  return  for  a  1 
er  price  than  airlines  would  ever  offer  at  retail.  Going  a  s 
further,  startups  such  as  Accompany  Inc.  and  Mercata  I 
pool  groups  of  buyers  so  that  the  more  people  who  agree 
buy  a  product,  the  lower  the  price  goes. 

Even  those  methods  look  clumsy  compared  with  wh 
coming.  Some  experts  believe  that  software  such  as  "bots," 
automated  shopping  agents,  will  soon  proliferate  on  the  N 
Not  only  will  these  software  robots  search  out  deals  on  be! 
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Telecommunications* 

E-business  1999:  $1.5  billion 
E-business  in  2003:  $15  billion 
Percentage  of  total  in  2003: 5% 

ith  the  Internet 
kicking  data'traffic 
into  high  gear,  it  should 
be  high  times  for  just 
about  everyone  in  the 
business.  And  indeed, 
revenues  from  telecom 
services  to  businesses 
are  booming  for  global 
leaders  such  as  AT&T 
and  MCI  WorldCom,  even  as 

et-based  upstarts  such  as 
Qwest  Communications  Inter- 
national put  pressure  on  rates. 

Actual  revenues,  however, 
won't  be  a  large  portion  of  the 
total  for  some  years  to  come. 
Why?  Large  clients  require  lengthy  consultation 
on  data  services.  And  current  telecom  sales 


reps  will  resist  getting  bypassed. 
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YOU  WON'T  FIND  THE 
FASTEST  GROWING 
DOCUMENT  OUTPUT 
COMPANY  UNDER  X. 


rh 


bd 


(You  won't  find  it  under  C  or  M  for  that  matter,  either.) 


Here's  an  interesting  fact.  The  name  of  the  fastest  growing  major  document  output  company 
isn't  Xerox,  Canon,  or  Mita.  It's  Savin.  That's  right,  Savin. 

After  all,  Savin  not  only  has  the  award-winning,  multi-functional  digital  imaging  systems 
today's  networked  offices  require,  we're  also  committed  to  becoming  the  fastest,  most  responsive 
name  in  the  business.  With  smart,  energetic,  highly-trained  Savin  professionals  willing  to  do 
whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 

To  find  out  more  about  Savin's  full  line  of  black  &  white  and  full-color 


digital  imaging  solutions,  as  well  as 
our  unshakable  commitment  to 
service,  contact  us  at  1-800-234-1900 
or  www.savin.com.  Or  look  in  your 
card  file  under  S. 


sai/m 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER 

SAVIN  CORPORATION,  333  LUDLOW  ST.,  STAMFORD.  CT  06904 
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of  buyers,  they  will  be  au- 
thorized to  make  purchases 
automatically  if  they  find 
the  right  combination  of 
price  and  features.  In  five 
years  or  so,  your  phone 
might  instantly  sort 
through  rates  as  you  place 
a  call,  choosing  the  lowest 
rate  on  the  fly. 

Gearing  up  to  serve  this 
newly     empowered     cus- 
tomer turns  the  classic  busi- 
ness model  on  its  head.  Suddenly,  facto 
ries,  trucks,  salespeople,  and  other 
assets  that  once  defined  most  com- 
panies' competitive  edges  become  a 
liability.  Through  the  Internet,  vir- 
tual upstarts  can  reach  customers 
faster  for  a  small  fraction  of  the  cost  of  stores  and 
salespeople.  In  many  industries,  investors  clearly 
view  traditional  factories  and  stores  much  the  same 
way  they  view  deregulated  utilities'  outdated  power 
plants:  near-worthless  stranded  assets.  On  the  Net, 
speed  trumps  mass  almost  every  time. 

To  see  why,  do  the  math  on  Amazon.com  vs.  Barnes  &  No- 
ble. Sure,  Amazon  is  spending  into  the  red  to  grab  cus- 
tomers. But  it  still  holds  a  formidable  inherent  cost  edge 
over  a  rival  such  as  Barnes  &  Noble.  It's  currently  posting  an 
annual  sales  rate  of  $1.2  billion,  equal  to  about  235  Barnes  & 
Noble  superstores.  But  because  of  the  incredible  efficiencies  of 
selling  over  the  Web,  Amazon  has  spent  only  $56 
million  on  fixed  assets  such  as  computers  and  ware- 
houses, while  b&n  has  spent  $472  million  on  its  1,000 
or  so  stores.  Moreover,  Amazon's  investment  in  new 
warehouses  can  support  $15  billion  in  sales,  estimates 
Thomas  Weisel  Partners  analyst  Christopher  Vroom. 

That's  why  its  $21.2  billion  market  capitalization 

NET  IMPACT 


Financial  Services* 

E-business  1999:  $14  billion 
E-business  in  2003:  $80  billion 
Percentage  of  total  in  2003: 6% 

Financial  services  are  a  natural  for  the 
Net— easily  digitized  and  delivered 
online.  And  cheap:  It  costs  banks  only  a  pen- 
ny to  process  a  Net-based  transaction,  com- 
pared with  $1.07  for  a  branch  and  27£  for  an  ATM. 
But  while  the  growth  of  online  financial  services  to 
businesses  is  growing  fast,  it's  hampered  by  complex 
regulations  and  security  concerns  still  being  worked 
out.  Also  looming  ahead:  Software  companies  such  as 
Microsoft  and  Intuit  can  expand  their  financial  pro- 
grams into  commercial  banking  services. 


Retailing 


E-business  1999:  $18.2  billion 
E-business  in  2003:  $108  billion 
Percentage  of  total  in  2003: 6% 

Naysayers  focus  on  Amazon. corn's 
growing  red  ink,  but  retailers 
know  that  any  company  growing  to 
$1.4  billion  in  sales  in  four  years  is  a 
threat.  And  there  are  hundreds  of  oth- 
er click-and-order  upstarts  with  a 


•BUSINESS  ONLY 


crushes  b&n's  $1.8  billion  valuation.  No  wonder  retaile 
both  real  and  virtual,  worry  about  "getting  Amazone 
Warns  Cisco  ceo  John  T  Chambers:  "Amazon  vs.  Barnes 
Noble  will  happen  in  every  industry." 

This  wrenching  revelation  is  forcing  a  fundamental 
thinking  of  what  a  company  does.  Increasingly,  savvy  co 
panies  avoid  building  expensive,  time-consuming  in-house 
pabilities.  Instead,  they  form  partnerships  tl 
coalesce  and  dissolve  for  each  new  project — a  proc< 
research  firm  Forrester  Research  Inc.  calls  "dynar 
trade."  Many  companies  are  even  allowing  custom* 
and  partners  access  to  their  innermost  operatioi 
blurring  the  lines  between  corporations. 

No  company  has  gone  further  down  this  ro 


jump  on  brick-and-mortar  rivals. 

Facing  a  blockbuster  e-Christmas 
in  1999,  however,  retailers  are  getting 
with  the  program.  Some,  such  as 
Barnes  &  Noble,  have  spun  off 
dot.com  companies  to  tap  online  cap- 
ital, while  others,  like  Sears,  are  capi- 
talizing on  dominance  in  segments 
like  appliances.  But  they  also  have  to 
watch  their  back  as  manufacturers 
such  as  Sony  start  to  sell  direct. 


r" 
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Once  upon  a  time, 

enterprise  integration 

was  just  a  fairy  tale. 


•     Seamless  connection  between  ERP  systems  and  legacy, 

packaged  or  custom  applications. 

All  running  on  an  integrated  IT  infrastructure  that  includes  the  mainframe, 

UNIX®  server  and  NT®  operating  systems. 

It's  not  magic.  It's  Sagavista."" 

sagavista 

Your  fastest  route  to  absolute  enterprise  integration.™ 


opynghl  ©  SAGA  SOFTWARE.  Inc  .  1999  All  rights  reserved 

AGA.  Sagavisla,  Ihe  Sagavisla  logo,  the  SAGA  logo.  FY  I  sprite.  Free  Your  Information.  Your  Fastest  Route  To  Absolute  Enterprise 
tegration  are  either  registered  trademarks  or  trademarks  of  SAGA  SOFTWARE.  Inc  ,  in  the  United  States  and/or  other  countries 
ertain  product  and  company  names  may  be  trademarks,  service  marks  or  trade  names  of  their  respective  owners 
i  ■  subject  to  availability 


5AGH 


www.  sag  asoftware  .com 


free  your  information. 


Total  manageability.  Stable 
platforms.  Custom  configuration 
(In  fact  you  get  everything  excep 
unpleasant  surprises.) 


in 
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NEW!  E-1400  ultrasmall, 
ultraserviceable  business  desktop 

•  Intel®  Celeron™  processor-based  PCs 
with  128K  full-speed  L2  cache 

•  Space-saving:  one  of  the  industry's 
smallest  footprints  with  3-bay 
convertible  chassis 

•4MB  AGP  graphics 

•  Complete  configuration  starting 
at  $899,  including  15"  monitor 
(13.9"  viewable) 


E-3200  integrated 
high-performance  desktop 

•  Intel®  Pentium®  III  processor 
performance 

•  5-bay  convertible  chassis, 
allowing  horizontal  or  vertical 
placement 

•  High-performance  8MB  AGP  g 

•  Complete  configuration  starti 
at  $1199,  including  15"  monit 
(13.9"  viewable) 


Ad  Code:  Ol 


1999  Gateway.  Inc.  All  rights  reserved.  Gateway,  gateway.com.  the  Gateway  stylized  logo  and  Gateway  Country  are  trademarks  or  registered  trademarks  ol  Gateway.  Inc.  The  Intel  Inside  Logo.  Intel  and  Pentium  are  registered  trademarks,  and  Celeron  is  a  trademark  ol  Intel  Corpor  ^ 
r  brands  and  product  names  aie  trademarks  or  registered  trad 
Gateway  GSA  Schedole  lor  additional  terms  and  conditions. 


er  brands  and  product  names  aie  trademarks  ur  registered  trademarks  of  their  respective  companies.  Many  products  aie  engineered  to  Gateway  specifications,  which  vary  from  retail  versions.  Puces  exclude  shipping  and  handling  and  taxes  unless  otherwise  noted.  All  puces  in  U.S 

'.Call  1-800-GATEWAY  or  write  to  Gateway  Terms  &  Conditions.  P.O.  Box  1951,  North  Sioux  City.  SD  57049-1951  for  a  free  copy  of  our  limited  warranties  and  ( 


If  there's  one  line  of  business  desktops  that  will  make  your  IT  job  easier,  it's  the  E-Series, 

available  only  from  Gateway.  Custom-built  to  your  company's  needs,  E-Series  desktops 
feature  a  powerful  combination  of  performance,  affordability,  and  most  important,  simplicity. 


Stable  platforms  with  an 
18-month  lifecycle 

Built  with  reliable, 
industry-standard  technology 

Wired  for  Management  1.1,  providing 
Wake-up  On  LAN,  DMI,  and  hardware 
monitoring  and  alerting 


•  24/7  basic  tech  support  and  3-year 
limited  warranty  with  on-site  service1 

•Compatible with  leading 
enterprise  management  software 

•  Enhanced  serviceability  with  tool-free 
access,  snap-in  components  and 
clean  cable  management 


E-4200  non-integrated 
high-performance  desktop 

•  Intel  Pentium  III  processor  performance 

•  Wide  range  of  configuration  options  in 
3  cases,  upto  !!  bay  design 

•  High-performance  16MB  AGP  graphics 

•  Complete  configuration  starting 
at  $1225,  including  15"  monitor 
(13.9"  viewable) 


Gateway 

Connect  with  us. 


L 


CLICK 


OR  COME  IN  TO  A  GATEWAY  BUSINESS  SOLUTIONS5"  CENTER 


i-888-0450 


www.gateway.com 


Gateway  Country^ 


m,  greements.  On-site  customers:  If  Galewav  determines  on-site  service  is  necessary,  it  will  be  provided  lor  product  in  the  continental  United  States.  Alaska,  Hawaii.  Puerto  Rico  and  Canada  (excluding  mil 
|  s,  portable  docking  stations,  external  peripherals  and  monitors).  You  may  be  asked  to  take  your  PC  to  a  Gateway  location  for  warranty  service.  See  agreements  for  specific  terms  and  limitations. 


THE     INTERNET     AGE 


B  U  SI  N  E  S 


Where  auction  fever  has  taken  hold,  buyer  power  will 
present  sellers  with  more  problems  than  opportunities 


than  networking  equipment  giant  Cisco  Systems  Inc.  It  han- 
dles 78%  of  all  its  orders  over  the  Net  and  never  even  touch- 
es half,  or  $4  billion,  of  them.  Cisco  develops  product,  manu- 
facturing, and  testing  specifications,  but  by  using  the  Internet, 
the  orders  shoot  directly  to  contract  manufacturers.  Cisco 
owns  only  2  of  30  plants  producing  its  network 
switches  and  routers.  ^&h 

The  unprecedented  flexibility  the  Net 
provides  to  tap  resources  outside  the  com 
pany  is  forcing  many  to  rethink  their 
very  raison  d'etre.  What  are  we  better 
at  than  anybody  else?  If  we  aren't 
the  best  at  shipping,  won't  a  rival 
who  uses  the  best  shipper  gain  an 
edge  over  us?  Some  experts  predict 
a  round  of  corporate  divestitures  as 
companies  answer  the  questions. 
"'Honey,  I  shrunk  the  company'  is 
what  the  CEOs  will  do,"  says  Kirk 
Klasson,  director  of  strategic  solu- 
tions for  consultant  Cambridge  Tech- 
nology Partners. 

Then  comes  the  task  of  applying  a 

little  imagination  to  what's  left.  Even -^ 

the  most  heavyweight  manufacturers,     \^M 
for  instance,  may  be  able  to  reinvent     ^B 
themselves  as  service  providers  instead  of 
box  pushers.  Hewlett-Packard  hopes  to  use  the 
Net  to  remake  itself  from  a  computer  manufac- 
turer into  an  "e-services"  company.  Instead  of 
selling  multimillion-dollar  computers,  it's  offering  to 
provide  the  computing  power  over  a  network  for 
a  monthly  fee — or  in  the  case  of  an  e-commerce 
site,  charge  a  percentage  of  the  customer's  trans- 
action revenues.  Ann  Livermore,  ceo  of  HP's  $14 
billion  Enterprise  Computing  Solutions,  reckons 
such  fees  could  account  for  80%  of  the  division's 
revenues  eventually. 

In  redefining  themselves,  companies  are  also 
transforming  their  own  industries.  Hamel  of 
Strategos  recently  spoke  to  grocery  chain  execu- 
tives in  Europe,  who  were  worried  about  Wal-Mart 
Stores  invading  their  territory.  Hamel  told  them  it 
was  much  worse  than  that:  They're  also  in  the  gun- 
sights  of  engineering  services  behemoth  Bechtel 
Group,  which  is  spending  $1  billion  to  build  out  a 
massive  logistics  warehousing  and  distribution  sys- 
tem for  online  grocery  upstart  Webvan  Group  Inc. 

It's  a  frightening  prospect,  not  knowing  who 
your  enemies  are  until  they've  already  struck.  What 
car  dealer  five  years  ago  would  have  suspected  a  software 
company  such  as  Microsoft  Corp.  would  be  one  of  their 
biggest  competitors  today?  Could  banks  have  guessed  two 
years  ago  that  online  stockbroker  E*Trade  Group  Inc.  would 
siphon  off  their  retail  customers'  accounts  so  easily?  Sun  Mi- 
crosystems Inc.  Chief  Scientist  Bill  Joy  even  suggests  a  cred- 


it-card company  could  offer  PCs  free  to  people  who  promis 
buy  online  using  their  cards.  Muses  Joy:  "Maybe  the  leac 
computer  brand  of  the  21st  century  will  be  Visa." 

In  industry  after  industry,  the  interlopers  are  swarming 
locusts.  From  plastics  to  steel  to  consulting  services,  hundi 
of  upstarts  such  as  PlasticsNet  and  e-STEEL  are 
ting  up  new,  independent  marketplaces  on 
Ultimately,  they  hope  to  become  the  ne 
for  commercial  activity  in  their  industi 
^    And  as  they  gather  detailed  informal 
about  what  buyers  and  sellers  want,  t 
could  become  more  indispensable  to  € 
than  conventional  middlemen  such 
distributors. 

LESS  FRICTION.  But  wasn't  the 

supposed  to  do  away  with  middlem 

After  all,  producers  and  customers 

now  connect  directly.  It  turns  out  t 

I  on  the  Net,  buyers  need  middlemer 

'    sort  through  the  vast  new  choices 

suppliers.  And  suppliers  need  to 

where  masses  of  buyers  gather — wl 

usually  isn't  on  individual  company  sii 

Like  eBays  for  business,  these  mid< 

men — variously  called  infomediaries,  ve 

cal  portals,  or  e-markets — are  using  the  Net 

instantly  connect  buyers  and  sellers  anywhei 

Because  there's  none  of  the  friction  of  phor 

faxes,  or  in-the-flesh  meetings,  these  Net,  middlen 


NET  IMPACT 


Energy 

E-business  1999:  $11  billion 
E-business  in  2003:  $170.1  billion 
Percentage  of  total  in  2003: 12% 

ed  by  online  sales  of  natural  gas,  trading  of 
energy  is  moving  online  in  a  big  way. The 
appeal:  big  savings  over  conventional  methods, 
such  as  brokers,  and  the  ability  to  respond 
immediately  to  rapidly  fluctuating  demand. 

Big  changes  are  afoot  as  a  result.  Most  of 
the  transactions  will  veer  from  existing  brokers 
to  new  online  exchanges,  such  as  Altra  Energy 
and  HoustonStreet.com. That  will  break  down 
traditional  geographic  boundaries,  spurring 
more  competition  for  retail  customers— and 
lower  prices. 
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OUR  REWARDS  PROGRAM  OFFERS 
23  MAJOR  ADVANTAGES  OVER  THE 
COMPETITION. 

THEY'RE  CALLED  AIRLINES. 
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Some  card  rewards  programs  allow  you  to  earn  miles  on  one  airline  or  just 
a  few.  But  only  our  award-winning  rewards  program  gives  you  the  freedom 
to  use  your  miles  on  every  major  U.S.  airline,  with  no  mileage  cap  and 
no  expiration  date.  So  now  you  can  earn  free  travel  in  more  frequent  flyer 
programs  faster.  And  the  difference  doesn't  end  there.  There's  always  a  re,al 
person  to  answer  your  calls  and  help  you,  24  hours  a  day.  Should  your  business 
trip  run  longer  than  expected,  don't  worry,  we  give  you  the  convenience  of 
an  extra  billing  period  to  pay  when  you  need  it,  interest-free.  And,  of  course, 
the  Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  Give  us  a  call  at  1  800  2  DINERS. 
You'll  find  the  conversation,  like  the  Card,  very  rewarding. 


<m 


|  Diners  Club 

*  International 


2881  15 
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BREAKING  THE  PLASTIC  MOLD. 


jticorp  Diners  Club  Inc        www  riinersclubus  com 


"So,  what  do  you  think  about  her?" 

"She's  all  business.  She's  got  the  power., 
great  pace. ..good  movement. ..always  forward. 
s   k  You  know,  that's  the  clean  form 

^^^i^Bp       so  many  companies  abandon. 
>.  ^R^^L    They  get  all  twisted  in  process  and 
bureaucracy.  They  lose  focus.  Today  you've 
got  to  stay  disciplined  and  acute.  You've  got  to 
keep  the  upper  management  structure  flat  so 
that  operating  units  are  empowered  to  act!"         mm* 


"Uh...What  are  you  talking  about?" 


People    who    know,     know    Tyco 
A     growing     world     leader     in 
Telecommunications    &    Electronics, 
Healthcare   &   Specialty   Products, 
Fire    &    Security    Systems,  and    Flow 
Control.  For    our    investors    package, 
call  1-877-892-6468.  Outside  the  U.S.  call 
1-402-572-4969.    Or   visit   tyco.com. 


do  you  know 
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NET  IMPACT 


can  gather  together  vast 
numbers  of  buyers  and  sell- 
ers. Ultimately,  this  efficien- 
cy is  likely  to  push  profit 
margins  down  to  the  com- 
modity-like levels  of  elec- 
tronic marketplaces  such  as 
Nasdaq.  But  because  of 
their  central  position,  says 
Charles  H.  Finnie,  an  ana- 
lyst with  investment  bank 
Volpe  Brown  Whelan  &  Co., 
these  middlemen  will  con- 
trol a  quarter  of  the  world's 
transactions  between  busi- 
nesses by  2002.  Says  Finnie: 
"Most  of  the  major  indus- 
tries will  get  turned  on 
their  ear." 

Altra  Energy  Technologies 
Inc.  of  Houston  is  typical  of  these 
new  creatures.  Before  the  online 
marketplace  was  started  three  years 
ago,  buyers  of  natural  gas  had  to 
rely  on  cumbersome  phone  calls  and 
sending  faxes  to  sellers.  That  limit- 
ed them  to  only  a  few  potential 
deals  and  a  lot  of  potential  price  ma- 
nipulation by  sellers  who  might  know  a 
particular  buyer  was  desperate  for 
supplies. 

WINNER  TAKE  ALL.  Now,  Altra  lets 
buyers  trade  anonymously  on  the  Net 
with  thousands  of  sellers.  Since  it's 
so  much  more  efficient  for  buyers  and 
sellers,  it  has  quickly  emerged  as  the  main  place  to  trade  on- 
line, handling  40%  of  the  industry's  natural  gas  liquids.  This 
year,  transactions  on  the  site  will  rise  to  $12  billion.  Says  Al- 
tra Chairman  E.  Russell  Braziel:  "It's  a  winner-take-most 
business." 

These  middlemen  are  demonstrating  an  irony  of  the  Net. 
Yes,  it's  a  marketplace  with  low  barriers  to  new  entrants — 
but  only  if  you  get  there  first.  And  with  few  clues  to  legiti- 
macy online,  brands  provide  even  more  pull  than  in  many 
traditional  businesses.  Then  there  is  the  snowball  effect: 
Once  a  Web  site  gathers  a  mass  of  buyers,  in  flow  the  sell- 
ers— whose  products  then  draw  more  buyers.  It's  a  fast- 
moving  virtuous  cycle  that  quickly  builds  one  dominant  play- 
er. Think  Amazon  in  retailing  or  eBay  in  person-to-person 
auctions.  All  that  portends  even  more  consolidation  online 
than  in  the  physical  world.  "There  will  be  thousands  of  win- 


Travel 


B 


E- 


E-business  1999:  $12.8  billion 
E-business  in  2003:  $67.4  billion 
Percentage  of  total  in  2003: 17% 

oth  consumers  and  businesses 
are  bypassing  travel  agents  to 
book  tickets  and  other  travel 
arrangements  online. That's  just  fine 
with  the  airlines:  It  costs  them  only 
$1  to  process  an  e-ticket,  compared 
with  $8  for  an  agent-booked  ticket. 

But  it's  tough  sailing  ahead  for 
agents,  many  of  whom  are  already 
drowning  from  airline  commission  cuts  in 
recent  years.  By  2002,  estimates  Jupiter 
Communications,  airlines  will  account  for 
62%  of  online  bookings,  compared  with 
just  20%  of  conventional  ticket  sales 


ners  on  the  Internet,"  says  Morgan  Stanley  Dean  Wit 
^^    analyst  Mary  G.  Meeker.  "But  there  will  be  onb 
^    very  few  really  big  winners." 

Becoming  one  of  those  big  winners  is  particula 
hard  for  established  companies.  While  online  i 
starts  got  massive  market  caps  going  after  t 
next  big  Net  idea,  Charles  Schwab  &  Co.  endui 
the  wrath  of  Wall  Street  when  it  cut  online  trading  comm 
sion  fees  in  1995  and  gave  up  $150  million  in  commissi 
profits.  But  it  paid  off.  Now,  its  market  share  is  more  th 
double  industry  upstart  E*Trade,  and  its  $30.6  billion  marl* 
cap  tops  Merrill  Lynch's  by  more  than  $4  billion. 

Business  has  never  been  about  avoiding  tough  choice 
What's  different  this  time  around  is  that  experience  may 
the  worst  teacher  of  all.  That's  unlikely  to  change  until  tec 
nology  slows  down — and  there's  no  sign  of  that.  No  wond 
even  successful  managers  have  the  feeling  that  somethii 
fanged  and  scaly  is  sneaking  up  on  them.  "I  don't  thii 
we've  seen  the  biggest  changes  at  all,"  says  Dell  Comput 
CEO  Michael  Dell.  Those  adrenal  glands  we  developed  eoi 
ago  could  come  in  very  handy. 

With  Kathleen  Kerwin  in  Detroit,  Peter  Burrows  in  St 
Mateo,  Calif,  and  Diane  Brady  in  Greenwich,  Conn. 


An  irony  of  the  Net:  It's  a  marketplace  with  low 
barriers  to  new  entrants  but  only  if  you  get  there  first 
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A  TOSHIBA  SERIES  PROFILING  VISIONARY  LEADERS  OF  AN  INTERCONNECTED  WORLD 

E-BUSINESS  =  MC2 

COGNOSCENT    BRINGS    MAINFRAME    PERFORMANCE 
TO    INTERNET   COMPUTING 


in 


the   U.S. 


This  past  June,  online  auction  powerhouse 
eBay  suffered  a  fatal  database  server  error 
that  shut  down  its  business  for  nearly  a 
full  day,  terminating  hundreds  of  thousands  of 
auctions  in  mid-stream.  The  cost  to  the  com- 
pany: $5  million  in  refunds  and  extensions  and 
a  loss  of  20%  of  its  stock  value.  Then,  two 
months  later,  it  happened  again:  a  hardware 
failure  took  the  auction  site  offline  for  another 
10  hours,  prompting  a  10%  decline  in  eBay's 
stock  price. 

Had   the   victim    been   AT&T   or 
stock   exchange,   the    cost   to   the 
global   economy  would  have 
been  incalculable,  the  outcry 
deafening.  As  it  was,  the  eBay 
blackouts  caused  barely  a  blip 
on  the  national  radar,  and  the 
popular   site   was   soon    online 
again,  little  the  worse  for  wear. 

Or  was  it?  "For  now,  outages 
like  eBay's  are   regarded   almost 
as  a  curiosity,  the  growing  pains 
of   a    young    enterprise,"    says 
Bernard'  Boar,    author    of   the 
seminal  Blueprints  for  Enterprise  IT 
Architectures.    "But   as   the    Inter- 
net-and  mobile  computing  in  gener- 
al-become central,  mainstream  func- 
tions of  everyday  business,  such  performance 
problems  will  increasingly  be  treated  as  the 
financial  calamities  they  are." 
INDUSTRIAL  STRENGTH  PERFORMANCE 
Paul  Tocatlian's  job  is  to  prevent  such  calami- 
ties long  before  they  occur.  A  friendly,  unas- 
suming man  with  a  quick  smile  and  an  easy- 
going   demeanor,    he    hardly    seems    like 
someone   burdened   with   the    responsibility 
for  billion-dollar  fortunes.  But  he's  that  and 
more.  He's  a  man  on  a  mission:  to  bring  indus- 


trial  strength    performance   to    Internet   and 
mobile  computing. 

Mr.  Tocatlian  is  co-founder  and  Chief  Tech- 
nology Officer  of  Cognoscent  International,  an 
Internet  professional  services  company  with 
offices  in  New  Jersey,  Washington,  D.C.,  and 
Silicon  Valley.  Among  a  crowded  field  domi- 
nated by  traditional  systems  integrators, 
Cognoscent  is  a  company  with  a  difference:  an 
unrelenting  focus  on  the  creation  of  mobile, 
distributed  computing  solutions  that  possess  all 
of  the  mission-critical  reliability,  avail- 
ability, and  other  performance  char- 
acteristics that  have  long  been 
demanded  of  mainframe  applications 
and  services. 

"The  performance  requirements 
for  distributed  computing  are  no 
less  stringent  than  for  the  central- 
ized systems  that  have  reigned 
since  computing's  early  years," 
says  Mr.  Tocatlian,  who  has 
helped  oversee  mission-critical 
application  developments  for 
such  industry  giants  as  AT&T, 
Fidelity,  and  United  Airlines. 
"In  fact,  because  Internet  and 
mobile  computer  users  tend  to  work 
from  diverse  locations  with  widely  differing  con- 
nectivity, security,  and  network  stability,  the  per- 
formance challenges  are  even  greater  than  with 
more  traditional  systems." 
A  $4  BILLION  PROBLEM 
And  the  potential  costs  of  failure  no  less 
ominous.  Auction  pioneer  eBay  is  not  alone 
in  suffering  financially  damaging  outages. 
Such  blue-chip  sites  as  ESPN,  Amazon.com, 
and  E*Trade  have  experienced  costly  blackouts 
in  recent  months,  with  E*Trade  losing  22% 
of  its  market  value  in  just  three  days.  And 
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And  your  next  move  is  as  simple  as  calling 
1-800-TOSHIBA  or  clicking  on  www.toshiba.com 


TOSHIBA 


The  World's  Best  Selling  Portable  Computers. 


A  TOSHIBA  SERIES  PROFILING  VISIONARY  LEADERS  OF  AN  INTERCONNECTED  WORLD 


E-BUSINESS=MC2 


that  says  nothing  about  the  egregiously 
slow  download  times  that  plague  a  large 
proportion  of  high-end  sites-wait  times 
that  are  particularly  troublesome  for  mobile 
computer  users  with  low-speed  modems 
and  ordinary  telephone  connections. 

Overall,  reports  Zona  Research,  Inc.,  busi- 
nesses are  losing  a  cumulative  $4.35  billion 
per  year  of  e-commerce  revenue  because 
of  unacceptable  download 
times.  A  key  reason,  Harley 
Manning,  research  director 
for  Forrester  Research,  points 
out  in  Information  Week,  is 
that  only  2%  of  visitors  to 
e-commerce  sites  actually  buy 
something.  "One  of  the  biggest 
reasons  that  people  leave,"  he 
reports,  "is  because  they're 
having  a  lousy  experience-either 
pages  aren't  available  or  they 
take  so  long  to  download  that  it's  just  not 
worth  it." 

And  that's  just  the  tip  of  the  iceberg. 
According  to  Mr.  Tocatlian,  the  hidden  costs 
of  poorly  performing  distributed  systems 
within  firms  are  even  greater-especially  with 
industry  leaders  ranging  from  Intel  to  Pru- 
dential to  MasterCard  starting  to  build  their 
entire  corporate  networks  around  the  mobile 
computing  paradigm. 
MISSION-CRITICAL  MOBILE  COMPUTING 

"When  a  traveling  executive  can't  access  her 
e-mail  or  a  sales  consultant  can't  transmit  a  con- 
tract, millions  of  dollars  can  be  lost  in  an 
instant,"  he  says.  "Repeat  that  experience  a 
thousand  times  a  day,  and  you  can  begin  to  see 
the  magnitude  of  the  problem." 

Cognoscent's  answer  to  the  sluggish  and 
unreliable  performance  that  often  characterizes 
Internet-based  and  mobile  computing  networks 
is  a  comprehensive  development  framework 
called  MC2-mission-critical  mobile  computing. 
"The  performance  of  a  distributed  computing 
system  is  determined  at  the  outset  of  an 
engagement,"  he  says.  "By  the  time  the  system 
is  deployed,  it's  usually  too  late." 


COGNOSCENT'S  KEY  ELEMENTS 

The  MC2  framework  is  built  around  three  key 
elements.  First  is  methodology.  Cognoscent 
employs  a  rigorous  four-phase  development 
protocol  of  the  kind  normally  reserved  for 
multi-million-dollar  mainframe  projects.  Central 
to  this  approach  is  the  implementation  of 
best  practices,  culled  not  just 
from  the  Internet,  but  from  mis- 
sion-critical mainframe  and  client- 
server  implementations. 

Second  is  Cognoscent's  use 
of  what  Mr.  Tocatlian  calls  "the 
enterprise  view."  A  critical  part 
of   the    strategic    planning 
process,    he   says,    is   under- 
standing  the   full    range   of 
demands  likely  to  be  placed 
on    an    application    or   net- 
work as  usage  grows.  "We  have  to  build 
systems   based   on  tomorrow's  performance 
requirements,  not  today's." 

Finally,  and  perhaps  most  important,  is  the 
selection  of  best-of-breed  components  that,  Mr. 
Tocatlian  notes,  "sometimes  seem  like  overkill... 
until  your  system  goes  down."  Among  the  com- 
ponents that  Cognoscent  typically  recom- 
mends are  names  one  usually  encounters  only 
in  large,  internal  implementations:  enterprise- 
class  servers,  databases,  transaction  servers,  and 
BroadVision  content-management  engines-all 
driven  through  high-performance  remote  access 
units  like  Toshiba  notebook  computers. 

Bernard  Boar,  the  enterprise  architecture 
strategist,  notes  that  "a  dollar  spent  now  is 
worth  ten  or  a  hundred  later  in  higher  perfor- 
mance, faster  throughput,  and  reduced  down- 
time." After  all,  he  says,  with  growing  depen- 
dence on  mobile  computing,  "a  traveling 
executive  wants  to  take  his  whole  world  with 
him-not  just  part  of  it." 
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ERSONALIZED  PRODUCTS  BECOME  VIABLE  WITH  THE  NET  •  BY  OTIS  PORT 


ACopernican  revolution 
of  sorts  is  under  way. 
Executives  used  to 
imagine  their  compa- 
ies  as  the  center  of  a  solar 
ystem  orbited  by  suppliers 
nd  customers.  The  Internet 

changing  that — dramatically.  Now  the  customer  is  becoming 
3  center  of  the  entire  business  universe. 

For  companies  in  the  business  of  making  products,  the 
allenges  ahead  are  particularly  daunting.  That's  because 
ery  manufacturer  is  surrounded  by  rings  of  suppliers  and 
■stributors.  To  become  customer-centric  in  the  Internet 
%e,  they  all  will  have  to  perform  complex,  synchronized 
jvements.  The  solution:  also  the  Internet.  Increasingly,  the 
it  is  forging  direct  links  between  customers  and  factories, 
so  buyers — now  mainly  corporate  customers — 
can  tailor  products  the  way  they  want  them. 
But  online  consumers  can  flex  just  as 
much  muscle  as  corporate  cus- 
tomers. Already,  Dell  Computer 
Corp.  and  others  encourage 
oppers  to  customize  products  to  their  liking  on  their 
eb  sites. 

Next,  in  a  much  more  involved  effort,  General  Motors 
jrp.  and  Ford  Motor  Co.  will  soon  join  Toyota  Motor 
>rp.  in  giving  the  same  power  to  car  buyers.  "The  cus- 
mer  will  be  able  to  configure  the  vehicle  over  the  Internet" 
id  climb  behind  the  wheel  within  a  few  days,  declares 
ark  T.  Hogan,  the  manufacturing  executive  named  to  head 
l's  new  online  division,  dubbed  e-GM.  Today  it  takes  weeks 

get  a  customized  car,  because  assembly  lines  are  geared 

turning  out  standard  cars.  To  fill  orders  in  Internet  time, 
e  mass- production  model  pioneered  by  Detroit  will  have  to 
•  revamped — and  perhaps  eventually  scrapped.  Where  the 
rmakera  go,  other  manufacturers  are  sure  to  follow.  Soon 
(Dsumera  may  be  able  to  personalize  almost  any  standard- 
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VOLVO  ASSEMBLY  LINE:  Making  cars  ordered  on  the  Net 
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Boosting  Productivity  on  the  Factory  Floor 

Traditional 
factories  have 
been  islands 
separated  from 
corporate 
headquarters. 
New  software  is 
bridging  that 
gulf 


When  production  of  cell  phones  v/ 
blue  keypads  is  disrupted  by  a 
malfunctioning  robot  (1),  the  prob 
is  immediately  detected 
the  manufacturing 
execution  system  (MES 
(2).  The  MES  alerts  the 
enterprise  resource  plan 
(ERP)  (3)  system  so  it 
notify  customers  of  a  potential  de 
in  shipment  (4).  Meanwhile  the 
adaptive  planning  system  (APS)  ( 
works  up  a  new  production 
schedule.  After  checking  par 
inventories  and  orders 
received  by  the  ERP, 
APS  tells  the  MES  t 
switch  to  red  keypad: 
(6).  The  ERP  then 
notifies  the  supplier  o 
red  keypads  to  advanc 
its  next  delivery  (7). 
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ized  product,  from  cellular  phones  to  kitchen  appliances. 

Pulling  this  off  requires  a  vast  network  of  computers  to 
deal  with  the  flood  of  data  unleashed  by  online  orders.  "With 
Internet  commerce,  you're  dealing  in  lots  of  'eaches,'  not  a 
truckload  of  identical  products,"  says  Michael  A.  Schmitt, 
senior  vice-president  at  J.  D.  Edwards  &  Co.,  a  Denver  soft- 
ware vendor.  Each  custom  order  can  require  a  slightly  dif- 
ferent mix  of  parts  for  the  final  product,  and  that  triggers 
dozens  or  even  hundreds  of  purchase  orders  to  parts  and  ma- 
terials suppliers.  "If  you  tried  to  handle  all  this  on  paper  and 
over  the  phone,  it  would  never  get  done,"  says  Schmitt. 
"Computers  have  to  talk  to  other  computers." 
PIVOTAL  CHANGE.  Earlier,  companies  tried  to  automate  such 
transactions  with  private  networks.  Detroit's  Big  Three  and  re- 
tailers like  Wal-Mart  Stores,  Sears,  and  Dayton  Hudson  have 
electronic  data  interchange  (edi)  systems  that  zip  information 
around  the  supply  chain.  However,  EDI  systems  are  costly  to 
install  and  operate,  "so  no  company  ever  connected  with  more 
than  the  top  20%  of  its  trading  partners,"  says  John  J. 
Fontanella,  director  of  supply-chain  research  at  market-watch- 
er AMR  Research  Inc.  in  Boston.  Now  the  Internet  is  cheap 
enough  that  even  small  job  shops  can  afford  to  hook  up.  As  a 
result,  "we'll  see  90%  of  manufacturing  move  to  the  Internet" 
in  short  order,  predicts  Fontanella. 

That's  because  the  Net  is  bringing  on  a  pivotal  change  in 
manufacturing  economics:  Custom  manufacturing  can  be  cheap- 
er than  mass  production.  If  that  seems  hard  to  imagine,  take  a 
squint  at  how  it  works  for  Cisco  Systems  Inc.  First  off,  Cisco 
outsources  most  production  to  contract  manufacturers  that  op- 
erate 37  factories,  all  linked  via  the  Net.  Suppliers  not  only 
make  all  the  components  and  perform  90%  of  the  subassembly 
work  but  even  do  55%  of  the  final  assembly.  So  suppliers  reg- 


ularly ship  finished  Cisco  computers  to  Cisco  customers  with 
a  Cisco  employee  ever  touching  the  gear.  The  result  is  "sa 
of  between  $500  million  and  $800  million  this  year,"  compared 
what  it  would  cost  to  own  and  operate  those  plants,  says  C 
Redfield,  Cisco's  senior  vice-president  for  manufacturing. 

In  addition,  roughly  80%  of  Cisco's  sales  are  generated 
its  Web  site.  Customers  use  a  program  that  walks  th 
through  the  task  of  configuring  a  system  to  fit  their  spec 
needs.  After  the  software  double-checks  the  orders,  they 
straight  to  Cisco's  gun-for-hire  producers.  Thus,  Cisco  nee<| 
fewer  salespeople,  technicians,  and  paper-shufflers.  "We  can 
from  quote  to  cash  without  ever  touching  a  physical  asset 
a  piece  of  paper,"  boasts  executive  vice-president  Donald 
Listwin.  "You've  heard  of  just-in-time  manufacturing.  Well,  t 
is  not-at-all  manufacturing." 

One  risk  of  heavy  outsourcing  is  that  a  company  can  lo 
touch  with  the  manufacturing  expertise  that  contributes 
continuing  product  improvements.  To  preclude  that,  Cis 
also  designs  the  production  methods — and  uses  the  Internet 
monitor  operations  at  its  contract  producers  around  the  cloc 
"We  develop  the  entire  process,  and  we  know  what  eve 
supplier  is  doing  every  moment,"  says  Redfield.  "The  soun 
code  for  all  this  is  developed  here  and  maintained  here.  So  th 
innovation  is  all  here." 
VIRTUAL  PARTNERSHIP.  The  sea  change  flowing  from  the  Ne 
is  so  profound  that  owning  a  factory  is  increasingly  regarde 
as  a  liability.  Hewlett-Packard,  IBM,  Silicon  Graphics,  and  oth 
ers  have  sold  plants  to  contract  producers  such  as  Solectror 
SCI  Systems,  Flextronics,  and  Celestica — then  signed  up  thesi 
manufacturing  specialists  as  suppliers.  Some  experts  imagin 
that  many  enterprises  will  ultimately  become  tripartite  virtus 
partnerships.  One  arm  will  handle  product  development  anc 
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engineering,  another  will  take  care  of  marketing,  and  the 
third  will  do  the  production  chores.  "We've  got  a  whole  dif- 
ferent world  emerging,"  says  Bryan  D.  Stolle,  president  of  Ag- 
ile Software  Corp.,  a  San  Jose  (Calif.)  provider  of  supply- 
chain  management  software  for  coordinating  distributed 
manufacturing. 

In  theory,  even  the  auto  industry  could  switch  to  not-at-all 
manufacturing.  As  a  practical  matter,  though,  the  unions  may 
never  allow  that.  Hogan  of  e-GM  has  long  advocated  more 
outsourcing — largely  in  vain,  because  of  union  opposition.  But 
if  GM  can  get  its  supply  chain  in  sync,  it  could  still  get  its  fac- 
tories in  better  tune  with  car  buyers.  "We'll  very  quickly  get 
to  the  five-day  car,"  says  Hogan. 

ME-TOO  PROJECTS.  The  five-day  car  is  a  revolutionary  concept 
pioneered  by  Toyota  and  other  Japanese  carmakers  in  the 
early  1990s.  They  envisioned  the  Cisco  and  Dell  approach: 
Customers  would  pick  and  choose  from  a  menu  of  onscreen  op- 
tions, then  hit  a  button  to  send  the  order  straight  to  the  fac- 
tory. Toyota  has  been  equipping  showrooms 
in  Japan  with  Internet  terminals  since  1995. 

Japan's  vision  "captured  everyone's 
imagination,"  says  Hogan,  and  ignited  a 
flurry  of  me-too  projects  in  the  U.  S.  and 
Europe.  Already,  Ford's  Volvo  subsidiary 
is  testing  factory-direct  sales  via  the  In- 
ternet in  Beligum.  So  Hogan  admits  GM 
has  some  catching-up  ahead. 

Auto  makers  aren't  planning  to  offer 
customized  cars  just  to  make  customers 
happier.  They  also  want  some  of  the  bot- 
tom-line savings  that  companies  like  Cisco 
have  achieved.  All  those  mass-produced 
cars  sitting  for  weeks  in  dealer  lots  rep- 
resent a  huge  investment  that  yields  no 
return  until  a  buyer  comes  along.  Studies 
indicate  that  shifting  from  mass  production 
to  direct  factory  sales  could  slash  car 
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In  1998,  compa- 
nies farmed 
out  15%  of  all 
manufacturing. 
In  2000,  they 
will  outsource 
more  than 
40%. 


prices  by  up  to  I 
"Trimming  that  in\l 
tory  would  take  oil 
lot  of  cost,"  Hcl 
says.  "But  it  will  I 
quire  moving  at  In] 
net  speed  in  the  b| 
end  of  the  business 
on  the  assembly 
and  on  the  shop  flc 
of  gm's  parts  and 
terials  suppliers. 

That's  where  n| 
types  of  software 
help.  Since  1978,  cd 
panies      have      bo 
putting  in  ever  ml 
sophisticated  syste| 
to  boost  manufacti; 
efficiency.  One  is  enterprise  resource  planning  (erp)  softw^ 
from  such  vendors  as  SAP,  PeopleSoft,  Oracle,  J.  D.  Edwa 
and  Baan.  With  erp,  factory  operations  are  tied  to  other  c| 
porate  departments,  such  as  purchasing,  so  parts  can  be 
dered  for  just-in-time  delivery. 

Until  recently,  though,  erp  systems  didn't  know  what 
happening  on  the  shop  floor.  Newer  software  is  bridging  tl 
last  gap.  A  manufacturing  execution  system  (mes),  for  exa| 
pie,  coordinates  shop-floor  operations  and  provides  a  re 
time  picture  of  how  the  plant  is  running.  When  a  problem  p<J 
up — a  robot  goes  haywire  or  a  parts  delivery  fails  to  arrive 
time — an  adaptive  planning  system  analyzes  its  impact.  Tr. 
it  modifies  the  production  plan  to  make  optimum  use  of  whj 
ever  resources  are  still  available. 

These  new  technologies  will  be  crucial  to  handling 
morrow's  steady  stream  of  custom  orders  from  the  Intern^ 
erp  without  mes  is  like  running  a  modern  factory  while  usi 
the  Pony  Express  for  communications,  quips  Schmitt  of  J.  | 
Edwards.  But  together,  they  can  work  wo 
ders.  For  instance,  J.  D.  Edwards  teamj 
up  with  mes  specialist  Camstar  Syster 
Inc.  in  Campbell,  Calif.,  to  help  Lexma 
International  Inc.  slash  production  c| 
cles  for  computer  printers  by  90%. 
printer  that  used  to  take  four  hours 
assemble  now  gets  made  in  Intern! 
time — 24  minutes. 

So  industry  finally  has  the  tools  to  cr 
ate  virtual  enterprises,  with  online  linlj 
that  span  the  entire  manufacturing  chai| 
from  automotive  giants  to  local  job  shoj 
If  the  carmakers  can  coax  their  thoil 
sands  of  suppliers  into  the  online  galaxjj 
even  the  most  traditional  companies  coi: 
soon  be  exploring  new  manufacturir 
realms  that  give  customers  precisely  wh^ 
they  want. 
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Tektroni 


HE  COLOR  PRINTER  COMPARISON 
HP  DOESN'T  WANT  YOU  TO  SEE. 


urpi ised  by  the  comparison?  We're  not.  We've  been  busy  perfecting  color  printing  for  more  than  15  years,  and 
Enveloping  breakthrough  products  such  as  the  Tektronix  Phaser®  740  color  laser  printer.  It's  the  first  workgroup 
■inter  to  deliver  amazing  photo-quality  color  at  an  equally  amazing  price.  Imagine,  true  1200  dpi  color  output  on 
werything  from  labels  to  letterhead.  Dazzling  color  presentations  and  overheads.  And  a  host  of  user-friendly 
features  that  make  the  Phaser  740  color  laser  as  easy  to  use  as  it  is  to  own.  To  learn  more  about  the  Phaser  740 

flor  laser,  or  bringing  color  into  your  office,  call  1-877-362-6567,  ext.  1629  or  visit  www.tektronix.com/compare. 
•  itiimaM  U  S  w*fi|  price  rui'lln  pncr  may  vary    c  I9OT  Teklmnu,  Im  fcktionii  and  Phawr  arc  registered  trademarks  of  Tektrona,  he  HP  k  a  regalered  trademark  of  HewlettPadurd  Co. 
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HIGH  ENERGY:  At  Dell,  where 
unusual  means  are  used  to  build 
spirit,  managers  dash  to  a  meeting 
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The  Search 
for  the  Young 
and  Gifted 


WHY  TALENT  COUNTS  •  BY  JOHN  BYRNE 


For  companies  on  the 
cusp  of  the  Internet 
Age,  the  resource  in 
shortest  supply  is 
neither  raw  material  nor 
capital,  neither  powerful 


internet 


technology  nor  new  markets.  What  keeps  managers  up  nig| 
at  these  companies  is  the  scarcity  of  brainpower,  the  talent 
give  wings  to  visions  of  a  future  that  becomes  the  presentl 
the  speed  of  light.  "Capital  is  accessible,  and  smart  strateg 
can  simply  be  copied,"  says  Ed  Michaels,  a  McKinsey  &  Co.  | 
rector.  "The  half-life  of  technology  is  growing  shorter  all 
time.  For  many  companies  today,  talented  people  are  the  pr 
source  of  competitive  advantage." 

People  bring  imagination  and  life  to  a  transforming  tec! 
ogy.  They  bring  success  and  profit  to  simple  and  complH 
ideas.  Or,  as  Dell  Computer  Corp.  Vice-President  There 
Garza  puts  it,  they  bring  "hum."  Not  the  whirling  white  no: 
emanating  from  your  computer,  but  the  very  tangible  sense  k 
fully  engaged  people,  channeling  unbounded  energy  into  th< 
work.  "You  know  it  as  soon  as  you  enter  a  building,"  sa 
Garza,  general  manager  of  Dell's  large  corporate-aecouri 
group.  "You  can  tell  when  a  company  feels  dead  just  by  wa] 
ing  through  its  halls.  We  try  to  create  the  hum.  It's  people  w  | 
have  momentum,  who  are  working  hard,  and  who  are  excitj 
to  be  here." 

To  get  hum,  Garza  has  flung  herself  onto  Velcro  walls  ail 
had  fellow  employees  dunk  her  in  a  water  tank — all  in  tl 
name  of  generating  enthusiasm  and  encouraging  accessibilit 
It's  a  far  cry  from  IBM  founder  Thomas  Watson  sitting  with  h 
hands  folded  behind  a  "Think"  sign  in  a  library  with  0 
World  overtones.  But  those  two  images  are  emblematic 
the  vast  differences  between  the  enterprises  thi 
will  define  the  Internet  Age  and  the  cor 
panies  of  previous  eras. 

Watson  and  earlier  chieftains  construe 
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9W.com.  Not  just  another 

lace  to  buy  computers. 

s  CDW  at  a  different  address, 


Anyone  can  set  up  a  virtual  site  and  sell  computers. 
But  with  cdw.com,  you  have  the  comfort  of  knowing  there's  a 
FORTUNE®  1000  Company  behind  the  web  address.  At  cdw.com, 
you'll  be  working  with  your  own  account  manager,  backed  by  a  whole 
team  of  computer  experts.  And  when  you  e-mail  us,  our  system  automatically 
puts  your  company's  name  into  the  subject  header  and  flags  your  message  as  top 
priority.  Which  means  you  save  a  lot  of  time.  At  CDW,  we've  built  the  most  efficient  direct 
business  model  in  the  industry.  One  designed  to  save  you  money  and  be  responsive  to  your  needs. 
Bottom  line,  it's  what's  made  us  the  industry's  only  Direct  Solutions  Provider.  So  check  out  the  award- 
winning  cdw.com  today.  We're  proud  to  stand  behind  it.  Literally. 


Computing  Solutions  Built  for  Business" 

1-888-239-8283  www.cdw.com 


399  CDW  Computer  Centers,  Inc. 


CDW) 
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Managing  to  Have  Fun  at  Doubleclick 

At  the  online  advertising  company,  the  CEO  clowns  around  with  recruits 


PURPOSE: 

The  goal  is  a 
creative 
atmosphere  ■ 


UNCONVENTIONAL  BOSS: 

CEO  Kevin  O'Connor  leads  a  game  of 
Lazer  Tag  at  ClickerCamp,  a  weeklong 
orientation  for  new  employees.  Most 
came  from  more  traditional  companies 


ed  organizations  that  were  models  of  order,  logic,  and  confor- 
mity, the  latter  best  symbolized  by  the  white  shirts  and  stiff  col- 
lars every  IBM  salesman  had  to  wear.  The  hierarchy  and  bu- 
reaucratic protocol  that  were  the  hallmarks  of  those 
corporations  were  crucial  to  success  in  an  age  when  change 
came  slowly  and  markets  were  largely  domestic. 

Today,  Watson's  "Think"  motto  contrasts  with  Andrew  S. 
Grove's  notion  that  "only  the  paranoid  survive."  Why?  Invin- 
cibility, as  the  stumbles  of  many  once-successful  corporations 
have  shown,  breeds  arrogance  and  insularity.  As  CEO  of  Intel 
Corp.,  Grove  showed  that  the  "paranoid"  are  not  going  to 
take  for  granted  their  customers,  markets,  or  employees. 

Today's  managers  recognize  that  flat  organizations  of  em- 
powered people  are  critical  to  gaining  quick  decisions  in  a 
global  marketplace  that  moves  at  Net  speed.  The  lone  corporate 
soldiers,  often  second-guessed  by  layers  of  managers  who  po- 
liced decision-making,  have  been  replaced  by  teams  of  people 
with  the  autonomy  of  small-business  owners.  Internet  Age 
companies  rely  on  the  initiative  and  smarts  of  individual  em- 
ployees to  foster  decisions  that  are  closer  to  the  customer  and 
therefore  more  responsive  to  the  market.  The  ultimate  goal, 
says  ceo  Jorma  Ollila  of  Finland's  telecom  giant  Nokia,  is 
"flexibility,  an  open  mind,  and  transparency  of  organization." 

How  do  the  smart  companies  get  it?  They  restore  meaning 
to  the  Dilbert-scorned  rhetoric  that  "people  are  our  most  im- 


portant assets."  The  best  of  the  Internet  Age  breed,  fr 
America  Online  and  DoubleClick  to  Cisco  Systems  to  Fede 
Express,  are  rewriting  the  rules  of  intellectual  capital — sett' 
new  standards  for  how  to  attract,  cultivate,  and  retain  talent 
an  era  in  which  people  matter  more  than  ever.  And  they're 
ing  the  Net  to  transform  the  care  and  feeding  of  human  ass 
and  to  transcend  traditional  boundaries. 

Consider  Planet-Intra.com  Ltd.,  a  year-old  software  co: 
pany  that  is  nominally  based  in  Mountain  View,  Calif.  Alan 
McMillan,  the  37-year-old  founder  and  ceo,  is  a  Canadian 
had  been  working  in  Hong  Kong.  The  company's  product 
written  by  a  software  team  in  Croatia.  The  vice-president 
technology  is  Russian,  while  the  VP  of  international  sales  i 
German  living  in  Tokyo.  They  use  the  Internet— in  fact,  tb 
own  product— to  collaborate  across  borders.  "We  live  a 
breathe  the  Internet,"  says  McMillan. 

In  this  new  environment,  the  most  successful  compani 
are  endowing  entry-level  employees  with  the  reverence  once 
corded  only  to  customers.  They  are  working  to  fulfill  the  des 
for  meaning  and  belonging  by  creating  egalitarian  meritocracy 
And  they  are  paying  generously  for  performance,  not  o 
with  cash,  but  with  ownership.  As  Cisco  Systems  Inc.  C 
John  T  Chambers  puts  it:  "The  New  Economy  is  heavy  on 
tellectual  capital.  The  sharing  of  knowledge  is  what  real 
makes  it  go.  In  the  New  Economy,  you  expect  lifelong  learnin 
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How   long 

can   you 

wait   for 

e-Business? 


Inside  every  business, 
there's  a  huge  e-Business 
opportunity  ticking  away. 

The  power  to  move 
faster.  The  power  to  reach 
farther.  The  power  to  claim 
a  prime  spot  in  the  new 
e-conomy.  But  wait  too  long, 
and  your  options  expire. 

So  make  the  smart  move. 
Choose  the  team  with 
creative  e-Business  vision  - 
and  the  experience  and 
resources  to  build  it,  power 
it  up  and  beat  the  traffic  to 
the  bottom  line. 

CSC  is  the  one.  50,000 
professionals.  700  locations 
And  a  winning  record  in  the. 
Fortune  1000. 

Talk  to  the  e-Business 
team  at  CSC.  We're  at  the 
intersection  of  business  anc 
technology.  You  can  reach 
us  at  1-800-272-0018  or 
www.csc.com/bw. 


Computer  Sciences  Corporatu  I 
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not  necessarily  lifelong  employment.  People  used  to  work  for 
wages.  In  the  New  Economy,  they  work  for  ownership.  Security 
comes  from  the  stock.  Labor  often  fought  management  in  the 
Old  Economy.  Today,  teamwork  and  empowerment  are  crucial 
to  success." 

MORE  PASSION.  In  short,  the  world  economy  is  going  through  a 
seismic  shift  to  intellectual  capital  from  capital  investment. 
That's  why  computer  mogul  Michael  S.  Dell  made  people  No.  1 
on  his  top  10  list  of  priorities  to  executives  earlier  this  year. 
And  at  a  company  adding  more  than  8,000  people  this  year  to 
its  29,000  employees,  the  talent  must  be  hired  and  developed 
fast.  Amazon.com  Inc.,  the  company  that  is  synonymous  with 
the  Internet  way  of  doing  business,  understands  the  imperative 
all  too  well.  "The  thing  that  has  constrained  us  for  the  last  four 
years  has  always  been  peo- 
ple bandwidth,"  says  Ama- 
zon ceo  Jeffrey  P.  Bezos. 
"Just  having  enough  smart, 
hard-working,  talented,  pas- 
sionate people  to  execute 
against  our  vision." 

To  glimpse  this  changing 
world,   visit   some   of  the 
companies  that  are  charting 
new  territory.  Begin  in  a 
New  York  City  area  known 
as  "Silicon  Alley."  In  the 
basement  of  a  nondescript 
building  on  Madison  Avenue, 
some  30  new  employees  of 
Net  advertising  pio- 
neer    DoubleClick 
Inc.  are  gathered  for 
the  first  day  of  a  week- 
long  orientation  called 
"ClickerCamp." 

DoubleClick  would 
not  exist  without  the 
Net.  It  sells  online  ad- 
vertising  for    Web    sites 
then  constantly  delivers  the 
ads  to  viewers  who  fit  the  pro 
file  of  advertisers'  prospective 
customers.  DoubleClick  can  di- 
rect ads  to  Web  users  within 
milliseconds  of  their  checking  into  a  Web  site.  The  company's 
revenues  rose  162%  last  year,  to  $80  million. 

In  this  windowless  room,  the  twenty-  and  thirtysomething  re- 
cruits, just  a  fraction  of  the  hundreds  DoubleClick  will  add  this 
year,  have  a  couple  of  things  in  common.  The  vast  majority 
have  left  more  conventional  environs  such  as  American  Express, 
Mobil  Oil,  Time  Warner,  Andersen  Consulting,  and  Saks  Fifth 
Avenue.  What  is  more  surprising  is  that  over  half  were  hired 
because  they  know  someone  at  DoubleClick.  The  company, 
which  gets  20%  of  its  employees  via  the  Net,  believes  that  re- 
ferrals sharply  reduce  mis-hires. 


After  the  coffee  and  pastry  preliminaries,  ClickerC? 
starts  with  ceo  Kevin  O'Connor,  38,  an  engineer  who  foi 
ed  the  company  after  several  years  with  a  software  oi 
that  had  purchased  his  earlier  startup.  With  employn 
nearing  T,000,  O'Connor  and  his  management  team  in 
that  every  new  recruit,  from  the  New  York  receptionis 
the  new  salesperson  in  Paris,  knows  how  crucial  he  or  sh 
to  the  company's  success.  "Every  company  makes  the 
tomer  a  priority,"  says  Kevin  P.  Ryan,  DoubleClick  presid 
"Not  every  company  makes  their  people  and  their  cult 
priorities.  We  do.  It's  more  important  that  I  take  care  of 
employees  than  our  customers." 

Before  the  week  is  out,  O'Connor  and  other  leaders  i 
engage  the  recruits  in  a  game  of  Lazer  Tag  and  join  th 

for  drinks  at  a  nearby  I 
"We  try  to  do  everyth 
we  can  to  bring  people 
gether,"  says  Ryan.  "WI 
you  bring  together  30  pi 
pie  who  enjoy  jazz  or  s 
ing,  the  company  becon 
part  of  the  social  fabric 
a  person's  life." 
EXPLOSIVE.      The      cla 
however,  is  strictly  bu 
ness.  O'Connor  articulat 
the  company's  goals  a 
strategy    and    serves 
enough      inspiration 
ready  an  army  for  batt 
"We  are  making  history 
he  says.  "We  are  buildii 
a  great  company  in  an  e 
plosive  industry.  This 
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The  world  economy  is  going 
through  a  seismic  shift  to  intellectual 
capital  from  capital  investment 


SECOND  SENSE:  uYou  can  tell  when  a  company  feels  dead  just  by  walking  through  its 
halls,"  says  Dell  VP  Garza.  "We  try  to  create  hum.  It's  people  who  have  momentum 


lie 


the  fastest-growing  trend  in  history.  It  beats  fire,  the  wheeie <' 
the  telephone  and  television,  cell  phones.  Nothing  ha 
touched  so  many  lives  so  quickly.  We're  going  to  do  some  ir 
credible  things  here."  Before  leaving,  he  fields  question 
and  gives  out  his  home  telephone  number. 

By  the  time  ClickerCamp  is  out,  all  of  the  senior  man 
agers  will  have  fulfilled  their  duty  to  appear.  After  ali 
every  employee  is  asked  annually  to  rate  his  or  her  manage: 
on  25  criteria.  The  ratings  answer  two  key  questions:  Di< 
managers  hire  good  people?  Did  their  employees  like  work 
ing  for  them?  "Most  organizations  focus  only  on  the  re 
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hen  you  call    up  and  say  you're  a   small 
usiness,  do  some  businesses  make  you 
eel ,  well ,  urn,  smal  1  ? 


i 


TER   HELPING   A    DIVERSE    RANGE   OF   COMPANIES    SET   UP    BUSINESS    ON    THE    INTERNET, 

UNDERSTAND   WHAT  MOST  BUSINESSES   WANT:  TO  BE  TAKEN  SERIOUSLY.    Whether  you   employ 
or  200  people,    MindSpring  Biz   will  help  you  identify  your   needs    for   taking  your 
siness   online.    We'll    stake   out  your  piece   of  real    estate   on    the   Web,    and  even 
Ip  you   get  your   site   designed    if  you'd    like.    And  our   high-speed  business   access 
rvice   allows  you    to   experience    the    Internet    the   way  you   should:  immediately . 
you're    thinking   about   selling   stuff  online,    we   can    talk  you    through   several 
commerce   sol utions ,    from  shopping   cart   software    to   credit   card  authorization . 
d  our   customer   service   staff   is   available   24   hours   a   day   to   help   answer   any 
estions  you    might   have,    incl uding :    "What's   shopping   cart  software?"  Call    us 
1-888-MSPRING   or    visit   us   at   www.mindspringbiz.com  and  get  your   first   month 
Web   site   hosting    for    free.    Hurry,    offer   expires    10/31/99. 


>99  MindSpring  Enterprises.    Inc. 


You'd   be    happier    using 


MindSpring  Bi; 

internet"servicesO 
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suits.  But  if  you  do  the  first  two,  I  know  the  results  will 
happen,"  says  Ryan. 


L 


fFAST     FORWARD 


ike  DoubleClick  in  New  York,  Dell  Computer  Corp.,  just 
outside  Austin,  Tex.,  puts  a  laser  focus  on  speed  and 
teamwork.  "There's  a  tremendous  velocity  to  business 
here,"  says  Jay  Martin,  28,  a  planning  manager  who  joined  Dell 
last  year  after  earning  his  MBA  from  Duke  University.  "You 
make  decisions  every  day  without  100%  of  the  information,  and 
you  have  to  be  comfortable  doing  that.  Every  Sunday  night,  I 
look  forward  to  Monday  morning.  I  don't  think  there  could  be 
a  stronger  endorsement." 

Finding  people  like  Martin  is  an  all-consuming  priority  at 
Dell.  Recruiters  start  with  substantial  research  on  what  it 
takes  to  succeed.  Besides  confirming  the  necessary  functional  or 
technical  skills,  managers  test  applicants  for  their  tolerance  of 
ambiguity  and  change  and  their  capacity  to  work  in  teams 
and  learn  on  the  fly.  At  the  VP  level,  candidates  are  sent  to  a 
consultant  for  a  lengthy  behavioral  interview  and  extensive 
pencil-and-paper  testing.  "It  is  a  high-risk,  high-reward  envi- 
ronment," says  Andy  Esparza,  vice-president  for  staffing.  "We 
have  to  screen  for  people  who  can  thrive  in  that  kind  of  cul- 
ture." Even  when  growing  at  hyperspeed,  hiring  just  to  fill  seats 
won't  do,  says  Esparza:  "Short-term  decisions  or  compromises 
you  make  today  in  the  interests  of  getting 
something  done  will  cost  you  later  on." 

Once  hired,  you  don't  just  settle  in  at 
Dell.  To  assure  quick  assimilation,  every 
new  employee  is  given  specific  performance 
goals  to  reach  in  the  first  30  days.  Informal 
and  formal  buddy  systems  pair  newbies  to 
vets.  Executives  host  informal  monthly  chat 
sessions  with  small  groups  of  managers  to 
mentor  them  along. 

If  all  goes  well,  Theresa  Garza,  who  leads 
the  600-employee  large  corporate-accounts 
group,  can  create  the  "hum"  she  talks 
about.  Her  goal  is  a  function  of  leadership 
and  organizational  culture.  It  demands  clear 
communications.  In  the  first  two  weeks  of  a 
quarter,  Garza  will  articulate  her  group's 
objectives  on  five  different  occasions.  Every 
leader  will  have  heard  the  message  at  least 
three  times.  Why?  "People  get  frustrated 
when  they  are  not  on  the  same  page,"  she 
says.  "When  everyone  has  the  same  agen- 
da, it  breaks  down  frustration  and  politics." 
ODD  OUTFITS.  Fun,  says  Garza,  is  another 
key  ingredient.  She  has  shot  off  a  gun  in  a 
magician's  show  trick,  belted  out  a  tune  on 
stage,  and  dressed  up  in  odd  outfits  to  in- 
spire the  troops.  "Humiliation,"  laughs 
Garza,  "is  a  great  motivator.  It  makes  ex- 
ecutives more  approachable,  and  it's  just 
fun,  and  people  like  it." 

Fast  growth,  meantime,  helps  keep  peo- 


ple engaged  and  emotionally  committed.  Every  quarter,  Ga 
hires  10%  to  15%  of  her  600  employees  from  outside  Dell.  I 
additional  8%  to  10%  are  promoted  or  put  into  "stretch"  | 
signments  for  further  development. 
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Executives  world 
wide  who  rank 
human  perfor- 
mance ahead 
of  productivity 
and  technology 
in  strategic  im- 
portance: 75%. 
Those  who  say 
that  by  2010 
attracting  and 
retaining 
people  will  be 
the  No.l  force 
strategy:  80% 


in 


ANDERSEN  CONSULTING, 
ECONOMIST  INTELLIGENCE  UNIT 


ove  west  to  Cisco  Systems  in  San  Jose,  Calif.,  i 
you'll  find  one  of  the  most  enterprising  acquirers  of 
ent  in  the  world.  Cisco,  which  provides  switc 
routers,  and  other  plumbing  for  the  Internet,  recruits  peopl 
the  most  hotly  competitive  talent  market  in  the  world:  Sili 
Valley.  Besides  the  more  typical  use  of  job  fairs,  Cisco  has 
cruited  at  the  Los  Altos  Wine  &  Art  Festival  and  the  Sa 
Clara  Home  &  Garden  Show.  The  company  has  even  parke< 
mobile  billboard  alongside  a  congested  freeway,  suggesting 
weary  drivers  that  they  could  cut  their  commutes  by  worl 
for  Cisco. 

Mostly,  though,  the  company  has  aggressively  employed 
Net  to  draw  talent.  After  all,  the  Internet  is  clearly  a  self-: 
lecting  environment  for  the  kind  of  people  Cisco  wants.  So 
co  runs  banner  ads  on  dozens  of  Web  sites,  from  Scott  Ada 
Dilbert  site  to  Travelocity.  By  using  Doubleclick's  technolo 
Cisco  ads  pop  up  for  people  surfing  the  Web  from  specific 
dresses,  including  its  leading  rivals,  says  Michael  McNeal,  C 
co's  employment  director. 

As  many  as  70%  of  the  20,000  resum 
Cisco  receives  monthly  arrive  in  digi 
form.  And  only  one  of  every  four  is  ev 
read  by  a  person.  Cisco  software  screei 
resumes  for  key  words.  The  company  pi; 
to  refine  the  process  by  textually  analyzii 
the  resumes  of  successful  hires,  then  usir 
that  knowledge  to  screen  incoming  resum* 
more  efficiently. 

Cisco's  staff  of  100  recruiters  eventual 
winnow  the  number  of  applicants  for  eac 
job  down  to  three  to  five  so  managers  cs 
interview  them.  "The  irony  of  Internet  r< 
cruiting  is  that  it  can  actually  be  more  h 
teractive  and  personalized  than  the  old  p; 
per-based  way,"  says  Barbara  Beck,  seni 
vice-president  for  human  resources.  Ci; 
co's  goal  is  to  hire  people  quickly  aftej 
they  apply — in  effect,  grabbing  them  whili 
they  are  hot. 

Cisco  is  a  prime  example  of  anothe 
defining  characteristic  of  the  Internet  Ag 
adding  brainpower  by  takeovers.  Som< 
companies  acquire  others  to  increase  mar 
ket  share  and  build  economies  of  scale 
Cisco,  with  annual  sales  of  $12  billion,  has 
grown  tenfold  in  five  years,  in  part  througl 
some  30  acquisitions,  many  of  them  rid 
in  talent.  One  of  every  four  employees  ar- 
rives via  acquisition.  "The  key  to  our  sue 
cess  is  understanding  that  we  are  acquiring 
people,  not  technology,"  says  Donald  J 
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To  Email... 


In  Seconds 


IE  DOCUMENT  DISTRIBUTION  CENTER. 


r  icture  thjs:  you  fax  a  multi-page  document  from  the 
Panafax  DX-2000  directly  to  multiple  email  addresses, 
anywhere  in  the  world,  with  the  push  of  one  button. 
The  document  is  received,  confidentially,  into  your  recipient's 
Inbox,  rather  than  sitting  in  the  output  tray  of  the  fax 
machine  for  all  to  see.  The  document  can  then  be  viewed, 
forwarded,  printed,  stored,  deleted -whatever- the  same 
things  you  would  do  with  any  email. 
Are  you  a  mobile  worker?  you  probably  always  answer  emails 
on  a  timely  basis  while  your  faxes  sit  waiting  at  a  remote  fax 
machine.  With  the  DX-2000,  faxes  and  emails  can  be  sent 
simultaneously-  all  to  your  email  address. 


Panasonic  Gives  You  a  Total 
Distribute  and  Print  Solution. 

The  DX-2000  Network  Fax  is  a  key 
component  in  distribute  and 
print  solutions  offered  by 
Panasonic.  We  also  offer  a 
comprehensive  line  of  Digital 
Copier/Printers  and  Full  Color  PostScript® 
Laser  Printers  that  will  transform  any 
office  into  a  digital  workplace. 
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For  more  information,  call  1-800-742-8086,  or  visit 
www.panasonic.com/panafax. 
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Technology. 


THE     INTERNET     AGE 


Listwin,  executive  vice-president.   H|  (lldcorne. 

"Technology  is  moving  so  quickly  I 
that  the  products  are  dead  in  18  I      -art 
months.  So  it's  important  to  give 
people  in  acquired  companies  big- 
ger jobs,  not  smaller  jobs." 

They  work  in  a  culture  in- 
formed by  the  mistakes  of  more 
traditional  companies.  A  former 
iBMer,  ceo  Chambers  was  some- 
times expected  to  fetch  a  soda  or 
carry  the  bags  of  a  superior.  "I 
won't  ask  anyone  to  carry  a  bag 
for  me,"  he  says.  "You  never  ask 
your  team  to  do  something  you 
wouldn't  do  yourself." 

You    share    time    and 
money  with  them,  too. 
Once  a  month,  Cham- 
bers holds  court  at  a 
breakfast  for  employees 
whose  birthdays  fall  that 
month.  Stock  options,  more- 
over, are  generously  parceled  out 
as  an  enticement  and  a  retention 
tool.  All  employees  get  options  on 
stock,  which  has  risen  more  than 
135%  in  the  past  12  months. 

One  result:  Cisco's  turnover  is 
extraordinarily  low — just  6.7%  per  year  in  an  industry  with  typ- 
ical rates  of  18%  to  28%.  Yet  about  half  of  Cisco's  turnover  rate 
is  involuntary,  a  result  of  the  company's  policy  of  annually 
trimming  the  bottom  5%  of  its  staff.  "The  decision  of  who  to  let 
go  has  nothing  to  do  with  length  of  service  or  level,"  says 
Beck.  "It's  'are  you  adding  value?'  or  'do  you  fit  the  culture?' " 

Head  back  east,  to  Memphis,  and  Federal  Express  Corp.'s 
sprawling  headquarters.  The  overnight  delivery  com- 
pany, which  hired  34,300  people  last  year,  boasts  a 
turnover  rate  for  management  and  full-time  salaried  employees 
of  a  mere  4%. 

How  does  FedEx  keep  turnover  so  low?  Hiring  practices 
that  echo  Dell  and  Cisco  are  just  the  start.  FedEx  also  assid- 
uously develops  its  homegrown  talent,  largely  through  a  com- 
mitment to  continuous  learning.  FedEx  may  be  the  ultimate 
corporate  university.  "One  reason  people  like  to  work  here  is 
that  they  just  don't  come  in  with  a  set  of  skills  that  stay  stag- 
nant," says  Larry  McMahan,  vice-president  for  human  re- 
sources. "We  believe  heavily  in  individual  development.  We 
have  extensive  training." 

FedEx  plows  3%  of  total  expenses  into  training,  six  times 
the  proportion  at  most  companies.  And  other  companies  typi- 
cally spend  the  lion's  share  of  training  funds  on  managers.  At 
FedEx,  front-line  and  second-level  managers  must  attend  10  to 
11  weeks  of  mandatory  training  in  the  first  year.  Tens  of  thou- 
sands of  employees  from  couriers  to  top  executives  have  gone 


FedEx  plows  3%  of  total  expenses 
into  training,  six  times  the  proportion] 
at  most  companies 

A  BONDING  EXPERIENCE:  FedEx  workers  play  basketball  blindfolded  under  the 
direction  of  their  managers  who  can  see.  The  object  of  the  game  is  to  build  trust 

i 

through  the  Leadership  Institute  just  outside  Memphis.  Wee| 
long  courses  drill  people  in  the  company's  culture  and  oper 
tions.  Bonding  exercises  include  blindfolded  games  of  basketba 
where  participants  must  rely  on  coaches  without  blindfolds 
find  the  goal.  The  training  is  a  critical  component  of  the  cor 
pany's  open  and  progressive  environment.  "What  attracts 
me  was  FedEx'  intensity  and  passion  toward  creating  nel 
kinds  of  business,"  says  David  Roussain,  a  former  Hewletl 
Packard  Co.  manager  who  joined  FedEx  as  vice-president  fq 
e-commerce  and  customer  service  in  January.  "FedEx  is  an  a\ 
tion-oriented  company." 

The  Net  helps.  "An  unbelievable  amount  of  decisions 
made  over  e-mail,"  says  Roussain.  "It  tends  to  push  issue 
faster  and  quicker  and  allows  for  a  freer  exchange  of  opinion^ 
It  is  also  a  safe  environment  to  raise  issues."  When  the  cor 
pany's  service  reps  recently  griped  that  they  wanted  mor 
latitude  to  solve  customer  problems,  the  company  invested  i 
new  networking  systems  to  give  the  reps  the  additional  infoi 
mation  they  needed  to  make  decisions.  JOO? 

A  small  step,  perhaps.  But  it's  one  of  many  that  bespeak  th , , , 


initiative,  fast  response  times,  and  bureaucracy-busting  that  hel] 
to  define  the  Internet  Age.  Watson's  goal  of  getting  his  em 
ployees  at  IBM  merely  to  "Think"  is  now  a  given,  if  not  :  I 
starting  point,  toward  getting  the  best  people  to  work  smarts 
in  an  ever  more  challenging  epoch. 

With  Andy  Reinhardt  and  Robert  D.  //q 
in  San  Mateo,  Calij 
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Computer  gremlins  mangle  and  abuse 
yet  another  email  attachment. 
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*  lobe  Acrobat 

Stop  the  gremlins.  With  Acrobat'  4.0  software  from  Adobe,  all  the  documents  you  send  electronically  will 
arrive  exactly  as  you  intended.  When  you  convert  your  documents  with  Acrobat,  it  doesn't  matter  whether 
you  used  Microsoft  Office  or  some  other  application  to  create  them.  It  doesn't  matter  which  platform  you 
use. The  gremlins  can  try.  But^  Acrobat  keeps  your  business  documents  safe. Take  that,  you  little  imps!  For 
more  information,  or  to  locate  a  software  reseller  near  you,  visit  our  Web  site  at  www.adobe.com/acrobat99 
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Try  Iberia's  new  Intercontinental  Business  Class  and  enjoy  a  world  class  experience  on  a  worl 
class  airline.  Discover  the  sense  of  privacy  Iberia  gives  you  with  52  inches  of  room  betwee 
your  ergonomically  designed  seat  and  the  one  in  front.  Relax  in  style  and  made-to 
measure  comfort  whiling  away  the  time  watching  films,  sports  or  news  on  your  individua 
video  screen,  make  a  call  from  your  seat  on  your  personal  telephone  or  treat  your  palate 
to  a  Mediterranean  Cuisine  inspired  choice  of  three  menus,  among  many  othei 
possibilities.  And  for  a  luxurious  travel  experience  try  Iberia's  Gran  Clase,  a  first  class 
way  to  fly.  With  daily  nonstop  flights  to  Madrid  from  New  York,  Chicago  and  Miami, 
and  connecting  services  to  over  95  destinations  worldwide,  as  well  as  AAdvantage 
miles  wherever  you  fly  Iberia,  you'll  have  no  doubt  as  to  why  Iberia  is  today  one  of 
the  leading  business  airlines  of  the  world.  For  reservations  contact  your  travel 
agent,  call  Iberia  Airlines  at   1-800-772-4642,  or  visit  www.iberia.com/ingles 
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BusinessWeek 


STORY 


Through  seven  decades,  tracking  business-and  the  world 


It  began  at  a  seminal  moment — Sept.  7,  1929,  a  scant 
seven  weeks  before  the  great  stock  market  crash, 
and  with  a  warning  of  "the  inevitable  readjustment 
that  draws  near."  It  also  began  with  a  rhetorical 
question:  "Why  The  Business  Week?" 
The  answer  in  the  pages  of  this  first  issue,  70  years  ago, 
rings  true  today.  The  magazine  "never  will  be  content  to 
be  a  mere  chronicle  of  events.  It  aims  always  to  interpret 
their  significance."  And  it  "serves  no  single  group"  but  is 
"the  liaison  agent"  that  "will  tell  the  banker  what  he 
needs  to  know  about  the  textile  in- 
dustry" and  vice-versa. 

The  array  of  covers  over  the 
seven  decades  since  is  dramatic  ev- 
idence of  where  this  approach  has 
led — often  to  topics  about  business 
itself  but  increasingly  also  about 
events  and  trends  anywhere  in  the 
world  that  impinged  importantly 
on  business.  In  1964,  Elliott  V.  Bell, 
as  editor  and  publisher,  told  the 
staff  of  his  pride  in  the  magazine's 
objectivity  and  ability  "to  report 
fairly  and  accurately  a  long  list  of 
news  developments  very  disagree- 
able to  the  business  world  without 
alienating  our  readers  or  sacrificing 
our  integrity."  Example:  coverage 
of  the  labor  movement  that  drew 
resped  from  both  sides. 

In  style,  as  exemplified  on  the 


K-WV-HIII.    PUBIKUION 
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following  pages,  business  w^eek  covers  evolved  with  the 
times.  After  the  photograph  on  the  very  first  issue,  the 
earliest  were  paintings  that,  though  attractive,  bore  no  spe- 
cific relationship  to  a  story.  Then  came  covers  that  were 
entirely  typographical — a  potpourri  of  thoughts  about  the 
week,  ornamented  only  by  a  thermometer  representing  the 
business  week  index  (a  device  that  survived  until  1961). 
By  far,  the  most  common  medium  over  the  years  was 
photography,  a  pattern  that  started  in  1933  with  J.  P 
Morgan  and  son  facing  Congress — with  a  statement  inside 
that  "news  photos  are  strictly  in  the 
spirit  and  tempo"  of  the  magazine. 
There  has  also  been  profuse  use 
of  paintings  and  illustrations.  Among 
the  artists:  cartoonist  Charles  Ad- 
dams  and,  for  a  1968  story  on  heli- 
copters, none  other  than  Leonardc 
da  Vinci — with  his  famous  sketch  o: 
a  whiriybird.  More  recently,  a  covei 
trademark  has  frequently  been  i\ 
bold  blend  of  type  with  art  or  pho 
tography  to  announce  a  bold  idea.    ' 
Whatever  the  style,  the  covers 
reflect  BUSINESS  WEEK'S  pioneering 
coverage  of  Depression  and  war.  i  > 
ever-widening  global   horizons,  o 
government  anil  technology  and  eco 
nomics,  of  social  concerns  such  a: 
civil  rights  and  the  environment.  I 
it's  on  the  cover,  it's  something  deci 
sion-makers  need  to  know. 
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Your  electronic  business  needs  hundreds  of  behind  the  scenes  players  to  make  sure  what  the  customer  sees  is  accurate, 
easy,  understandable  and  friendly.  We'll  help  you  integrate  your  supply  chain,  link  by  link,  french  fry  by  french  fry.  From 
idea  to  strategy  to  implementation.  Then  toJunch.  To  learn  more  about  us,  call  800-566-9337  or  check  our  website. 
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As  1929  waned,  business 
week  looked  ahead  to  a 
new  decade,  warning: 
"Business  outlook— 
cloudy,  continued  cold." 

The  1930s  were  a 
troubled  time  for 
executives  caught 
between  a  search  for 
ways  to  stimulate  lagging 
business  and  the  New 
Deal's  unprecedented 
intervention  in  the 
economy.  War  in  Europe 
finally  began  bringing 
new  life  to  order  books — 
but  business'  awkward 
dance  with  Washington 
intensified. 

Labor  pressures  were 
rising,  and  there  were 
early  reports  on  how  to 
live  with  the  new  fair- 
trade  laws,  why  and  how 
to  use  public  relations, 
the  consumer  movement, 
industry  in  the  Soviet 
Union — and  a  bright 
new  business  called 
television. 


business 
week: 


Dec.  18,  1929  The 
market  crash  left 
business  clinging  to 
hope-by  its  fingernails. 

BUSINESS 
rW.  E  EiK 


Mar.  15,  1933  "As  the 
sour  jest  goes,"  busi- 
ness is  "on  holiday 
along  with  the  banks." 


June  10,  1933  J. P. 

Morgan  and  son  face 
Congress  as  Wall  Street 
comes  under  fire. 


Nov.  18,  1933  With 
Prohibition  repealed, 
the  first  barrel  of  "legal 
likker"  gets  weighed. 


Apr.  7,  1934  In  a  sign 
of  the  times,  GM  rolls 
out  a  lower-priced  car, 
but  strike  threats  loom. 


July  7,  1934  As  BW 

"audits"  of  the  New 
Deal  begin,  the  cover  is 
Treasury's  Morgenthau. 


Oct.  16,  1937  The  latest  in  office  equipment  is  on  display  to  meet  "the  increas- 
ing need  for  more  complete  business  records."  Meanwhile,  other  covers  greet  in- 
novations such  as  the  new  industry  of  air  conditioning,  theiirst  Pan  American 
Clippers  flying  to  the  Orient,  the  diesel  engine — and  movies  as  a  marketing  tool. 


July  8,  1933  At  the 

helm  is  Franklin  D.  Roo- 
sevelt, with  economic 
adviser  Norman  Davis. 

BUSINESS 

HWEEK 


June  29,  1935  Bumper 
crops  in  Oklahoma 
make  news,  but  the 
Dust  Bowl  lies  ahead. 


Sept.  5,  1936  Boulder 
Dam  (later  renamed  far 
Hoover)  is  part  of  a 
wave  of  public  works. 

WEEK 


July  24,  1937  China 
stands  against  Japan's 
force — the  "open  door" 
for  trade  is  closing. 


BUSINESS 
WEEK 


Dec.  31,  1938  TV  is  in 
its  infancy,  but  BW  tells 
executives  1939  is  "the 
television  year." 
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The  effort  to  win  World 
War  II — and  the  peace 
that  followed — dominated 
the  1940s.  Even  before 
Pearl  Harbor,  the 
defense  effort  brought 
new  life  to  production 
but  also  new  rules  for 
doing  business. 

As  early  as  1943, 
there  were  covers  on 
what  to  do  when  war 
contracts  ended,  and 
then  on  the  shape  of  the 
postwar  world:  'a  new 
monetary  system,  the 
division  of  Germany,  the 
founding  of  the  U.M., 
and  what  the  Marshall 
Plan  meant  to  executives. 

On  the  home  front, 

1947  brought  a  series  of 
reports  on  the  new 
American  market,  region 
by  region — markets  that 
fueled  an  unprecedented 
postwar  boom. 

P.S.:  Like  most  other 
seers,  BUSINESS  WEEK 
was  wrong  about  the 

1948  election.  The  Oct. 
23  issue  had  Thomas  E. 
Dewey  "all  but  installed 
as  the  33rd  President  of 
the  United  States." 
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Dec.  14,  1940  Europe  is 
already  at  war,  and  U.S. 
industries  such  as  steel 
hum  once  more. 


May  16,  1942  Women 
join  the  production  line; 
a  survey  shows  they  often 
do  the  job  better. 
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VICTORY  PROGRAM 

LABOR  PEAC  E  PARLEY 
SABOTAGE  DEFENSE    <F^s, 


Mar.  20,  1943  War  re- 
quires controls,  and  the 
New  Deal  presents  its 
"platform"  for  industry. 


Dec.  20,  1941  Only  days  after  Pearl  Harbor,  troops  guard  a  Boeing  plant,  labor  turns 
peaceful  for  wartime,  and  the  magazine  stresses  what  needs  to  be  done  for  victory. 


Feb.  17,  1945  FDR, 
Churchill,  and  Stalin 
sketch  a  postwar  map  at 
the  Yalta  meeting. 


Mar.  6,  1948  Henry  Luce 
and  his  publishing  em- 
pire mark  the  25th  year 
for  Time  magazine. 


Oct.  1,  1949  Louis  B  Mayer  of  MGM:  Hollywood  is  con- 
cerned about  antitrust,  high  costs,  and  competition  from 
TV.  A  bright  spot  is  the  popularity  of  drive-in  theaters — no 
construction  bills,  and  no  parking  problem  either. 
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Mr.  and  Mr&.  Q)urA<  ^BarnAc/l 

announce 
the  marriage  of  their  daughter, 

to 

Mr.  Qorum/  ($2me 

on 

provided  that  his  big 

web-enabled  customer  relationship  management  project 

is  completed  on 

6kto/>€r  4tA 

as  was  indicated  in 
the  original  proposal. 
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These  days,  staying  e-savvy  is  the  price  of  entry  for  doing  business.  If  you're  going  to  select  a 
company  to  help  you  for  the  long  haul,  you  better  love  them.  Which  leads  us,  well,  to  us.  Whatever  it 
takes,  from  ideas  to  strategy  to  marfaging  to  intense  hand  holding,  we  are  all  about  commitment. 
Call  800-566-9337  or  check  our  website  to  find  out  more  about  our  company  and  what  we  do. 


Consumers  ruled  the 
1950s,  and  business  was 
there  to  cater  to  them. 
But  covers  caught  some 
new  trends  still  much  in 
evidence.  Two  examples: 
the  power  of  private  pen- 
sion-fund money  and  an 
already  visible  shortfall  in 
Social  Security. 

An  executive-suite 
woman  made  her  ap- 
pearance (Hazel  Bishop: 
"The  lipstick  business 
can't  be  kissed  off").  As 
U.S.  industry  started  to 
move  south  and  west, 
communism  was  building 
an  industrial  power  in 
China,  and  Sputnik  rock- 
eted the  world  into  the 
Space  Age.  In  Detroit, 
the  move  to  smaller  cars 
began  (preceded  by 
the  ill-fated  Edsel). 

And  a  1951  cover 
pointed  out:  "A  lot  of 
management  theories  are 
all  wrong." 


Nov.  17,  1951  RCA's 
David  Sarnoff  (right):  An 
electronics  pioneer 
wrestles  with  color  TV. 


Aug.  30,  1952  Jets  are 
still  in  the  future,  but 
airlines  rev  up  for  a  big 
boom  in  travel. 


Mar.  14,  1953  Hopes 
are  high  as  the  atom 
goes  to  peaceful  work  at 
Westinghouse. 


June  12,  1954  Instant 
photography!  Edwin 
Land  and  his  baby,  the 
Polaroid  camera. 


BUSINESS 

WEEK 

ll          — 1 

1    AUTOMATION 

• 

1    AUTOMATION 

• 

1    AUTOMATION 

• 

I    AUTOMATION 

"""■SiXS 

Oct.  1,  1955  For  all  the 
talk  about  automation, 
business  needs  "the 
facts  behind  the  word." 


Mar.  10,  1956  BW  re- 
ports on  "the  long  reach 
of  TV,"  branded  on  the 
cover  as  a  cyclops. 


July  9,  1955  Walt  Disney  (father  of  "the  mouse  that 
turned  to  gold")  has  Disneyland  ready  to  open:  "Even 
fantasy  has  to  diversify."  Welcome  to  a  revolution  in 
family  entertainment — and  travel  destinations. 


BUSINESS 

WEEK 
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A  McCriw-HILL  PUBLICATION 

SEPT.  15,1956 

Apr.  27,  1957  Far  from 
replacing  people,  new 
machines  create  a 
brainpower  shortage. 


May  18,  1957  "Los  An- 
geles lives  the  future 
today"  as  a  pattern  oth- 
er cities  will  follow. 


Sept.  15,  1956  Thomas  J.  Watson  Jr.  takes  over 
from  his  father  at  IBM  and  fathers  "the  biggest  IBM 
changes  since  the  punch  card,"  the  march  into  elec- 
tronic data  processing.  But  computers  still  fill  rooms. 


June  29,  1957  It's  the 

dawn  of  the  European 
Common  Market — and 
of  a  new  global  era. 


Aug.  16,  1958  The  new 

American  Express  credit 
card  gives  a  big  boost 
to  plastic.  Charge  it! 


Sept.  19,  1959  Haloid 
Xerox'  Joseph  C.  Wilson 
begins  to  invade  the 
office-copying  market. 


Sept.  26,  1959  At  Ford, 
Robert  McNamara  is  a 
whiz  kid. There's  a  Pen- 
tagon in  his  future. 
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Perhaps  the  biggest 
news  for  the  future  was 
the  research  revolution 
("The  U.S.  Invents  a 
New  Way  to  Grow"). 

Meantime,  as  U.S. 
companies  went  multina- 
tional, the  war  in  Viet- 
nam made  Americans 
restless.  So  did  the  civil 
rights  struggle,  but  some 
companies  showed  the 
way  to  peaceful  integra- 
tion of  the  workforce. 
Johnson  moved  into  the 
White  House  after  the 
Kennedy  assassination. 

On  a  1960  cover,  older 
people  already  loomed 
as  a  new  political  and 
economic  power. 

Computer  software 
began  to  promise  short- 
cuts, while  computers 
became  a  huge  world 
market  ("Need  info?  Dial 
a  computer,"  said  a 
1967  cover).  And  U.S. 
exporters  found  opportu- 
nity in  the  new  Europe. 

Airport  congestion  was 
worrying  the  new  jet-set- 
ters— and  for  the  corpo- 
rate woman,  it  was  still  a 
difficult  climb  to  the  top. 


Mar.  26,  1960  The 

fastest-growing  busi- 
ness is  semiconductors, 
as  electronics  takes  off 


Nov.  5,  1960  Plants 
get  a  new  kind  of  boss, 
the  computer,  taking 
over  many  routine  jobs. 


June  16,  1962  The 
world's  biggest  building 
job  is  the  new  web  of 
interstate  highways. 


Aug.  18,  1962  Lasers 
become  a  wonder  tool 
for  the  world,  thanks  to 
Charles  Townes. 


Nov.  3,  1962  The  face- 
off  over  Cuban  missiles 
ends  with  a  victory  for 
President  Kennedy. 


Jan.  9,  1965  AT&T's 
Frederick  Kappel  sees 
data  transmission  in 
the  phone's  future. 


Mar.  18,  1967  James 
Ling  and  LTV  exemplify 
a  new  kind  of  company: 
the  conglomerate. 


May  27,  1967  Kay  Gra- 
ham, as  the  power  be- 
hind The  Washington 
Post,  builds  an  empire. 


Apr.  13,  1968  After 
Martin  Luther  King  Jr., 
the  civil  rights  struggle 
goes  into  a  new  phase. 

Busi 
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Aug.  19,  1967  Japan's  export  drive  is  making  waves,  and  at  the  same  time, 
many  U.S.  companies  turn  into  multinationals  and  go  worldwide  to  compete.  The 
international  focus  during  the  1960s  also  includes  reports  on  Khrushchev's  Rus- 
sia, the  role  of  U.S.  business  in  the  new  Europe,  and  European  consumers. 


May  31,  1969  Go-go 

comes  to  Wall  Street  via 
upstarts  Donaldson, 
Lufkin,  and  Jenrette. 
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T!ie  concept  of  "e"  has  changed  business  virtually  overnight.  It's  complex,  it's  hard  to  grasp,  it's  constantly  changing, 
bi\  there's  no  denying  your  company  needs  it  to  compete  in  the  new  digital  economy.  You  know  what  your  company 
needs  to  thrive.  From  ideas  on  net  security  (with  or  without  your  mother's  input)  all  the  way  to  implementation  and 
management.  To  find  out  more  about  our  company  and  what  we  do,  call  800-566-9337  or  check  our  website. 
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The  stagflation  years  of 
the  70s  had  America 
spooked.  OPEC's  impact 
proved  we  were  truly  liv- 
ing in  a  world  economy. 
Within  the  U.S.,  there 
were  also  worries  about 
the  massive  overhang  of 
debt,  public  and  private. 
BUSINESS  WEEK  labeled 
it  "The  Debt  Econo- 
my"—  and  was  already 
warn-ing  about  a  bias 
against  saving. 

A  takeover  binge  was 
changing  the  structure 
of  Corporate  America, 
just  as  the  trend  toward 
conglomerates  had  in 
the  '60s.  Many  man- 
agers had  to  start  worry- 
ing about  a  cleaner 
environment. 

The  TV  networks  were 
shrugging  off  new  com- 
petition (including  cable), 
and  as  "information  pro- 
cessing" became  a  buzz- 
word, the  banking  indus- 
try unveiled  something 
called  an  ATM. 


I  McGmw  Mill  publication  •  On«  dollar 


OclobtfSO,  1673 


Business  Week 


Troy  V.  Post  redeploys  his  money 
Farm  income  bonanza 


r  „.  st 


Oct.  17,  1970  The  U.S. 
economy  hits  $1  trillion. 
Forecast:  a  resurgence  of 
power  for  the  states. 

BusinessWeek 


The  new 
economics 

in  the 
Middle  East 


Feb.  6,  1971  Clean  air 
and  water  are  a  national 
goal,  as  Union  Carbide 
learns  the  hard  way. 


I 
I 

I 
1 


feci 


June  9,  1975  Hewlett 
and  Packard  (left)  aim 
for  premium  products  and 
don't  haggle  on  price. 

Business  ftltecl* 
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Oct.  20,  1973  The  Arab  oil  embargo  brings  "new  economics"  to  the  Middle  East — as 
well  as  jolts  to  the  economies  of  nations  forced  to  pay  higher  oil  prices.  A  1974  special 
issue  reexamines  the  world  economy.  At  home,  the  cost  of  health  care  creates  anxiety, 
while  the  corporate  board  of  directors  is  declared  "obsolete  unless  overhauled." 


June  30,  1975  It  is  a 

"maddening  struggle  to 
survive"  for  small  busi- 
ness. Sound  familiar? 


Nov.  24,  1975  Marion 
Kellogg  of  GE  illustrates 
that  for  women,  it's  "up 
the  ladder,  finally." 


Aug.  22,  1977  As  the 

space  shuttle  blasts  off, 
U.S.  industry  sees  a  new 
frontier  opening  for  it. 


MACHINE  ,, 

May  22,  1978  Deficit 
spending  is  responsible 
for  "The  Great  Govern- 
ment Inflation  Machine." 


ffiai 

ca's  a 
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hope; 


Mar.  12,  1979  The  Statue  of  Liberty  weeps  for  "The  De- 
cline of  U.S.  Power,"  with  defeats  in  Vietnam,  setbacks  in 
Iran  and  Afghanistan,  a  trade  deficit  that  won't  go  away, 
and  the  continuing  cold  war  souring  the  nation's  mood. 


f' 
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Toyota  was  in  the  fast 
lane,  and  so  was  high 
tech — as  Apple,  Compaq, 
and  Microsoft  joined  IBM 
as  household  names. 
Telecom  was  "everyone's 
favorite  growth  busi- 
ness"— and  a  1984  cover 
asked,  "Did  it  make  sense 
to  break  up  AT&T7" 

On  the  darker  side,  the 
stock  market  took  a  sick- 
ening dive.  And  there 
was  anxiety  about  Ameri- 
ca's ability  to  compete 
and  even  about  the  quali- 
ty of  its  human  capital — 
and  the  goods  it  pro- 
duced. Already  in  1983, 
the  trade  deficit  was  our 
"hidden  problem." 

It  was  the  era  of  Mike 
Milken  at  Drexel  Burn- 
ham  Lambert,  LBOs  blaz- 
ing—and of  the  executive 
as  celebrity  (remember 
Leona  Helmsley?). 
Biotech  generated  new 
hopes.  McDonald's  was 
building  its  own  global 
McWorld.  And  perhaps 
the  two  most  important 
words  appeared  on  a 
1985  cover:  "Information 
Power." 


BusinessWeek         ?ui?leJ!*We^ 
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June  16,  1980  The  beat 
goes  on:  Japan's  multina- 
tionals cover  the  world 
with  their  investments. 


June  30,  1980  The  call 
is  for  the  U.S.  economy  to 
reindustrialize  to  compete 
in  world  markets. 


BusinessWeek 


Oct.  27,  1980    The 
hard-to-change  values 
that  spell  success  or  fail- 
ure": corporate  culture. 


Nov.  5,  1984  Best-run 
companies?  The  ones  cit- 
ed by  In  Search  of  Excel- 
lence don't  look  so  good. 


Jan.  14,  1985  China  is 
brewing  its  own  brand  of 
capitalism — and  growing 
as  a  power  in  trade. 


Mar.  4,  1985  Raiders 
stalk  corporate  targets 
and  distort  management 
behavior.  Good  or  bad? 


Businessweek 


TROUBLE! 


June  30,  1986  Tough 
Jack  Welch  sets  out  to 
transform  GE — so  far,  so 
good  is  the  verdict. 


Aug.  11,  1986  A  probe 
raises  serious  questions 
about  management  at  Al- 
legheny International. 


wutwi  nmos.  who  m>  »ot  in  rm  n«»  aimrp.. 


BusinessWeek 


At  31,  Bill  Gates  has  buill  ■  I 


Apr.  13,  1987  Bill  Gates  at  31  had  already  built  Mi- 
crosoft into  a'  software  powerhouse — and  himself  into  a 
New  Age  icon.  Now  he  has  IBM's  newest  PCs  on  his 
side.  But  wait!  There  are  many  more  chapters  to  come. 


Sept.  16,  1985  "Casino 
Society"  defines  a  system 
seemingly  tilting  from  in- 
vestment to  speculation. 

/i//- — ~ — ~.~- 


BusinessWeek 


Mar.  3,  1986  As  U.S. 
producers  export  much  of 
the  work.  "The  Hollow 
Corporation"  results. 


Mar.  23,  1987  Early  in 

the  epidemic,  BW  points 
to  employers  finding 
humane  ways  to  cope. 


Sept.  21,  1987  Now  any- 
one can  be  a  Dick  Tracy: 
Cell  phones  are  here, 
if  not  yet  ubiquitous. 


BusinessWeek 


INTEL 

THE  NEXT  REVOLUTION 


Nov.  2,  1987  Another 
October  crash — will  the 
economy  go,  too?  No.  but 
it  was  sure  a  scare. 


,//..., 


Sept.  26,  1988  Intels 
Andy  Grove  has  a  still- 
more-powerful  computer 
chip  ready  to  release. 


Oct.  31,  1988  Forget  the 
'87  crash.  S&Ls  may  be 
the  biggest  financial 
shock  since  the  '30s. 


June  5,  1989  It's  the  be- 
ginning of  the  end  of  the 
cold  war.  Needed:  a  new 
kind  of  world  view. 
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"e"  is  such  a  broad  concept.  Can  there  be  such  a  thing  as  an  "e"  expert?  Our  people  are  constantly 
evolving  technologically  and  building  on  what  they  know.  Ideas,  strategies,  implementation, 
managing.  We  know  what  we're  doing,  even  if  you  don't  know  what  we're  doing.  To  find 
out  more  about  our  company  and  what  we  do,  call  800-566-9337  or  check  our  website. 
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Tim  Koogle  of  Yahoo! 
and  Steve  Case  of  AOL 
joined  Bill  Gates  in  the 
pantheon  of  wonder-boy 
executives.  And  Lou 
Gerstner  at  IBM  and 
Michael  Armstrong  at 
AT&T  breathed  new  life 
into  American  classics. 

Out  in  the  market- 
place, baby  boomers 
had  to  move  over  as 
Generations  X  and  Y 
appeared.  Something 
called  "virtual  reality" 
made  a  cover  bow  in 
1992,  as  did  discount 
broker  Charles  Schwab 
in  1994.  "IPO  capitalism" 
blossomed. 

But  there  was  also 
scandal — mob  influence 
on  Wall  Street  and  sexu- 
al harassment  in  high 
places  (1996's  "Abuse  of 
Power"). 

NAFTA  came  on  the 
scene,  controversially, 
but  so  did  hot  money, 
racing  around  the  world. 
And  the  covet  question 
for  the  decade  might 
have  been:  "Is  Greed 
Good?" 


BusinessWeek 


STATELESS 

CORPORATION 


BusinessWeek 


ARE  CEOs  PAID 
TOO  Mllf  Ho 


SALOMONS  BAXTE«=  HEALTH  CASE  SI,  GlOIUKKK>:=£=.   IWOCMiri.  TWIHUS 


BusinessWeek         ■  BusinessWeek 


M  WORRIED  THE 

IMMIGRANTS 


May  14,  1990  Move  over, 
multinationals.  The  new 
style  of  fast-moving  com- 
pany knows  no  borders. 


May  6,  1991  CEO  pay, 
something  BW  started 
watching  in  1952,  is  al- 
ways a  source  of  debate 


Oct.  7,  1991  Downsizing 
leads  to  new  anxiety.  An 
earlier  question:  Is  corpo- 
rate loyalty  dead? 


July  13,  1992  On  the 

economic  evidence,  the 
waves  of  immigration  are 
a  help  to  the  U.S. 


BusinessWeek!   I  BusinessWeek!  I  BusinessWeek!   I  BusinessWeek 


PRODUCTIVITY 
TO  THE  RESCUE 

■  TECHNOLOGY  IS 
TRANSFORMING  THE 
AMERICAN  ECONOMY 
INTO  THE  MOST 
PRODUCTIVE  INTHE 
WORLD  THE  RESULT:  HIGHER  LIVING 
STANDARDS  SEEM  INEVITABLE 
TOO  OPTIMISTIC?  READ  ON 


Oct.  9,  1995  The  boom 
in  technology  is  making 
the  U.S.  the  world's  most 
productive  economy. 

llllUt[S  (vilMttsi    NOWGIRMSIfttbLiRClNCtR 


Lore  Affair 

STOCKS 


June  3,  1996  Clearly,  the 
public  is  in  love  with 
stocks — and  the  affair 
goes  on.  Will  it  ever  cool? 


BusinessWeek!  IBusinessWeek 


Greenspan's 
Brave  New 

WQRLD  EVdCtairaJr  . 


July  14,  1997  If  anyone 
man  dominates  the  new 
economy,  it's  Alan 
Greenspan  at  the  Fed. 

CAMPAIGN  REFORM  T 


Jan.  26,  1998  Asian  flu 
has  the  West  sneezing — 
and  fearing  worse.  What 
does  the  doctor  order? 

„  WALL  STREET  KS""" 


BusinessWeek 


CYCLE 


The re's  a  danger.  A 
high-tech  slowdown 
could  drag  down  the 
economy— and 


Mar.  31,  1997  It's  a  whole  new  kind  of  economy,  this 
"New  Business  Cycle,"  fed  by  the  growth  of  information 
technology.  But  there's  a  fear  that  a  high-tech  slow- 
down could  drag  down  the  economy  and  the  market. 


Feb.  17,  1997  If  the 

road  is  still  slow  for  cor- 
porate women,  a  few 
companies  show  the  way. 


Apr.  28,  1997  Tiger 
Woods  is  a  phenomenon 
on  the  golf  course — and 
in  sports  marketing. 


M  ORmuARDOF 


WOW!  THIRD  QUARTER  PROFITS  UP 45% 


BusinessWeek 


Nov.  14,  1994  It's  not  too  soon  to  declare  that  the  In- 
ternet will  change  how  America  does  business.  Later 
into  the  '90s,  there  was  a  diagnosis  of  Internet  anxiety, 
but  the  juggernaut  was  on  an  inexorable  roll 


Busine  *  VeekB  IBusinessWeek 


IP 


THE  RISE  OF  A 

STAR 


Dec.  21,  1998  Ken 

Chenault's  rise  to  the  top 
at  American  Express  is  an 
American  success  story. 


Aug.  23-30,  1999  It  is 

almost  2000 — and  time 
to  apply  20th  century 
lessons  to  the  21st. 
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THE  NET  MAKES  MARKETS  MORE  EFFICIENT  •  BY  CHRISTOPHER  FARRELL 


owhere  has  telecommunications  and  information  tech 
nology  had  a  greater  impact  than  on  the  capital  mai 
kets.  European  merchant  bankers  used  carrier  pigeo: 
networks  in  the  18th  century  to  get  an  edge  on  thei 


rivals.  Thanks  to  the  telegraph,  the  ticker,  and  the 
telephone,  stock  trading  in  19th  century 
America  went  from  a  local  business  to  a 
national  one  dominated  by  Wall  Street. 

In  recent  decades,  financiers  in  industrial  nations  have 
poured  trillions  into  building  proprietary  satellite  and  fiber-op- 
tic communications  networks  that  span  the  globe.  Walter 
Wriston,  the  former  chairman  of  Citicorp  and  a  leading  ar- 
chitect of  modern  electronic  finance,  once  declared  that  "in- 


formation about  money  has  become  almost  as  important 
money  itself." 

Well,  you  ain't  seen  nothin'  yet.  The  Intern 
is  a  revolutionary  communications  technoloj 
driving  a  global  financial  transformation.  Tl 
change  is  being  propelled  by  a  series  of  simultaneous,  self-r 
inforcing  trends.  The  Web  sharply  lowers  the  cost  of  savii 
and  borrowing;  the  pool  of  investment  capital  soars  as  mo: 
people  gain  a  direct  pipeline  into  the  markets;  financial  inn 


age 


The  spread  of  market-based  finance  is  pressuring  companies  and  governments  toward  greater  openness 
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Squash  Your 
Competition 

It's  Cheaper. 


It's  better  to  squash  than  be  squashed.  And 
right  now  it's  cheaper,  too.  Jack  up  your 
margins  with  new  eALITY"  eXPress™— the 
Web  way  to  manage  your  business'"  — while 
this  special  offer  lasts.  Toughen  your  grip 
on  expenses.  Make  all  your  people  more 
productive,  and  automate  everything  from 
timesheets  to  sales  forecasting  with  just  your 
Web  browser  and  this  complete,  integrated 
set  of  Internet-based  services. 


All  in  30  days  or  less,  without  bugging  your 
techies.  And  all  for  just  32  cents  a  day 
per  employee  in  a  500-person  company.  (You 
probably  spend  more  on  sticky  notes.)  Just  to 
survive,  every  business  will  have  to  start 
working  this  way  soon.  It's  only  a  matter  of 
time.  But  why  just  survive?  Be  first,  and  your 
first  90  days  are  free.  Don't  wait.  Call  before 
11/1/99,  subscribe  by  the  end  of  the  year,  and 
your  company  gets  90  days  for  nothing. 


VISIT  WWW.eALITY.COM  NOW,  OR  CALL  TOLL-FREE:  1-877-EALITY  X  (325-4899) 


eality 


BE   FIRST.   OR   BE   LAST. 


THE     INTERNET     AGE 


BUSINESS 


The  Internet  will  help  investors  find  and  fund  profitabl 
ideas  bubbling  up  from  university  labs  or  garages 


vators  exploit  new  opportunities  to  create  products  and  mar- 
kets, which  in  turn  further  lowers  the  cost  of  capital;  and  so 
on  in  a  dynamic  dialectic.  "The  Internet  hastens  the  speed  of 
financial  flows  and  the  pace  at  which  the  world  is  getting 
smaller,"  says  Jeff  Bahrenburg,  global  investment  strategist  at 
Merrill  Lynch  &  Co.  Adds  John  J.  Sviokla,  partner  at  con- 
sulting firm  Diamond  Technology  Partners  Inc.:  "The  Internet 
will  fundamentally  change  the  capital  market  system." 
CLICK  HERE  FOR  CAPITAL.  At  its  most  basic  level,  capitalism 
will  work  better  than  ever,  thanks  to  a  more  efficient  and 
open  financial  system.  The  capital  markets  are  a  dazzling  so- 
cial and  economic  institution  for  communicating  all  kinds  of 
data,  information,  and  knowledge  through  price  changes.  The 
more  pervasive  the  financial  markets,  the  more  investors 
will  find  and  fund  profitable  ideas  bubbling  up  from  universi- 
ty labs  or  garages.  At  the  same  time,  they'll  flee  from  failed 
management  strategies  with  the  click  of  a  mouse. 
"The  most  significant  effect  of  the  Internet  on  fi- 
nance is  that  it  will  greatly  facilitate  the  efficient 
matching  of  borrowers  and  investors  in  the  glob- 
al economy,"  says  Mark  M.  Zandi,  chief  econo- 
mist at  Regional  Financial  Associates.  Put  some- 
what differently:  "The  Internet  creates  a  larger 
pool  of  investors  for  entrepreneurs  to  tap,"  says 
Andrew  W.  Lo,  an  economist  at  Massachusetts 

Institute  of  Technology, 
rp,        .  ,    „.        ...  .  .  ,      tomers  will  buy  directly  from  issuers 

1  here  is  a  rub.  1*  inancial  cnses  reminiscent  of 

the  Asian  contagion  of  1998  are  likely  to  keep 
erupting  as  the  markets  flow7  through  more  coun- 
tries and  pick  up  speed.  Still,  the  new  world  of  In- 
ternet-driven finance  is  altogether  good  news  for 
economic  growth.  Sure,  when  markets  are  this 
liquid,  investors  can  buy  and  sell  securities  on  a 
whim,  a  rumor,  a  whisper.  But  there's  an  upside. 
As  investors  gain  confidence  that  they  can  easily 
bail  out  of  their  investments,  they  become  more 
willing  to  fund  innovative  companies  with  an  un- 
certain payoff,  such  as  a  biotech  startup  or  an  e- 
commerce  grocery  store  chain. 

Liquid  and  open  markets  also  give  investors 
the  power  to  drive  change.  For  instance,  when 
U.S.  companies  stumbled  badly  in  the  1980s,  in- 
vestors put  enormous  pressure  on  managements  to 
restructure  their  workforces,  break  down  bureau- 
cratic barriers,  build  an  information  infrastruc- 
ture of  computers,  software,  and  telecom  equip- 
ment, and  focus  on  core  competencies.  In  sharp 
contrast,  Japan's  financial  mandarins  continued  to 
pour  money  into  the  profitless  operations  of  es- 
tablished customers  during  the  economy's  decade- 
long  decline  during  the  1990s. 

Large  markets  allow  investors  to  design  a  di- 
versified portfolio  so  they  don't  have  all  their  fi- 
nancial eggs  in  one  basket.  They  also  encourage  fi- 
nancial engineers  to  create  securities  or  strategies 
that  protect  against  big  swings  in  prices.  It  may 


be  no  coincidence  that  as  average  daily  trading  volume  on  I 
New  York  Stock  Exchange  soared  from  around  45  mil| 
shares  in  1980  to  nearly  800  million  currently,  the  pool  of  I 
ture-capital  investment  in  entrepreneurial  companies 
from  $698"  million  in  1980  to  nearly  $19  billion  last  year,! 
cording  to  the  National  Venture  Capital  Assn.  In  roughly 
same  time,  foreign  direct  investment  by  U.S.  corporatij 
grew  from  $215  billion  to  $861  billion  in  1997,  the  latest  fig 
available. 

An  efficient  capital  market  can  work  wonders  for  econj 
ic  development,  too.  Take  the  emergence  of  the  U.  S.  econq 
in  the  19th  century.  Commentators  often  attribute  the 
ican  economy's  rapid  growth  back  then  to  new  technolog 
transportation  innovations,  and  the  opening  of  the  West, 
these  same  growth  drivers  were  also  found  in  Canada, 
ico,  Brazil,  Argentina,  and  other  parts  of  the  New  World. 


The  Internet  Will  Transform  Finance.! 

MARKETS  will  be  far  more  liquid  and  efficient. 
Trading  volumes  will  explode  as  retail  investors 
trade  at  the  pennies-per-share  rates  of  today's  ir 
tutional  investors.  Markets  will  be  open  all  the 
time.  Auction  markets  for  initial  public  offerings 
and  other  traditional  investment  banking  products  will  spread.  Ci 


RISK  taking  and  risk  management  will  increase.  Financial  engine 
will  tap  into  the  Internet  to  develop  and  market  sophisticated  risk 
management  tools. 

ECONOMIC  GROWTH  will  pick  up  worldwide.  A  large  body  of  re- 
search supports  the  observation  that  more  efficient  capital  markej 
spur  technological  innovation  and  economic  expansion. 

CUSTOMERS  will  become  increasingly  knowledgeable  about  finaj 
and  migrate  toward  the  Internet  for  transactions,  from  mortgage 
loans  to  401(k)  investments.  Computer  programs  will  provide  top-j 
notch  money-management  guidance. 

MANAGEMENT  will  dismantle  expensive  sales,  marketing,  and  pr| 
uct  infrastructures  to  build  a  direct  pipeline  to  customers.  Some 
firms  will  concentrate  on  distributing  financial  products  while  oth^ 
focus  on  creating  new  ones.  Partnerships  will  be  commonplace. 

...But  the  Transition  Will  Be  Tumultuoi 

GOVERNMENTS  face  enormous  pressure  to  mah 
their  operations  and  their  financial  institutions 
more  open  and  transparent.  Policymaking  autonc 
my  will  shrink.  Remember  the  near-global  financ| 
meltdown  of  1998?  Get  used  to  it. 


m> 


|DM 


THE  ELECTRONIC  HERD  will  suffer  bouts  of  manic  depression. 
Waves  of  optimism  and  pessimism  will  swamp  economies. 

INDIVIDUALS  will  make  a  lot  of  financial  mistakes  in  the  New 
World  of  Internet  finance  as  they  move  up  a  learning  curve. 
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Now.  The  most  efficient  way 
to  buy  or  sell  a  truckload  of  surplus 

J     (Or  a  surplus  truck.) 


■I 


Thousands  of  companies  are  buying  and  selling  surplus  merchandise  and  equipment  in  a  whole  new  way. 
Our  online  auctions  make  it  easier,  faster  and  more  efficient  to  buy  and  sell  surplus  at  good  prices, 
lust  click  onto  our  easy-to-use  website  and  you're  in  business.  Or  call  Peter  Morin,  VP  Global  Sales,  at  1-888-525-TRADE. 
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www.tradeout.com 
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The  world's  leading  online  surplus  marketplace. 
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Every  business  wants  to  make  its  mark. 

However,  in  the  sensitive  regions  of  the  world, 

like  our  tropical  rainforests  and  our  oceans, 

the  scars  of  industrialisation  are  all  too  apparent. 

Our  shared  climate  and  finite  natural  resources 

concern  us  as  never  before,  and  there's 

no  room  for  an  attitude  of  "It's  in  the  middle 

of  nowhere,  so  who's  to  know?" 
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OR  EXPLORE? 
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<|(TMERE       A       CHOICE? 
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Time  and  again  at  Shell  we're  discovering  the  rewards 
f  respecting  the  environment  when  doing  business.  If  we're 

exploring  for  oil  and  gas  reserves  in  sensitive  areas  of  the 
/orld,  we  consult  widely  with  the  different  local  and  global 

interest  groups.  Working  together,  our  aim  is  to  ensure  that 

bio-diversity  in  each  location  is  preserved.  We  also  try  to 
courage  these  groups  to  monitor  our  progress  so  that  we  can 
review  and  improve  the  ways  in  which  we  work.  We  see  this 
ocess  as  an  important  investment  in  our  goal  of  sustainable 
jvelopment,  balancing  economic  progress  with  environmental 

care  and  social  responsibility.  It  won't  happen  overnight.  But 
assons  like  these  are  helping  us  move  forward -with  careful  steps. 


WE  WELCOME  YOUR  INPUT  CONTACT  US  ON  THE  INTERNET  AT  WWW  SHELL  COM/EXPLORE  OR 
EMAIL  US  AT  TELL  SHELL6SI  SHELL  COM'  OR  WRITE  TO  US  AT  THE  PROFITS  &  PRINCIPLES  DEBATE: 
SHELL  INTERNATIONAL  LTD.  SHELL  CENTRE,  LONDON  SE1  7NA  UK 


THE     INTERNET     AGE 


BUSINESS 


the  U.  S.  had  a  vibrant  stock 
market  and  an  intensely  com- 
petitive banking  system  at 
the  time.  That  financial  sys- 
tem paved  the  way  for  a 
huge  flow  of  investment  capi- 
tal from  Europe  to  America. 
"The  U.  S.  financial  system 
was  so  good  that  the  assets  it 
generated  appealed  to  for- 
eigners," says  Richard  Sylla, 
an  economic  historian  at  New 
York  University  Stern  School 
of  Business.  "The  U.  S.  was 
the  most  successful  emerging 
market  ever." 

RAZOR-THIN  SPREADS.  It  may 
take  decades  for  the  Inter- 
net to  reshape  finance  around 
the  world.  But  the  signs  of 
more  efficient  markets  al- 
ready abound.  For  example, 
banks  can  conduct  online 
business  with  their  retail  cus- 
tomers at  a  fraction  of  the 
cost  of  more  conventional 
channels.  The  banking  indus- 
try's average  cost  per  trans- 
action is  l£  on  the  Internet, 
vs.  $1.07  at  a  branch,  54tf  on 
the  phone,  and  270  at  an  au- 
tomated teller  machine,  according  to  Merrill  Lynch.  A  recent 
Microsoft  Corp.  study  estimates  that  switching  the  mort- 
gage-origination process  to  a  full-service  Web-based  elec- 
tronic business  could  eliminate  two  of  the  three  percentage 
points  people  currently  pay  in  closing  costs.  One  reason: 
Lenders  would  have  easier  access  to  data  about  borrowers. 
Another  is  that  lenders  could  quickly  bundle  the  loans  to- 
gether and  sell  them  to  investors.  Forrester  Research  Inc. 
expects  online  mortgage  loans  will  grow  from  $18  billion  in 
1999  to  more  than  $91  billion  in  2003. 

Plenty  of  investors  have  already  seen  the  Internet  light. 
Online  trading  accounted  for  37%  of  all  retail  trades  for  the 
first  half  of  1999,  according  to  Stephen  C.  Franco,  research 
analyst  at  U.  S.  Bancorp  Piper  Jaffray,  up  from  30%  in  the 
second  half  of  1998.  That's  partly  due  to  cheap  commis- 
sions— online  individuals  can  get  in  and  out  of  markets  at  a 
razor-thin  price.  "The  trend  is  toward  individuals  trading 
at  pennies  per  share,"  says  Spenser  Segal, 


[ FORWARD 


vice-president  for  interac 
strategy  at  American 
press  Financial  Advisors] 
The  competitive  pres^ 
on  financial  institutions 
bring  down  costs  is  relJ 
less.  One  innovation  likeli 
take  hold  in  the  next  sevl 
years  is  the  emergence 
Web-based  "aggregators" 
will  automatically  allow  i 
viduals  to  simultaneoi 
monitor  all  their  financial 
lationships,  from  their  401 
to  their  mortgage  loans 
their  money-market  mui 
funds.  Somewhat  further 
are  programs  that  will 
tinuously  calculate  an  indi 
ual's  net  worth  by  keep 
track  of  all  assets  and  Hal  | 
ties.  These  programs 
even  search  the  universe! 
financial  institutions  for 
highest-yielding  money- 
ket  rates  and  lowest-inteij 
mortgages  or  warn  whej 
desired  asset  allocation  is  | 
of  balance,  says  3tuart 
nick,  professor  of  informal] 
technology  at  MIT. 
As  investing  moves  to  the  Internet,  traditional  Wall  Str 
firms  may  soon  be  joined  by  some  high-tech  outfits. 
Internet  is  changing  the  face  of  financial  services  more  raj] 
ly  than  we  imagined,"  says  Sharon  Osberg,  executive 
president  of  the  online  financial  services  group  at  Wells 
go  &  Co.  "And  everybody  is  our  competitor,  including 
Yahoo!,  and  Intuit." 

High-tech  competitors  aren't  just  competitors,  thou| 
They  are  catalysts  for  much  of  the  Internet  wealth  being 
ated.  Internet  companies  are  coming  to  market  every  weeN 
Britain,  Australia,  and  Scandinavia.  Germany's  equity  mar| 
appears  more  hospitable  than  before  to  small  high-tech 
and  there  could  be  plenty  of  room.  A  recent  study  by  the  1 1 
ian  Treasury  estimated  that  information  technology  made 
3.6%  of  America's  gross  domestic  product,  vs.  2.9%  in  Jap  f 
2.4%  in  Germany,  and  1.5%  in  Italy.  "As  these  gaps  narr 
the  other  G-7  countries  could  experience  growth  rates 
the  information  technology  sector  com 


By  yearend,  3  million  U.S.  households  will  have  online  accounts, 
with  $374  million  in  assets.  In  2003,  there  will  be  9.7  million 

households  with  online  accounts  totaling  $3  trillion 


FORRESTER  RESEARCH 
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>»  AT&T  Corporate  Calling  Card. 


7:15  ad- 
just in  time  for  my  breakfast  meeting 
finished  my  conference  call, 

e-mailed  the  revised  schedule, 
checked  my  messages, 

and  ordered  that  software  upgrade. 

Good  thing  I  brought  my 

ATST  Corporate  Calling  Card. 


Start  your 


working. 


For  the  most  up-to-date  AT&T  Direct* 
Access  Numbers  and  to  download 
AT&T  Laptop  Access  Software  that 
provides  easy  access  to  LANs  and 
the  internet,  visit  our  web  site  at: 


For  Easy  Calling  Worldwide: 

1.  Dial  the  AT&T  Direct*  Service  access  number 
for  the  country  you  are  dialing  from. 

2.  Dial  the  phone  number  you  are  calling. 

3.  Dial  your  AT&T  Corporate  Calling  Card  number. 

AT&T  Direct*  Access  Numbers 


Australia 

Germany 

United  Kingdom  « 

1-800-551-155  or 

0-800-2255-288 

0800-89-0011, 

1-800-881-011 

Hong  Kong 

0500-89-0011,0- 

Brazil 

800-96-1111 

0800-013-0011 

000-8010 

Italy  •♦ 

China,  PRCx 

172-1011 

108-11 

Japan  ■  x 

France 

005-39-111  i 

0800-99-00-11 

0066-55-111 

Country-to-country  rates  consist  of  the  cost  of  a  call  to  the  U.S.  plus 
an  additional  charge  based  on  the  country  you  are  calling.  For  access 
numbers  not  listed  above,  ask  any  operator  for  AT&T  Direct  Service. 
■  Public  phones  require  local  com  payment  through  call  duration 
•  Public  phones  require  coin  or  card  deposit.  *  May  not  be  available 
from  every  phone/pay  phone.  ♦  Includes  Vatican  City. 


AT&T  net. working 


THE     INTERNET     AGE 


The  financial  innovations  that  enhance  global  risk-takii 
are  vulnerable  to  abrupt  shifts  in  investor  sentiment 


rable  to  the  U.  S.  after  1992,"  says  David  Hale,  economist  at 
Zurich  Financial  Services  Group. 

The  end  result  will  be  phenomenal  investment  sums  avail- 
able in  the  Internet  Age.  In  1980  the  world's  stock  of  equities, 
bonds,  and  cash  totaled  some  $11  trillion;  by  2000  these  fi- 
nancial assets  will  total  some  $78  trillion,  estimates  Lowell 
Bryan,  director  at  McKinsey  &  Co. 

VIRTUAL  ROADSHOW.  In  this  environment,  financial  institutions 
are  understandably  shedding  their  traditional  aversion  to 
taking  risks — at  least  with  their  strategies.  Bank  of  America, 
the  nation's  largest  bank,  bought  a  5%  stake  in  E-Loan  Inc. 
by  handing  over  its  80%  piece  of  CarFinance.com  to  the  online 
mortgage  lender.  Goldman,  Sachs  &  Co.  owns  a  hefty  stake  in 
Wit  Capital  Corp.,  which  has  pioneered  distribution  of  stock  to 
individuals  over  the  Net.  Even  the  New  York  Stock  Ex- 
change plans  an  initial  public  offering. 

Perhaps  the  most  significant  impact  the  Net  will  have, 
however,  is  in  the  way  new  securities  are  sold.  While  Wit  is 
reinventing  initial  public  offerings  for 
stock,  Lehman  Brothers  Inc.  and  other 
investment  banks  are  using  the  Net  to 
distribute  information  to  potential  in- 
vestors, conducting  "virtual"  roadshows 
for  ipos  online.  And  there  is  a  move  to- 
ward Internet-based  open  auction  systems, 
somewhat  akin  to  eBay  Inc.  W.  R.  Ham- 
brecht  &  Co.,  a  California-based  invest- 
ment bank,  has  auctioned  two  ipos  on  the 
Net.  As  a  result,  the  companies  were  able 
to  raise  the  maximum  amount  of  capital, 
rather  than  settling  for  a  price  that  was 
half  the  closing  price  at  the  end  of  the 
first  day  of  trading. 

As  all  these  trends  play  out,  the  funda- 
mental structure  of  the  capital  markets 
will  be  more  consistent.  There  have  long 
been  two  competing  models  of  financial 
organization:  the  Anglo-American  free- 
wheeling, capital  market  financial  system  and  the  Continental 
bank-dominated  system.  The  bank  system  works  well  when 
information  about  business  enterprises  is  costly  to  acquire. 
Now  that  is  changing.  "If  the  cost  of  acquiring  and  dissemi- 
nating information  falls,  then  the  advantage  of  the  German 
model  falls,  too,"  says  V.  V.  Chari,  an  economist  at  the  Uni- 
versity of  Minnesota.  "Decentralized  markets  with  widely 
held  ownership  is  the  way  the  world  will  work." 

The  spread  of  market-based  finance  is  pressuring  companies 
and  governments  toward  greater  openness  and  transparency. 
The  demand  for  information  by  global  investors  is  nearly  in- 
satiable in  a  market-dominated  system.  The  financial  world  is 
increasingly  hostile  to  closed-minded  bureaucracies,  which 
can  be  troubling  to  both  companies  and  insular  governments. 
"As  we  all  become  more  accustomed  to  information  available 
to  us  immediately,  we  all  will  expect  a  very  fast  response,  too, 
especially  shareholders,"  says  Patrick  McCormick,  partner 
with  Arthur  Andersen's  finance  solutions  business  team. 


Governments  may  be  the  slowest  to  come  to  terms 
the  new  world,  though.  The  same  technologies  and  finaii 
innovations  that  promote  the  trade  in  goods  and  servl 
across  borders  and  enhance  global  risk-taking  are  alsol 
markably*  vulnerable  to  abrupt  shifts  in  investor  sentiml 
Investors,  panicked  by  the  devaluation  of  the  Thai  bahl 
July,  1997,  set  off  a  terrifying  series  of  currency,  bank| 
and  stock  market  crashes  in  the  emerging  markets  of 
Latin  America,  and  Russia  by  tapping  a  few  keys  on 
computers. 

PANIC  BUTTON.  Financial  engineers  and  their  powerful  c| 
puters  at  hedge  fund  Long-Term  Capital  Management  lost| 
lions  and  nearly  took  down  the  global  financial  system  v 
their  highly  leveraged  bets  went  bad  last  summer.  ' 
widening  access  to  information  on  the  Internet  and  the 
ity  to  act  quickly  on  that  information  could  lead  to  panics 
crises,"  says  William  N.  Goetzmann,  financial  economist  at 
University.  But  the  Net  will  resist  the  traditional  impulse 


ONLINE  TRADING  VOLUME  SOARING 


Online  trading  is 

running  at  37%  of 
all  retail  trades; 
it's  expected  to  hit 
about  50%  by  the 
end  of  next  year. 

DATA:  US  BANCORP  PIPER  JAFFRAY 
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countries  to  seal  off  their  borders  to  the  free  flow  of  cap 
Government  officials  around  the  world  will  be  forced  to 
ognize  Federal  Reserve  Board  Chairman  Alan  Greensps 
tongue-in-cheek  observation  that  "our  productivity  to 
losses  has  improved  measurably  in  recent  years." 

Nevertheless,  the  global  financial  markets  are  the  marj 
of  the  world  economy.  Yes,  fortunes  will  be  made  and  if 
seemingly  overnight  as  Internet-based  finance  becomes 
dominant  force  in  the  world  economy.  Yet  the  real  sigr 
cance  of  finance  is  not — and  never  has  been — money  fl(j 
The  more  individuals  trade,  the  more  innovative  financial 
curities  are  created,  and  the  more  information  becomes  e\ 
ily  available,  the  better  the  capital  markets  work  at 
fundamental'  task.  They  transmit  valuable  knowledge  abc 
everything  from  how  to  organize  a  productive  factory  j 
government  policies  that  encourage  growth.  When  it  cor 
to  finance,  the  Internet  is  a  force  for  bringing  everyc 
hope  for  a  better  material  life. 
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plnd  Micro's  VirusWall  solutions  guard  the  world's  leading 
jporations'  networks  from  the  worst  of  the  web.  Products  such 
I  InterScan'.  ScanMail"  and  the  new  eDoctor  virus  monitoring 
»vice.  scan  inbound  and  outbound  traffic,  filtering  out  threats 
Ik  at  your  Internet  gateway.  For  details  and  a  list  of  our 
:  fents.  call  1-408-257-1500  or  1-800-228-5651    www.       viruscom 

www.trend.com 
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After    a    while    you    ask    yourself 
Do    these    people    ever    SLEEP? 
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INFINEON     CYCLE 


2/2/99  Introduced  the  world's 

smallest  embedded  ORAM  memory 

cell  in  0.20  micron. 


3/10/99  Smart  controller 

passes  highest  security  rating 

in  the  world. 


3/15/99  Released  first  133  MHz 
SDRAM  modules. 
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Never    stop 


A/15/99  Tape-out  of  the 

first  TriCore-based  broad  market 

product  -  the  SAB-TC10. 


4/22/99  Introduced  the  first  silicon 
of  the  CARMEL  DSP  core. 


When  is  it  time  to  go  home?  To  say, 
"That's  the  best  I  can  do."  What 
work  can  be  left  until  tomorrow? 
Can  yours?  What  if  tomorrow 
depends  on  the  work  we  do  today? 
Can  that  be  left  until  tomorrow? 
Good  ideas  have  no  punch  cards. 
They  can't  tell  time.  They  have  no 
excuses.  All  they  possess  is  the 
desire  to  be  found.  And  while 
they  remain  hidden  from  most 
and  invisible  to  the  weak,  they 
will  eventually  show  themselves. 
To  those  who  never  stop  thinking. 

Visit  us  @  www.infineon.com 


thinking 


)jM.'I.IJ,^!MJM!f.>l!l.ll.l=<.UHJUJrJJJrJJJIJII; 


t's  the  end  of  a  trying  day  for  Phil  Ren.  After  hours  spen 
in  meetings  devising  strategies  to  attract  foreign  venture 
capitalists,  the  tall,  bony  23-year-old  is  in  a  local  restaurant, 
picking  at  his  dinner.  He  takes  another  drag  on  anothei 


x  I 


cigarette,  downs  a  decongestant  for  an  annoying  cold,  and  con- 
fides that  despite  the  apparent  success  of  his  two-year-old 
startup  Shanghai  soim  Online  Publishing  Co.,  he  is  worried 
about  the  future.  "I'm  afraid,"  he  tells  me  repeatedly. 

At  first,  it's  easy  to  see  why.  Ren  is  trying  to  build  an  In- 
ternet business  in  Shanghai  without  the  support  of  the  local 


government,  which  is  determined  to  control  the  growth  of  the  * 
city's  fledgling- Net  economy.  SOIM,  one  of  the  biggest  hits  ol  Id 
China's  Internet  industry,  sends  out  electronic  Chinese-Ian-  td ; 
guage  news,  sports,  financial,  and  lifestyle  magazines  to  sub-  fe 
scribers  nationwide.  And  Ren  has  shunned  Shanghai  gov-idn 
ernment  efforts  to  buy  a  piece  of  it. 
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Instead,  Ren  and  his  30-year-old  partner,  Ray  Chen,  are 
>rking  a  business  model  uniquely  suited  to  China,  where 
?h  costs  make  extensive  Net  surfing  too  expensive  for 
my  Chinese.  Visitors  to  soim's  Web  site  sign  up  for  e-zine 
bscriptions  and  receive  delivery  by  e-mail,  allowing  them  to 
ad  articles  cheaply  offline.  The  formula  is  work- 
with  SOIM  (the  initials  stand  for  Shanghai 
lline  Information  Mailing  lists)  winning 
er  400,000  subscribers— 10%  of  China's 
al  online  population. 
■EEL  ARMS.  Now,  soim  wants  to  move  beyond  the  startup 
BSe,  with  products  designed  to  appeal  to  more  sophisticat- 
Net  surfers.  That  means  hiring  a  slew  of  people:  "We 
ed  a  Web  designer,  a  service  designer,  a  programmer,  mar- 
tiis,"  says  Ren  wearily.  He  also  must  find  new  investors 
d  figure  out  how  to  manage  it  all.  "I  know  a  lot  about  the 
ternet,"  he  says,  "but  I  know  little  about  management." 


internet 


As  if  all  of  that  didn't  give  him  reason  enough  to  worry, 
Ren  must  convince  prospective  investors  that  they  needn't 
fret  about  the  government's  attempts  to  control  the  Net — pos- 
sibly the  hardest  task  of  all.  Just  a  few  days  after  I  met  with 
Ren,  the  top  telecoms  bureaucrat  in  Beijing  startled  the 
Chinese  Internet  community  by  denouncing  all  foreign  in- 
vestment in  online  content  providers. 

As  China's  government  reaches  its  steel  arms  around 
the  explosive  growth  of  the  Internet,  entrepre- 
neurs like  Ren  are  feeling  the  pressure.  It  doesn't 
make  Ren's  life  any  easier  that  he's  unwilling  to 
accept  investment  from  the  most  logical  source — Shanghai 
Online,  the  city  government's  top  Internet  service  and  content 
provider.  Other  Shanghai  companies  welcome  the  guanxi,  or 
government  connections,  that  Shanghai  Online  offers,  but 
Ren  refuses.  "Do  you  think  the  government  can  give  you 
valuable  things?"  he  wonders  incredulously.  "We  need  the 


age 


BUSINESS  WEEK /OCTOBER  4    199'     133 


II 


style  of  professionals,  of  pioneers.  Not  of  the  government." 
Can  a  Communist  government  micromanage  the  Internet 
revolution?  Shanghai's  leaders  are  betting,  despite  the  mis- 
givings of  entrepreneurs  such  as  Phil  Ren,  that  they  can. 
They  want  to  make  their  city,  already  China's  financial  and 
manufacturing  center,  the  country's  e-commerce  hub.  The 
"information  port,"  as  they  call  it,  would  be  home  to  elite  In- 
ternet companies,  plugged-in  manufacturers,  digital  schools, 
and  online  hospitals  and  museums.  Even  the  Shanghai  zoo  is 
getting  in  on  the  act,  conducting  an  online  contest  to  name  its 
new  giant  panda.  The  winning  moniker:  Le  Le. 
It's  all  part  of  a  grand  vision  by  city  planners 


GUANXI,  GO  HOME:  Phil  Ren  is  trying  to 
attract  foreign  investment  to  his  Internet 
startup— and  bypass  the  government  entirely 
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1JIA0T0NG  UNIVERSITY 
2  H0TCINEMA.COM 
3ST0CKSTAR.COM 
4S0IM.COM 

5  SHANGHAI  WEBTV  CORP. 

6  MUNICIPAL  CHILDREN'S 
PALACE 

7SHANGHAI  MEDICAL 

HOSPITAL 
8  EACHNET.COM 
9SHANGHAI  MUSEUM 
10GANGA0  SECURITIES 

11  SHANGHAI  ONLINE 

12  SHANGHAI  LIN  GAO  CO. 


to  make  Shanghai  an  e-rival  to  such  Asian  powers  as  H 
Kong  and  Singapore.  I've  traveled  to  Shanghai  to  see  whet 
they  can  pull  it  off — and  to  see  just  how  the  impact  of  the 
ternet  in  a  developing  economy  differs  from  its  impact  in 
U.  S.  The  Net  revolution  faces  strong  resistance  in  places 
Shanghai,  where  few  people  own  computers,  primitive  in 
structure  slows  Net  traffic  to  a  crawl,  and  entreprem 
must  operate  under  an  unpredictable  authoritarian  gov< 
ment.  I  wonder  whether  the  Communist  regim 
willing  to  allow  the  kind  of  unruly  growth 
characteristic  of  the  Net  in  the  West.  After 
Shanghai  was  the  site  of  China's  most  not 
ous  case  of  Net  persecution:  the  speedy  t 
and  conviction  of  software  engineer  Li  Hai,  s 
tenced  to  two  years  in  jail  last  winter  for  sen< 
Chinese  e-mail  addresses  to  a  pro-democr 
group  overseas. 

BEIJING  BUZZ.  Moreover,  when  it  comes  to 
businesses,  Shanghai  is  home  to  China's  n 
interventionist  government.  Most  of  Shangl 
popular  sites,  such  as  financial  information  lej 
Stockstar.com,  are  government-backed,  while 
Chinese  Net  companies  with  the  most  buzz 
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We've  been  on  a  roll  for  67  years. 


2 


So  we've  popped  up  with 

anOtner  Dig  Idea.    It's  an  ingenious  dispensing 
system  that  pops  up  strips  of  tape  -  pre-cut,  one  at  a  time,  right 
into  your  hand.  Scotch"   Pop-up  Tape  Strips  make  gift 
wrapping  easier,  especially  when  you've  got  your  hands  full. 
We're  making  tape  even  more  handy,  because  we  make 

the  leap  from  need  to... 


3M  Innovation 


i  mi)') 


For  more  information,  call  I  800-3M  HELPS,  or  Internet:  http://www.3m  com 
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based  not  in  Shanghai  but  in  more  freewheeling  Beijing. 
And  e-businesses  throughout  the  country  fear  more  central 
control  after  startling  comments  by  Wu  Jichuan,  the  telecoms 
minister,  who  declared  on  Sept.  14  that  foreigners  cannot 
invest  in  Chin<  'se  Internet  content  providers. 

It's  unclear  whether  Wu  has  the  authority  to  institute 
that  kind  of  ban.  He  might  just  be  trying  to  make  a  last- 
minute  attempt  to  protect  the  state  companies  threatened  by 
upstarts  in  the  private  sector.  But,  as  the  leadership  sorts  out 


WEB  MASTER?  Cheung  hopes  to 
offer  WebTV  service  by  October,  using 
Western  and  Asian  set-top  boxes 

its  policy  in  Beijing,  back  in  Shanghai  the  qu 
tion  remains:  how  does  a  place  that  doesn't  trust 
formation,  that  wants  to  keep  its  grip  on  e-b 
nesses,  hope  to  become  an  Internet  hub? 

Easy,  says  Fan  Xipin,  vice-director  of  the  ci 
information  technology  planning  office.  Altho 
many  critics  accuse  the  state  of  Net  censors 
Fan  says,  "the  government  doesn't  create  obs| 
cles  to  prevent  people  from  getting  access  to  the 
ternet."  He  insists  that  Shanghai  is  working  v 
hard  to  ensure  that  the  city  is  on  the  cutting  e 
of  China's  e-commerce  revolution.  By  yearend, 
city  government  will  have  helped  introduce  a  r; 
new  services,  including  business-to-business  si 
and  consumer-focused  e-commerce. 

Shanghai  is  hardly  an  Internet  hotbed  now, 
there  are  plenty  of  indications  that  change  is  col 
ing.  Take  the  surge  in  the  number  of  Shanghai  rj 
idents  online.  At  the  end  of  1998,  the  city  of  12 
lion  residents  had  just  120,000  Internet  accou 
according  to  Shanghai  Online.  Six  months  la 
there  were  200,000.  By  yearend,  estimates  Zh 
Linde,  general  manager  of  Shanghai  Informat: 
Industry  Co.,  Shanghai  Online's  parent,  the  numl 
should  hit  400,000,  and  the  city  has  launched 
effort  to  boost  its  capacity  to  800,000.  Several  hi 
dred  thousand  additional  users  get  Shanghai  Onlin 
free  intranet,  a  proprietary  Chinese-language  serv 
that  does  not  provide  access  to  the  Web.  In  Octob 
Shanghai  is  launching  a  broadband  network  that  will  all* 
users  to  take  advantage  of  the  latest  applications,  such 
video-streaming  technology. 

Businesses  are  waking  up  to  the  potential  of  the  Intern 
One  morning,  I  meet  Xiao  Hongfa,  a  gruff  40-year-old  m 
ager  for  state-owned  China  Taixing  Group,  which  mak 
heavy  machinery  from  its  factory  in  Jiangsu  province,  ji 
outside  Shanghai.  Five  months  ago,  Xiao  began  using  a  k> 
version  of  Internet  telephony  operator  Net2Phone  Inc. 
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INTRODUCING  A  faster,  more  reliable  way  to 
IBM  ENTERPRISE  SAN   manage  e-business  information. 

On  the  Web,  everything  starts  with  information.  Whether 
locating  one  package  or  a  20-ton  shipment.  \s  more  and 
more  business  moves  online,  the  information  you'll  have  to 
manage  can  increase  eight-fold.  Its  value,  exponentially. 

\n  I  ISM  Enterprise  Storage  Vrea  Netwdrk  is  a  dedicated, 
enterprise-wide  information  bank.  \\  ith  a  S  \  Y  you  have  a 
more  reliable  wa\  i<>  manage  information.  Your  customers, 


suppliers  anil  employees  have  nonstop  access  to  the  data 
they  need.  And  your  network  can  respond  to  user  requests 
more  rapidly.  Information  is  also  kepi  more  secure. 

IHM  oilers  high-availability  systems  and  network 
management  tools  that  can  work  with  your  existing  storage 
systems.  \nd  a  wealth  of  e-business  experience  to  gel  your 
S  \\  up  and  running  last.  To  find  out  how  IMM  can  help 

you  design  and  deploy  an  enterprise  SAN  to  manage  your 
information,  access  our  information  at  www.ibm.com/san 
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make  his  international  calls.  "I  save  90%,"  he 
marvels.  Xiao  also  is  trying  to  find  new  cus- 
tomers over  the  Net,  though  he  admits  it's 
an  uphill  slog.  "We  have  received  lots  of  e- 
mails,  but  no  one  has  bought  from  us,"  he 
says.  The  Internet  "is  not  so  successful  yet 
because  people  in  China  don't  have  so  many  computers." 
Even  small  companies-  are  trying  to  go  online.  In  August, 
Ni  Wei,  a  31-year-old  who  helps  run  Shanghai  Lin  Gao  Co.,  a 
family-owned  exporter  of  silk  and  linen,  started  using  an  on- 
line service  to  reach  potential  U.  S.  customers.  The  tiny  firm, 
with  just  $800,000  in  sales  and  a  single  computer,  can't  afford 
to. Send  a  representative  to  U.S.  trade  shows — but  the  In- 
ternet still  offers  access,  at  a  far  cheaper  cost.  "For  a  com- 
pany whose  finances  are  not  so  strong,  we  can  save  money 
and  also  get  our  aim,"  says  Ni. 

"INFORMATION  MAFIA."  As  Net  usage  grows,  the  biggest  ben- 
eficiary should  be  Shanghai  Online,  the  city's  Internet  giant. 
Its  dominance  is  nearly  complete,  with  over  90%  of  locals  us- 
ing its  Internet  service  provider.  Also  an  Internet  content 
provider,  it  offers  170  Web  sites.  "Shanghai  Online  is  like  the 
information  mafia,"  explains  Duncan  Clark,  the  founding  part- 
ner of  Internet  and  telecoms  consulting  group  bda  China. 
"That's  a  bit  crushing  for  private  enterprise."  Clark,  a  31-year- 
old  Englishman  who  splits  his  time  between  Shanghai  and 
Beijing,  is  a  former  investment  banker  for  Morgan  Stanley 


WHAT  AM  I  BID?  Bo 

Shao,  founder  of  an  eBay- 
style  auction  site,  doesn't 
want  state  aid 


who  grew  weary  of  Beijing's  oppressive| 
reacratic  culture.  He  sees  a  positive 
to  Shanghai's  efforts  at  control:  "Here,| 
government  is  smarter  and  more  orgar 
You  have  people  who  understand  the 
nology.  In  other  places,  they  would  lik| 
be  interventionist,  but  they  don't  know  how." 

That  techno-sawy  makes  for  an  uneasy  alliance  for  the  | 
jority  of  Shanghai's-  early  Net  entrepreneurs.  For  them, 
vival  has  required  staying  on  good  terms  with  Shanghai  I 
line.  Gao  Limin,  deputy  manager  of  StockStar.com,  countJ 
Shanghai  Online  and  a  city-owned  venture-capital  funq 
help  smooth  over  problems  with  China's  state-owned  bs 
and  brokerages.  "You  have  to  have  government  suppc 
says  Gao,  an  intense  32-year-old,  oblivious  to  the  onslaugh 
bicycles  and  motorcycles  whizzing  past  him  on  Caoxi  Nd 
Road  on  this  late  afternoon.  We're  walking  to  the  C^ 
Telecom  building  that  hosts  the  54  servers  of  Stock!: 
which  has  380,000  users,  up  from  180,000  at  the  start 
year.  Gao  ignores  the  rush-hour  traffic,  intent  on  explaiij 
why  Shanghai's  Internet  scene  shouldn't  take  a  back  ses 
Beijing's.  "They  get  the  publicity,"  he  concedes,  "but I 
spent  more  time  on  infrastructure-building." 

StockStar's  government  backing  has  been  a  plus,  but 
admits  that  there  are  limits  to  how  far  the  guanxi  can 
you.  "If  the  government  ownership  is  too  big,  then  you  I 
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sonal  relationship: 

aake  your  dreams  come  true,  you  need  an  enduring  partner  who  shares  your 
[Is  and  perspectives.  Generations  of  clients  have  entrusted  the  active  man, 

il  of  their  assets  to  our  personal  advisers.  Indeed,  For  over  125  years  we  have 
In  committed  to  adding  value  to  our  partnerships.  Take  us  into  your  confidence. 
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says  that  Hotcinema  will 
from  its  current  4,000 
tered    users    to    10,000 
yearend. 

Cutting  prices  doesn't 
easy  to  Shanghai  Onli™ 
other  subsidiaries  of 
owned  China  Telecom, 
the  past  year,  everyone 
ordinary  Net  surfers  to 
mier  Zhu  Rongji  has 
about  the  high  costs  of  Cl 
Telecom's  Internet  access-) 
outcry  that  led  the  quasi- 
nopoly  to  slash  rates, 
result,  Shanghai  Informal 
Industry's  Zhang  Linde 
his  ISP  now  charges  just  I 
an  hour,  compared  with  $1 
last  year.  With  Zhu  pus! 
to  reform  the  telecom  ind 
try,  rates  are  likely  to  fall 


HAMPERED: 

Bureaucrats  are 
hindering  Zhou's  plan 
to  put  her  museum's 
collection  online 


too  slow,"  he  says.  He  just  put  the  finishing  touches  on  a  deal 
that  lowers  Shanghai  Online's  stake  in  the  company,  with 
Gao's  privately-owned  company  taking  majority  control. 

Those  who  don't  have  Shanghai  Online  as  a  stakeholder 
pay  a  price.  Jeff  Huang,  38,  is  managing  director  of  Shanghai  zs 
Information  Co.,  a  privately  owned  company  that  runs  Hot- 
cinema  com.  The  Web  site  offers  online  reservations  for  19 
Shanghai  cinemas.  Rather  than  invest  in  his  own  servers, 
Huang  pays  a  Web-hosting  fee  to  Shanghai  Online,  which  un- 
til recently  charged  him  by  the  number  of  users.  "The  more 
customers  I  had,  the  more  I  paid,"  says  Huang.  Now,  Shanghai 
Online  has  changed  its  policy,  charging  Huang  a  fixed  montWy 
tee  of  $120.  That's  giving  him  some  breathing  room,  and  he 


ther.  "In  the  field  of  ISPs, 
are  all  losing  money,"  s 
Zhang,  who  won't  reveal 
extent  of  the  losses,  "but  LVQ 
can't  not  do  it." 

With  the  ISP  business 
bad,  Zhang  is  pushing  Sha  lace 
hai  Online  into  the  Interr 
content  industry.  But  the 
too,  Shanghai's  dominant  pi :CUf 
er  finds  it  tough  going.  Sha 
hai  Online  is  No.  1  in  its  ho  ^ 
market,  but  aspires  to  be  a  national  player.  Outside  the  c 
though,  its  reputation  suffers:  A  recent  nationwide  survey 
the  most  popular  Web  sites  showed  it  falling  to  No.  9,  from  1[c 
previous  No.  4.  Zhang  blames  other  isps  that  don't  prov 
easy  access  to  Shanghai  Online's  offerings,  and  he  looks 
viously  at  Beijing-based  portals,  such  as  Netease.com  s  Sd 
Sohu.com.  His  solution?  Open  an  office  in  Beijing.  The  Shai 
hai  government  may  not  like  it,  but,  says  Zhang,' if  ^ 
don't  go  to  Beijing,  you  can't  be  on  a  national  level. 

When  it  comes  to  finance,  Shanghai  is  second  to  no  Chin, 
city  and  online  stock  trading  is  a  logical  industry  for  it  |( 
dominate.  But  China's  heavy-handed  regulators  are  stunti 
the  growth  of  the  business.  Early  this  year,  governmei 
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an  a  newborn  reallyprasp  all 
he  intricacies  of  global  communications? 

's  easy  if  telecom  services  and  global  connectivity  are  in  your  genes.  That's  Lockheed  Martin  Global 
''  decommunications.  We're  a  new  company  that's  entering  the  world  with  decades  of  experience  in 
'^working,  global  services,  systems  engineering  and  fixed  and  mobile  communications.  Our  innovative 
<ha  nice  heritage  is  only  the  beginning:  we  also  design  and  manage  the  world's  most  sophisticated,  ultra- 
cure,  high-speed  data  networks  and  global  services;  we  operate  one  of  the  largest  private  wide-area 
.formation  and  telecommunications  networks;  and  we're  helping  to  build  the  first  global,  on-demand 
ireless  broadband  system.  It's  our  job  to  solve  complex  problems.  And  we  can  help  bring  innovative 
stems,  services  and  solutions  to  your  organization,  too.  Fact  is,  we're  pioneering  a  whole  new  way  of 
anaging  bandwidth,  networks  and  applications.  So  don't  let  our  youthful  appearance  fool  you.  For  more 
formation,  visit  us  at  www.lmgt.cdm. 
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PRICE  BREAK:  The 

Shanghai  government  gave 
Huang  (right)  a  fixed  price 
to  host  his  movie-ticket 
ordering  site 


owned  Hong  Kong  Macao  Interna- 
tiona] Trust  &  Investment  Co.,  usual- 
ly called  Gangao  Securities,  started 
offering  customers  online  trading  ser- 
vices. It  now  has  about  1,000  online 
clients  whose  trading  volume  accounts 
for  roughly  one-tenth  of  Gangao's 
monthly  turnover  of  $180  million. 
Problem  is,  Beijing  says  China's  brokerages  must  all  charge 
the  same  commission.  That  makes  it  impossible  for  Gangao  to 
offer  discounts  to  online  users.  Since  online  customers  must 
also  foot  the  bill  for  Internet  access,  says  Xu  Dong,  manager 
of  the  company's  remote-services  department,  "to  use  the 
Internet,  you  have  to  pay  more."  As  a  result,  online  trading 
is  mostly  for  people  who  live  far  from  a  brokerage  office. 


PANDA  TO  THE  MASSES:  The  Shanghai 
zoo's  Le  Le  was  named  in  an  online  contest 

I  hear  a  similar  story  at  the  Shanghai  Museum,  a  stunning 
building  that  opened  a  few  years  ago  and  houses  one  of  the 
best  collections  of  Chinese  bronzes  anywhere.  Over  tea  in  the 
museum's  elegant  coffee  shop,  associate  curator  Zhou  Yanqun 
tells  me  the  museum's  galleries  have  space  to  show  120,000 
items,  but  that's  just  one-tenth  of  its  holdings.  The  Internet 
can  help  the  museum  show  the  public  more  of  its  pieces, 
says  Zhou,  and  also  improve  the  museum's  reputation  with  art 
history  scholars  worldwide.  She  envisions  the  museum  host- 
ing a  symposium  and  broadcasting  it  live  over  the  Internet. 
Zhou  says  a  philanthropist  in  the  U.  S.,  the  widow  of  a  late 


media  titan,  is  ready  to  donate  the  necessary  comput 
But  for  now,  all  plans  are  on  hold.  China's  culture  n 
darins  are  worried  about  what  might  happen  if  the  image 
national  treasures  end  up  on  the  Web.  The  bureaucrats 
demanding  that  no  museum  put  its  items  online  until  une 
comes  up  with  a  system  to  protect  copyrights.  "Muse; 
have  to  be  very  careful,"  sighs  Zhou.  "It  takes  time." 

While  bureaucrats  fiddle,  technological  breakthroughs 
making  the  Net  more  and  more  accessible.  During  a  tri] 
China  early  this  year,  Microsoft  ceo  William  H.  Gates  III 
nounced  that  his  company  was  working  to  develop  a  Chin 
language  system  to  provide  Internet  access  via  televis 
That  project,  code-named  Venus,  has  yet  to  come  out  witl 
first  product.  But  that's  not  stopping  Lawrence* Cheung, 
31-year-old  ceo  of  Shanghai  WebTV  Corp.  Cheung,  a  H 
Kong  native,  predicts  that  "a  stable  product  will  come  v 
soon"  and  is  launching  his  service  in  October,  using  set 
boxes  from  Asian  and  Western  suppliers.  Since  most  Sha 
hai  residents  have  TVs  but  few  own  computers,  Cheung 
it  should  be  easy  for  him  to  get  200,000  subscribers  by  2( 
SHAKY  HOLD.  As  the  Internet  starts  to  take  off  in  Shang 
the  government's  hold  is  becoming  more  tenuous.  Startups 
sprouting  all  over  the  city.  Since  August,  two  compar 
have  begun  offering  online  bidding,  eBay-style.  A  couph 
portals  are  launching,  too.  With  foreign  venture  capital: 
showing  great  interest  in  the  Chinese  Internet,  the  auct 
sites  have  been  shunning  state  aid.  "Government  investm 
limits  your  growth,"  explains  Bo  Y.  Shao,  a  26-year-old  K 
vard  University  graduate  and  founder  of  auction  site  Ee 
net.com.  "It  inhibits  outside  investors  from  coming  in." 

Chinese  bureaucrats,  though,  have  more  ways  to  in! 
fere  than  direct  investment.  A  few  days  after  the  telec 
minister  made  his  surprise  announcement  denouncing  ] 
eign  investment  in  Internet  content  providers,  I  give  Phil  I 
a  call.  The  soim  co-founder  is  in  Beijing,  where  he  has  j 
opened  a  small  marketing  office.  Ren's  not  sure  what 
make  of  it.  "There  is  not  any  other  clear  information," 
says,  but  adds  the  news  could  complicate  his  efforts  to 
venture-capital  funding.  It  seems  the  battle  to  control  the 
ternet  in  Shanghai  is  far  from  over. 
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I  got  my 

Web  site 

for  $19.95 
a  month. 


7/fll  HEWLETT 
1  PACKARD 


Pricing  from  $19.95  per  month  includes: 

@  First  30  days  free  @  Free  home  page  design  included 

@  24x7  toll-free  technical  support  @  Unlimited  e-mail  addresses 

@  We'll  reserve  your  domain  name  for  free  @  100  MB  of  Web  site  storage 

@  Turn-key  E-Commerce  solutions  engineered     @  Ranked  #1  Web  Hosting  Provider  by 

by  Hewlett  Packard  Network  Computing  and  Windows  NT  Magazine 


www.interland.com 


We  make  the  Web  work  for  you. 
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Activists 

Without 

Borders 


THE  NET  IS  CHANGING  THE  RULES  OF 
POWER  POLITICS     BY  PETE  ENGARDIO 


As  a  military  threat, 
the  Zapatista  Nation- 
al Liberation  Army 
has  never  really 
amounted  to  much.  Within  a 
week  after  launching  an  up- 
rising on  New  Year's  Day  in 
1994,  the  Mayan  Indian  guer- 
rillas agreed  to  a  cease-fire. 

They  have  been  holed  up  in  the  mountainous  jungles  of 
southern  Mexico  ever  since. 

But  in  cyberspace,  the  Zapatistas  are  more  effective  than 
ever.  On  dozens  of  Web  sites  set  up  by  supporters  around  the 
world,  rebel  leader  Subcommandante  Marcos  can 
still  be  seen  in  his  ski  mask,  puffing  a  pipe, 
pressing  his  demands  that  Mexico  City  hon- 
or its  1996  promise  to  give  indigenous  peo- 
ples in  the  state  of  Chiapas  self-rule.  Using 
the  Internet,  the  Zapatistas  have  gotten  foreign  sympathizers 
to  picket  Mexican  consulates,  raised  hundreds  of  thousands  of 
dollars  in  donations,  and  helped  spearhead  huge  conventions 
of  grassroots  groups  from  Latin  America,  Europe,  and  North 
America  who  oppose  free-market  reforms. 

It's  an  avenue  that  activists  of  all  stripes  are  fast  discov- 


FALUN  GONG  FOLLOWERS:  The  secretive  religious  sect  used  1 


internet 


ering.  By  mastering  the  weaponry  of  the  Web,  everyonJe  who 
from  clandestine  Beijing  dissidents  to  high-powered  Wash  minor! 
ington  lobbyists  are  finding  that  the  Internet  is  an  extraor 
dinary  tool  for  mobilizing  support,  raising  money,  and  exert 
ing  influence.  In  the  Internet  Age,  it's  possible  for  a  handfu 
of  Web-savvy  activists  to  exert  pressure  on  policymak  fizlo 
ers  working  out  of  their  homes.  The  resul  I 
may  be  a  fundamental  transformation  of  th 
nature  of  politics. 

In  the  20th  century,  the  game  of  powetTCRy 
typically  entailed  moneyed  special-interest  groups  who  plie<  fe 
the  corridors  of  Capitol  Hill,  cultivated  Japanese  bureaucrat  it 
with  lavish  entertaining,  or  mobilized  rallies  in  Germany.  Bu « 
the  Net  has  ushered  in  a  new  social  phenomenon:  virtual  or  e 
ganizations.  These  are  unstructured  ad  hoc  clusters  of  peo  s 
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China 

WEB  USE  Has  soared 
fivefold,  to  4  million,  in 
just  two  years,  with 
27  million  users  expected 
by  2001. 

POLITICAL  IMPACT  Group' 
like  Falun  Gong  have  sur- 
prised police  by 
organizing  rallies  through 
the  Web.  Citizens  can  read 
uncensored  foreign  news 
and  communicate  with 
dissidents  through  foreign- 
based  sites.  Academics 
exchange  views  they  would 
not  publish  in  mass  media. 

POPULAR  SITES 

falundafa.com,  tibet.com, 
freechina.net,  hrichina.org, 
geocities.com/SiliconVal- 
ley/Bay/5598 


r0n  ie  who  perhaps  never  met.  The  only  thing  they  share  is  a 
M  jmmon  passion — a  concern  for  environmental  issues,  an 
.ra0!  hnic  identity,  or  simply  a  sense  of  struggle.  But  they  can 
eJ  j  rapidly  mobilized  for  political  action.  "It's  a  completely 
i;1|](Ki  |w  power  structure,"  says  Democratic  consultant  Jennifer 
.yd  liszlo.  "The  new  people  with  power  are  those  with  credi- 
'jj  ity  and  an  e-mail  list.  You  have  no  idea  who  they  are, 
of  a  lere  they  are,  what  color  they  are.  It  takes  away  a  lot  of 

wer  from  oligarchies." 
0  tTCRY.  Almost  out  of  the  ether,  virtual  organizations  mate- 

ilize  to  put  global  pressure  on  the  owner  of  a  Nicaraguan 

Jul  ?tory  who  is  locked  in  a  dispute  with  his  workers.  Or  they 

gi  )use  a  nationwide  outcry  to  force  lawmakers  to  investigate 

Km  assault  on  the  Branch  Davidian  compound  in  Waco, 

\..  in-  to  kill  controversial  legislation. 
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Just  because  cyberactivism 
is  practically  invisible  doesn't 
mean  it  can't  generate  swift 
and  unexpected  shifts.  In- 
donesian President  Suharto 
found  this  out  last  May,  when 
student  pro-democracy  lead- 
ers who  were  linked  by  the 
Web  mounted  mass  protests 
that  eroded  his  authority  and 
sped  his  ouster.  Beijing  found 
aut  last  April,  when  10,000 
members  of  the  secretive 
Falun  Gong  religious  sect  sud- 
denly showed  up  for  a  protest 
outside  the  government  lead- 
ership compound.  Residents  of 
many  U.  S.  cities  have  been 
alarmed  by  neo-Nazi  groups 
who,  with  little  notice,  have 
staged  rallies  and  rock  con- 
certs organized  over  the  Web. 
As  technologies  advance 
and  Net  use  spreads,  the  impact  will  be  profound.  To  Web- 
wise  pols  ranging  from  Democratic  Presidential  candidate 
Bill  Bradley  to  the  religious  right,  the  development  poses  new 
possibilities  for  fund-raising.  But  for  rulers  seeking  to  main- 
tain social  order  or  political  control,  it  can  be  as  threatening 
as  a  tornado  sweeping  down  from  an  Oklahoma  sky. 

Not  surprisingly,  leaders  from  Washington  to  Beijing  to 
Riyadh  are  struggling  with  ways  to  limit  the  tools  that  have 
empowered  cyberactivists.  The  central  issues:  Should  gov- 
ernments be  able  to  block  individuals'  access  to  materials 
deemed  inappropriate,  such  as  hate  sites  posted  by  racist 
groups?  Should  Web  users  be  barred  from  using  advanced  en- 
cryption software  that  makes  it  difficult  for  governments  to 
eavesdrop  on  digital  communications? 

Advocates  of  Web  restrictions  are  well  intentioned.  But 


BUSINESS  WEEK  /  OCTOBER  4.  1999  145 


these  limits  cut  in  many  directions.  U.S. 
law  enforcement  agencies  want  to  curb  cryp- 
tography software,  for  example,  because  oth- 
erwise they  may  be  unable  to  penetrate  ter- 
rorist or  narcotics  rings.  But  the  lack  of 
encryption  makes  it  easier  for  police  states 
to  round  up  political  opponents  who  com- 
municate over  the  Web. 

Another  example:  software  that  blocks 
access  to  sites  that  parents  think  are  inap- 
propriate for  children,  such  as  those  that 
are  pornographic  or  violent.  But  authoritar- 
ian governments  could  use  mandatory  fil- 
ters to  censor  the  Net.  That's  why  groups 
from  the  American  Civil  Liberties  Union  to 
the  conservative  Free  Congress  Foundation 
think  Big  Brother  should  butt  out. 
OFFSHORE  SERVERS.  So  far,  cyberactivists 
have  found  ways  around  every  hurdle  gov- 
ernments have  put  up.  Take  China.  While 
police  have  hunted  down  and  jailed  dissi- 
dent Webmasters,  new  sites  proliferate.  With 
threats  to  revoke  licenses  of  Internet  service 
providers  operating  in  China,  Beijing  has  gotten  the  industry 
to  self-censor  by  blocking  sites  with  content  that  departs 
from  the  party  line.  But  skilled  surfers  can  gain  access  to  any- 
thing they  want  by  tapping  into  offshore  servers  and  dissident 
sites. 

Governments  also  can  ban  the  import  of 


fFAST    FORWARD 


encryption  software  strong  enoug 
confound  the  supercomputers  that 
state  uses  to  monitor  electronic  tr<- 
But  such  software  is  easy  to  smu 
in — and  can  be  downloaded  from  s 
foreign  sites.  Organizations  such  as 
man  Rights  Watch  even  offer  trai 
to  nongovernmental  organization 
how  to  use  such  encryption  progran 
Pretty  Good  Privacy  (PGP),  even  th< 
Washington  until  recently  banned  1 
export.  "Once  programs  like  PGP 
into  the  mass  market,  traffic  wil 
much  more  difficult  to  crack,"  says 
man  Rights  Watch's  Internet  ex; 
Jagdish  Parikh.  Eventually,  he  pred 
upgrading  computer  surveillance 
terns  will  become  too  costly  for  n 
governments. 

The  war  in  Kosovo  revealed 
how  difficult  the  Web  has  made  i 
stifle  dissent.  After  the  Serbian  a 
invaded  in  March,  it  stormed  the 
flees  of  Koha  Ditore,  the  leading  K 
var  nationalist  newspaper.  But  s< 
the  paper  was  back  in  operation- 
Web  site  run  from  Macedonia. 
OUTAGES.  The  same  thing  happe 
when  the  government  seized  the  ] 
grade  studio  of  B92,  a  Serbian  di 
dent  radio  station,  as  well  as  compi 
gear  used  for  the  station's  Inter 
service.  Within  a  month,  the  stal 
was  reconfigured  as  www.freeb92 
hosted  by  xs4all,  an  ISP  in  Amsterc 
that  helps  alternative  media.  Coi 
spondents  dispatched  audio  clips 
text  articles  on  the  war  over 
Net — a  job  made  more  difficult  w 
nato  bombs  knocked  out  electric 
Now  that  security  has  relaxed,  F 
B92— run  by  the  original  B92  staff- 
fers  news,  music,  and  cultural  inl 
views  from  the  440-square-foot  Belgrade  apartment  of 
signer  Sinisa  Rogic.  Wth  money  raised  through  rock  con« 
and  rallies,  the  staff  plans  to  launch  a  service  to  send  hoi; 
news  to  subscribers.  "Without  the  Internet,  we  would 
even  be  in  this  country  anymore,"  says  Rogic. 

As  Malaysia  is  discovering,  curbing  ( 


1 


United  States 


WEB  USE  Percentage  of  Ameri- 
cans online  has  risen  from  14% 
to  41%  in  three  years.  Some 
23%  of  new  users  earn  less 
than  $30,000  annually  and 
40%  did  not  attend  college. 

POLITICAL  IMPACT  Special 
interest  groups  now  mobilize 
mass  letter-writing  campaigns  to 
policymakers  quickly  and  cheap- 
ly. For  political  candidates,  the 
Web  is  becoming  a  powerful  tool 
for  fund-raising  and  grassroots 
organizing. 

POPULAR  SITES  aclu.com,  bill- 
bradley.com,  steveforbes.com, 
politicsonline.com,  christian- 
coalition.org,  opensecrets.org 


By  2002,  the  number  of  computers  connected  to  the  Web  outside 
the  U.S.  will  more  than  triple,  to  61  million,  vs.  50  million  in 
the  U.S.  today.  The  fastest  growth  is  in  developing  nations. 
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SEC  U  R ITY 


For  almost  two  decades,  businesses  have 
trusted  Security  Dynamics  Technologies,  Inc. 
and  RSA  Data  Security,  Inc.  to  secure  e-business, 
even  before  it  was  called  e-business.  Today,  the 
companies  have  unified  under  one  name, 
RSA  Security  Inc.  Our  new  name  and  look 
reflects  our  singular,  continued  commitment  to 
innovative  products  that  help  customers  meet 
the  security  needs  of  e-business,  and  the  support 
and  services  that  tie  it  all  together.  You  may  not 
have  known  us  by  name,  but  you  should. 
Chances  are  you've  already  relied  on  one  or 
more  of  our  products  to  purchase  something 
over  the  Internet,  securely  send  email,  safely 
connect  to  your  network,  or  do  your  banking 
online.  As  a  combined  company,  we  are  the 
most  trusted  name  in  e-security  —  bar  none. 


More  than  450  million  copies  of  our  RSA  BSAFE® 
encryption  technology  are  installed  in  today's 
most  successful  applications  and  devices.  More 
than  half  of  the  Fortune  100  already  use  our 
award-winning  RSA  SecurlD®  user  authentication 
systems  to  protect  their  networks  and  vital 
information.  And  our  new  RSA  Keon™  product 
line  provides  companies  with  a  complete  digital 
certificate  system,  known  as  "PKI,"  to  enable 
and  manage  security  for  e-commerce 
applications.  Thousands  of  customers  trust 
RSA  Security,  including  Cisco,  Compaq,  Ericsson, 
IBM  and  Lucent.  Shouldn't  you?  To  learn  how 
we  might  serve  your  e-security  needs,  please 
visit  us  at  www.rsasecurity.com,  or  contact  us 
at  info@rsasecurity.com  or  1-877-RSA-4900. 


The  Most  Trusted  Name  in  e-Security 


THE     INTERNET     A 


sent  is  especially  hard  once  a  nation's  middle  class 
embraces  computers.  After  a  1998  feud  over  how 
to  deal  with  the  country's  financial  crisis,  Prime 
Minister  Mohamad  Mahathir  fired  his  reformist 
deputy,  Anwar  Ibrahim,  and  jailed  him  on  dis- 
puted corruption  and  sodomy  charges.  Since  then, 
the  government  has  clamped  down  on  the  press. 
Street  demonstrations  of  the  pro-Anwar  refor- 
masi — reform — movement  have  become  rare.  But 
thanks  to  the  Net,  which  has  1.2  million  users  in 
Malaysia,  "reformasi  has  moved  out  of  the  streets 
and  into  the  homes,"  says  a  former  Anwar  aide. 

Authorities  have  rounded  up  several  suspected 
dissident  Webmasters.  But  Malaysians  still  can  vis- 
it some  80  pro- Anwar  sites,  operated  in  the  U.  S. 
and  Britain.  "What  is  making  the  difference  is  that 
ordinary  people  are  now  coming  to  this  medium," 
says  Parikh  of  Human  Rights  Watch.  And  Ma- 
hathir can't  crack  down  too  much,  because  his  gov- 
ernment has  made  development  of  Internet  com- 
merce a  cornerstone  of  its  industrial  policy. 

In  the  more  freewheeling  West,  the  Web  is 
revolutionizing  democracy  itself.  And  nowhere  is 
the  technology  and  art  of  cyberactivism  more  de- 
veloped than  in  the  U.  S.  Three  years  ago,  Re- 
publican Presidential  candidate  Bob  Dole  tried — 
with  little  success — to  get  voters  to  check  out  his 
Web  site.  Today,  45%  of  likely  Republican  primary 
voters  with  a  computer  say  the  Internet  is  "the 
place  they  go  for  information"  about  politics,  ac- 
cording to  Steve  Forbes's  campaign  manager,  Bill 
Dal  Col.  Predicts  Internet  political  consultant  Phil 
Noble:  "In  time,  the  whole  political  communications 
process  will  be  based  on  the  Web." 
INSTANT  CLIPS.  Forbes  and  Bradley  have  devel- 
oped the  most  sophisticated  Web  campaigns.  Both 
candidates  count  tech  directors  in  their  inner  cir- 
cle of  advisers.  Dal  Col  exchanges  e-mail  10  times 
daily  with  Forbes's  Web  guru  Richard  A.  Segal  Jr. 
in  Cincinnati.  On  the  hustings,  staff  tote  digital 
cameras  and  satellite  transmission  equipment  so 
Forbes  can  feed  his  site  with  a  constant  flow  of 
video  clips,  online  chats,  and  90-second  commen- 
taries for  radio  stations.  And  his  campaign  has  or- 
ganized volunteers — 30,000  of  whom  signed  up  online  without 
being  recruited — into  "cyberelection  districts."  Instead  of 
turning  out  voters  in  their  geographical  areas,  these  volun- 
teers design  their  own  district — friends,  hobbyists,  or  ideo- 
logical soulmates — from  anywhere. 

Meanwhile,  Bradley's  site  offers  "community  involvement 
kits"  for  volunteers.  These  manuals  show  boosters  how  to  or- 
ganize their  neighborhoods,  raise  money,  write  impassioned 
letters  to  the  editors  of  local  newspapers,  monitor  local  talk 
radio  shows,  and  even  download  voter  registration  forms. 
Until  this  year,  the  Web  wasn't  used  for  presidential  fund-rais- 
ing in  the  U.  S.  because  credit-card  transactions  weren't  eli- 


Serbia/Kosovo 


WEB  USAGE  Gaining  in  popu- 
larity, but  Western  bans  on 
computer  equipment  sales  have 
limited  users  to  50,000  in  Ser- 
bia. Activists  get  Web  messages 
to  wider  audiences  by  fax. 

POLITICAL  IMPACT  By  shifting 
to  the  Web,  opposition  media 
such  as  Serbian  radio  station 
B92  and  Kosovar  newspapers 
stayed  in  operation  after  govern- 
ment seized  their  facilities.  Hu- 
man-rights monitors  used  the 
Web  to  spread  news  of  atroci- 
ties against  Albanians. 

POPULAR  SITES  freeb92.net, 
kohaditore.com,  hrw.org, 
freeserbia.net,  mup.sr.gov.yu 


gible  for  federal  matching 
But  after  Bradley  challenged 
rule,  the  Federal  Election  C 
mission  reversed  the  policy 
year.  So  far,  Bradley  has  rai 
$607,000  from  3,700  donors  on 
Web. 

Since  it  is  so  cheap  and  w 
spread,  the  Web  is  valuable 
special  interest  groups  that  n 
to  make  their  money  go  a 
way.  Using  the  old  media  of  t 
phones,  faxes,  and  mail,  it  usee 
require  months  and  scads  of  n 
ey  to  get  a  few  thousand  pec 
to  write  letters  to  Congress 
ing  the  Net,  groups  can  ger 
ate  hundreds  of  thousands 
messages  within  weeks.  A 
clicks  on  a  mouse  enable  vi 
ers  to  dash  off  personalized  i 
es — to  urge  Washington  lawn 
ers  to  vote  against  gay  rights 
to  urge  a  local  school  board  to  stop  teaching  evolution. 

Just  ask  Pam  Fielding,  co-founder  of  cyberlobby  firm  e- 
vocates.  She  helped  lead  a  National  Education  Assn.  drive 
save  a  federal  requirement  that  Internet  service  provid 
give  schools  a  discount  rate  after  congressional  Repu 
cans  moved  to  end  it.  Lawmakers  and  the  Federal  Comi 
nications  Commission  were  soon  swamped  with  22,000  n 
sages.  "Every  message  was  a  personal  e-mail  from  a  mon 
dad,  a  businessperson,  a  teacher,  or  a  school  adminisl 
tor,"  says  Fielding.  "I  was  convinced  at  that  moment  t 
the  Internet  was  the  future  of  democracy."  A  similar  blitz 
civil-liberties  groups  persuaded  the  Federal  Deposit  Ins 
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Welcome  to  a  future  where  the 
power  of  the  Internet  transforms 
your  billing  from  a  mere  accounting 
function  into  a  strategic  business 
tool.  Where  your  Internet-based 
bills  enhance  customer  loyalty, 
increase  your  brand  awareness 
and  create  new  revenue  streams. 
Derivion's  unique  service  bureau 
approach  to  Electronic  Bill 
Presentment  and  Payment  makes 
that  future  easy  and  affordable 
for  every  company.  And  it's  ready 
now.  The  future  is  waiting  for  you. 
Find  it  at  www.derivion.com 

Denvion 
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ance  Corp.  to  shelve  an  effort  to 
loosen  its  customer  privacy  rules. 
The  agency  received  205,000  e- 
mail  messages  protesting  the 
changes — compared  with  fewer 
than  100  in  favor. 

Because  lobbying  groups  aren't 
as  prevalent  in  democracies  out- 
side the  U.  S.,  the  Web  hasn't  yet 
emerged  as  a  key  weapon.  Britain's 
Labor  Party  has  a  home  page,  for 
example,  but  "it  was  only  during 
the  last  election  that  the  telephone 
became  more  important  in  the  U.  K.  than  knocking  on  doors," 
says  a  party  spokesman.  And  in  Japan,  where  the  government 
strictly  regulates  campaign  activity — down  to  the  size  of  por- 
traits on  a  poster — candidates  can't  post  new  items  on  their 
Web  pages  once  campaign  season  officially  begins. 
CYBERVOTERS.  The  Net  is  making  inroads.  Japanese  legislator 
Yukio  Edano  is  a  leading  shinjinrui,  or  new-generation  politi- 
cian. An  activist  lawyer  elected  to  the  Diet  in  1993  and  now 
a  member  of  the  opposition  Democratic  Party  of  Japan, 
Edano,  35,  logs  on  often  and  carries  a  handheld  PC  in  his 
briefcase.  He  uses  his  home  page  to  explain  his  positions  on 
pending  bills — once  unheard-of  in  Japan,  where  legislators 
have  long  brokered  votes  in  secret.  His  online  chats  attract 
only  a  few  dozen  voters.  But  Edano  figures  it's  a  start. 
"Japan's  silent  majority  will  finally  be  able  to  make  its  opin- 
ion known,"  he  says. 

As  Edano  searches  for  cybervoters  in  Japan,  special  in- 
terest groups  using  the  Web  have  found  audiences  far  beyond 
national  borders.  Because  the  medium  is  truly  global,  their 
pleas  are  "generating  very  tightly  knit  communities  that  are 
not  geographically  continguous,"  observes  Juan  Enriquez,  a 
Harvard  University  expert  on  Latin  America. 


Mexico 

WEB  USAGE  Some  1  million 
people  have  Web  accounts, 
not  including  many  who  get 
free  access.  Latin  American 
users  are  expected  to  grow  to 
19  million  by  2003. 

POLITICAL  IMPACT  The 

Zapatistas  have  kept  their 
movement  alive.  Labor  groups 
now  get  global  support. 

POPULAR  SITES  ezln.org, 

corpwatch.org/trac, 

nrdc.org/camp/cagray.html 


Japan 


WEB  USAGE  Has  grown  from 
1.5  million  people  to  17  mil- 
lion in  four  years.  Some  11% 
of  households  and  80%  of 
large  corporations  are  online. 

POLITICAL  IMPACT  New-gen- 
eration politicians  such  as 
Yukio  Edano  use  the  Web  to 
discuss  issues  with  their  con- 
stituents. Younger  bureaucrats 
prefer  dealing  with  lobbyists 
by  e-mail  rather  than  socializ- 
ing. More  citizens  are  making 
their  voices  heard  through 
online  polls. 

POPULAR  SITES  edano.gr.ip, 
behindthescreen.com 
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Labor  and  environmental  groups  have  been  especi 
adept  at  expanding  local  disputes  into  global  causes.  Gr< 
peace  has  an  e-mail  list  of  5,000  activists  who  join  prot< 
over  everything  from  polyvinyl  chloride  in  Japanese  toy 
plutonium  shipments  in  Britain.  Labor  disputes  in  maquiU 
ra  assembly  plants  along  the  U.  S.-Mexico  border  now 
tinely  elicit  e-mail  campaigns  targeting  multinationals 
government  agencies  run  by  such  groups  as  the  Campaign 
Labor  Rights  in  Washington  and  San  Francisco's  Transnati 
Resources  &  Action  Center  (trac).  "We're  in  the  pro 
of  building  grassroots  globalization,"  says  trac  Dire 
Joshua  Karliner. 

When  these  grassroots  movements  jell  into  challen 
governments  often  tremble.  They  can  seize  computers  or 
Web  access,  as  when  Beijing  temporarily  shut  e-mail 
vice  at  domestic  Internet  service  companies  in  a  clampd 
on  Falun  Gong.  But  such  extreme  measures  ateo  come 
rising  commercial  cost.  As  more  local  companies  and  fon 
investors  come  to  depend  on  e-commerce,  interferene 
their  networks  can  cause  serious  economic  disruption. 

The  commercial  risks  of  messing  with  the  Web  is  one 
son  Singapore's  censors  have  all  but  given  up  the  fight, 
gapore,  which  has  long  controlled  the  local  m< 
has  also  invested  billions  in  Internet  infrast 
ture  to  become  an  "intelligent  island."  Print 
broadcast  are  still  restricted.  But  except  for 
ning  about  100  porno  sites,  the  government  v 
that  the  Net  will  stay  free.  "Singapore  has 
solutely  no  choice  but  to  become  a  global  cit 
its  economy  will  decline,"  says  National  C 
puter  Board  ceo  Michael  Yap. 

As  political  leaders  the  world  over  com 
the  same  realization,  their  challenge  will  b 
turn  the  unwieldy  new  medium  to  their  ad' 
tage.  That  will  mean  opening  closed  gov 
ments  to  an  online  public  and  competing  in 
marketplace  of  ideas — rather  than  trying  to 
nopolize  it.  Ultimately,  the  Net's  impact  on 
itics  may  well  be  as  diverse  as  the  woi 
cultures. 

With  Rictiard  S.  Dunham,  in  Washington, 
di  Dawley  in  London,  Irene  Kunii  in  To 
and  Elisabeth  Malkin  in  Mexico  City 


Lumberjack 


Breaking  up  logjams  is  all  in  a  day's 
work  for  Adrianne  Cronas.  When  her 
client  tried  to  buy  a  number  of  plants 
around  the  world,  negotiations 
seemed  to  have  locked  solid  over  the 
seller's  inability  to  offer  watertight 
indemnity  covering  any  future  default. 

Adrianne  and  her  unit  built  a  unique 
financial  instrument  to  satisfy 
purchaser,  seller  and  reinsurer  alike, 
enabling  the  deal  to  go  ahead. 

Sometimes  onJy  innovation, 
dedication  and  real  creativity  will 
get  things  moving  again. 


Consultant  Adrianne  Cronas 
One  of  10.000  Willis  people 
around  the  world  united  behind 
one  objective:  your  success. 


Willis 


The  Risk  Practice 


UK  Tel:      +44(0)20  7488  8111 
US  Tel:      +1615  872  3000 
Website    www.willis.com 
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Since  1 994.  [practically  a  cenk 


ry  in  Internet  years),  Sapient  has  been  helping  businesses 


thrive  in  the  new  economy.  We  were  the  first  to  combine  all  the  skill 


s  you  need  to  compete 


in  the  ever-changing  world  of  the  Internet-strategy,  web  technology,  brand  and  experience 
design,  systems  integration,  user  research  and  more.  Which  means  we  can  get  you  there 


rapidly  and  reliably,  while  it's  still  relevant.  We  k 
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Taming  the 


Wild, 


wild  Web 


WITHOUT  STRONG  LAWS,  THE  NET'S  GROWTH  WILL  BE  STUNTED  BY  STEPHEN 


t  appeared  to  be  an  open-and-shut  case  involving  nu( 
pictures  of  a  French  model — reprinted  without  her  pe 
mission.  But  these  photos  were  posted  on  the  Internet.  Is 
sooner  did  Estelle  Hallyday  win  a  copyright-infringeme 


suit  last  spring  than  things  got  complicated. 
A  French  judge  used  a  40-year-old  pub- 
lishing law  to  slap  AlternB,  the  company 
hosting  the  offending  Web  site,  with  a 
$70,000  fine.  AlternB  promptly  responded  by  shutting  down 
its  server,  which  hosted  4,000  Web  sites.  Then  it  threatened 
to  lead  a  migration  of  French  e-businesses  to  friendlier  ju- 
risdictions. Soon,  "Keep  the  Net  Free"  groups  rallied  on  the 
Web  to  AlternB's  defense.  Sites  around  the  world  thumbed 


their  noses  at  the  French  courts  by  plastering  the 
of  Hallyday  all  over  cyberspace. 

In  the  end,  Hallyday  reached  an  out-of-c( 

settlement  with  AlternB,  which  agreed  to  £ 

$7,000  to  her  favorite  charity.  By  that  time, 

property  and  privacy  were  irretrievable,  and  French 

was  moot.  On  the  Internet,  says  cybervisionary  Esther  Dy: 

"Things  are  moving  a  lot  faster  than  governments  realize 

And  how.  In  the  early  stages  of  the  Industrial  Revolut 


days ! 


stay,; 
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svsitir  Fuua  isaasL 


With  good  reason:  401 (k) 
plans  bore  them.  Three  weeks 
vacation  doesn't  cut  it.  And  the 
wait  for  the  annual  bonus  can 
take  forever.  Truth  is.  it  takes  a  lot 
to  get  an  employee  to  stay  these 
days.  And  why  not?  The  economy's 
booming.  Special  skills  are  hand- 
somely rewarded.  And  frequent 
job  switching  is  viewed  as  —  get 
this  —  a  good  thing. 

Simply  put.  loyal  employees 
stay,  and  become  more  productive.  Which  is  why  smart 
companies  invest  in  their  employee  relationships  every 
day.  An  Intranet-based  employee  incentive  program 


designed  by  Netcentives  can 
easily  make  this  happen.  Little 
wonder:  Netcentives  was  design- 
ing and  delivering  online  loyalty 
programs  before  the  phrase  was 
an  industry  buzzword. 

That's  just  one  of  the  many 
incentive-based  reward  programs 
we  offer.  We  also  have  patented 
processes  and  proven,  scalable 
systems  in  place  right  now. 
Plus  dog-years  of  Internet 
experience.  So  visit  our  site,  and  read  why  leading 
companies  trust  us  with  their  most  valuable  asset: 
employees.  Think  about  it — just  don't  take  too  long. 


Q  Netcentives 

Rewarding  Relationships 


www.netceatives.ctM 
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AXA  Financial,  Inc.  is  the  new  name  for  Equitable 
Companies,  one  of  the  nations  leading  and  most  successful 
families  of  financial  institutions. 

Our  new  name  reflects  a  vision  of  how  best  to  provide 
solutions  to  fast  growing  retail,  institutional  and  wholesale 
markets.  We  believe  we  have  the  management  teams,  the 
strategies  and  the  market  position  to  achieve  success  well 
into  the  next  century.  Each  of  our  subsidiaries  — 
Equitable  Life,  Alliance  Capital  Management  and 
Donaldson,  Lufkin  &  Jenrette  —  is  strong  in  its  own  right, 
and  stronger  thanks  to  our  fully  integrated  structure. 

AXA  Financial  is  a  member  of  the  global  AXA  group,  one 
of  the  worlds  fastest  growing  financial  services  companies 
with  over  $650  billion*  in  assets  under  management  and 
operations  in  60  countries.Visit  us  at  www.axa-financial.com 

Follow  'AXF'  on  the  NYSE. 


IV, 


I 


» 
Urn 


■** 


>'¥iia    i  ft 


/AXA  FINANCIAL 


w 


THE     INTERNET     AGE 


GOVERNMENT 


A 


from 
hosts 


coping  with  the  technologi- 
cal and  legal  issues  was  a 
fairly  forgiving  process.  If 
train  tracks  were  different 
widths  in  France  and  Spain 
or  travelers  had  to  carry 
electrical  converters  to  deal 
with  different  voltages,  no 
big  deal.  But  the  Internet 
zips  information  across  bor- 
ders with  the  click  of  a 
mouse.  The  speed  and  scale 
are  immense  challenges  for 
the  rule  of  law.  "We're  hav- 
ing problems  of  pornogra- 
phy distribution  to  minors, 
violations  of  intellectual- 
property  rights,  potential 
violations  of  privacy,  and 
new  types  of  crime,"  says 
Ira  Magaziner,  the  architect 
of  the  White  House  Inter- 
net strategy.  "We've  got  to 
move  quickly  to  get  them 
addressed  in  real  time  so 
we  don't  engender  a  reac- 
tion against  the  Internet." 

Bringing  law  and  order 
to  the  Wild  West  of  cyber- 
space will  be  a  tall  order. 
Without  broad  international 
agreements,  the  sheriffs, 
judges,  regulators,  and  tax 
collectors  are  easily  given 
the  slip.  That's  why  the  set- 
tlers— not  just  the  lawmak- 
ers— will  have  to  play  a 
large  role  in  taming  this 
frontier.  Business,  in  partic- 
ular, has  little  choice  but  to 

come  up  with  its  own  system  of  rules  if  it  wants  to  protect 
property  rights  and  get  customers  to  feel  comfortable  online. 
For  better  or  worse,  the  Net  is  spawning  two  parallel  and 
sometimes  contending  regimes  for  regulation. 

The  success  of  the  two  regimes — public  and  private — will 
determine  how  powerful  the  Net  becomes.  To  develop  into 
the  world's  largest  marketplace,  the  Net  must  provide  the 
same  guarantees  as  any  marketplace,  from  the  rights  of 
property-holders  to  the  power  of  short-changed  consumers  to 
get  refunds.  In  short,  before  societies  en  masse  start  buying 
cars   and   taking  out  mortgages   online, 


A  V-Chip  for  the  Web 

clamor  went  up  from  the  moment  the  news  broke 
that  the   high   school   killers   in    Littleton,  Colo., 
,  had  downloaded  pipe-bomb  construction  plans 
the  Internet.  Lawmakers,  educators,  and  talk-show 
called  for  a  clampdown  on  violent  Web  sites. 
Not  David  Beier,  Internet  adviser  to  Vice  President  Al 
Gore.  Worried  that  restricting  free  Net  expression  would  set 
a  dangerous  precedent,  Beier  warned  America  Online,  Ya- 
hoo!, and  other  leading  e-businesses  that  they  better  take 
voluntary  action  fast  to  diffuse  pressure  for  regulation. 

In  response,  the  companies  fast-forwarded  a  project  that 
had  been  under  way  for  a  year.  Execs  from  15  corpora- 
tions announced  their  sites  would  suggest  ways  to  down- 
load software  limiting  access  to  violent  game  sites,  hate 
groups,  or  anything  else  deemed  inappropriate  for  children. 
Will  this  type  of  self-regulation  be  suitable  for  solving 
all  of  the  Web's  vexing  policy  problems?  Certainly  not.  But 
look  for  it  to  be  an  important  supplement  to  traditional 
legislation  in  many  areas. 

By  Susan  Garland  in  Washington 


FAST     FORWARD] 


they'll  need  to  ensure 
tomers  that  their  tra 
tions  are  secure  and  le 
binding.  A  ForresteiJ 
search  Inc.  study  pre 
that    the    global    Intd 
economy  will  reach  $3.1 
lion  in  2003  if  it  is  mar 
well — but  less  than  hjj 
much  if  security  and 
latory  snarls  persist. 
HUNG  UP.  It's  not  thatl 
ulators       aren't       trj 
Negotiators  at  the  OrJ 
zation  for  Economic 
eration  &  Developme^ 
Paris  have  been  woi 
on  the  most  basic  tene 
Internet     Law     for 
years — eons    in    Inte 
time.  And  they  contini 
get  hung  up  over  liah 
and  jurisdiction.  If  a  Ja 
ese  Web  site  with  its 
er  in  the  U.  S.  defraul 
customer  in  Canada,  w| 
laws  count?  This  yej 
seemed  that  the  EuroJ 
Commission  had  ironec 
an  agreement  on  jurid 
tion  for  its  e-commercd 
rective.  Then  negotial 
allowed  for  one  seemif 
small  change:   Custor 
would  rely  on  consur 
protection   regulation^ 
sellers'    home    counti 
This   would    force    e-r 
chants    to    wrestle 
dozens  of  different  law 
business  uproar  scotched  the  deal.  "It's  the  exception 
ate  the  rule,"  laments  Microsoft  Corp.  attorney  P 
Fleischer. 

For  business,  the  search  for  solutions  starts,  not  surp 
ingly,  with  technology.  An  entire  industry  is  growing  aro 
security,  mainly  software  programs  designed  to  keep  hack 
thieves,  or  even  government  tax  snoops,  from  infiltra 
Web  bank  accounts,  e-mails,  or  corporate  purchasing 
works.  "It's  a  terrifying,  brave  new  world,"  says  Peter 
Beverley,  managing  director  of  Magex,  an  e-commerce 
curity  company  in  London.  And  ev 


The  number  of  e-business  Web  sites  is  expected  to  top  1  million 
by  2003,  up  from  700,000  now. 
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Jerri,  Oinron  means  a  better  way  to 
build  a  ear  and  an  easier  way  to  unlock  her  own. 


Everj  day.  Oinron  touches  millions  of  lives  in  thousands  of 

ways.  Like  the  Omron  compact  vision  system  that  allows 

Jerri  to  build  cars  faster  with  greater  quality.  Ami 

the  keyless  entry  system  she  uses  to  unlock  her 

own  car  at  the  end  of  the  day.  For  greater 

control,  safety,  and  convenience,  look  to  the 

human  side  of  Omron  technology 
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at  www. oinron. com 
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time  a  hacker  makes  the  news,  the  market  for 
protection  programs  heats  up. 

At  the  same  time,  e-merchants  know  that 
technology  alone  provides  scant  comfort  against 
gifted  hackers  and  organized  criminals.  To  allay 
fears,  e-businesses  are  likely  to  start  certifying 
safe  sites.  These  would  be  industry  seals  of  ap- 
proval for  sites  meeting  standards  ranging  from 
privacy  to  high-tech  encryption  of  customers'  or 
business  partners'  financial  or  health  data.  Even- 
tually, Web-site  rating  agencies  similar  to  debt- 
rating  agencies  are  likely  to  emerge.  In  such  a 
scheme,  a  security  downgrade  on  a  major  e-mer- 
chant  could  prompt  investors,  customers,  or  busi- 
ness partners  to  flee. 

HORNETS  NEST.  It  may  be  a  while  before  gov- 
ernments can  mete  out  such  punishments.  In 
the  U.  S.,  a  national  commission  on  Internet  tax- 
ation is  studying  collection  methods — but  is  dead- 
locked on  whether  Net  transactions  should  be 
taxed  at  all.  And  the  latest  global  efforts  are 
faring  no  better.  The  nonprofit,  quasi-govern- 
ment  Internet  Corporation  for  Assigned  Names 
&  Numbers  (icann)  has  already  stirred  up  a 
hornet's  nest  just  by  trying  to  manage  the  Web's 
addressing  system. 

Basically,  governments  are  torn  because  mak- 
ing e-commerce  secure  seals  out  police  who  want 
to  keep  an  eye  on  crime.  In  the  U.  S.,  for  exam- 
ple, the  National  Security  Agency  wants  to  lim- 
it access  to  the  world's  top  cryptography,  and 
leave  open  access  "keys"  to  encrypted  computer 
systems;  the  fear  is  that  cartels  and  terrorists, 
protected  by  a  maze  of  code,  will  be  able  to  con- 
duct drug  deals  and  plot  assassinations  with  im- 
punity on  the  Net.  Meanwhile,  the  Japanese  gov- 
ernment may  soon  permit  police  to  intercept 
e-mail.  Russia  forces  Internet  service  providers 
to  install  hotlines  to  the  Federal  Security  Bureau  so  agents 
can  keep  an  eye  on  traffic. 

Cultural  differences  rankle,  too.  Take  the  privacy  battle  be- 
tween the  U.  S.  and  Europe,  which  wants  strong  rules  to  pro- 
tect privacy  in  cyberspace.  Europeans  still  harbor  vivid  mem- 
ories of  the  Gestapo  and  Stasi  amassing  files  on  citizens.  But 
what  good  is  protecting  a  Dane's  privacy  in  Denmark,  if  e- 
merchants  in  Kuala  Lumpur  are  creating  a  profile  based  on 
her  bank  statements  and  video  preferences?  The  European 
Union  is  enacting  a  rule  to  prohibit  export  of  data,  such  as 
airline  frequent-flyer  information,  to  countries  that  don't  meet 
European  standards.  That  would  include  the  U.  S.,  where 
much  of  the  data  flow  is  protected  by  the  Constitution. 

Privacy  may  be  the  best  example  yet  of  how  difficult  it  is 
to  harness  both  private  and  public  interests  in  regulation.  For 
the  past  year,  Europe  and  the  U.  S.,  the  two  biggest  e- 
economies,  have  been  negotiating  a  joint  standard  for  pro- 
tecting privacy.  The  U.  S.  proposal  would  set  up  a  self-regu- 


hile  traditional  government  can't  solve  many  of  the 
policy  problems,  there  are  other  areas  where  it's  essel 
Consider  the  matter  of  online  contracts.  Right  novJ 
called  "electronic  signatures,"  digital  codes  unique  to  an  indivij 
aren't  binding.  That  means  that  deals  clinched  on  the  Net  have 
closed   with   traditional   paperwork  — a  time-consuming   nuisc 
To  boost  e-commerce,  countries  such  as  Germany  and  Singf 
have  recently  passed  legislation  that  gives  e-signatures  legal  weic 
and  many  others,  including  the  U.S.,  are  considering  doing  likev! 
That  has  the  business  community,  which  has  been  generally  leeij 
government  interference  on  the  Net,  thrilled.  "To  promote  e-comm| 
you  have  to  ensure  that  the  way  business  is  conducted  in  the 
world  is  transferred  into  e-commerce,"  says  Jason  M.  Mahler,  ger] 
counsel  of  the  Computer  &  Communications  Industry  Assn.  These 
laws  won't  weigh  down  the  Net  at  all.  In  contrast,  they'll  malj 
possible  for  consumers  to  do  exciting  new  things,  like  securel 
questing  money  or  IRA  distributions  over  the  Net. 

By  Catherine  Yang  in  WashinX 
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latory  body  to  create  "safe  harbors"  for  e-businesses 
adhere  to  Europe's  standards.  If  this  proposal  doesn't  mea 
up,  watch  for  a  trade  flap  at  November's  Seattle  round  of] 
World  Trade  Organization.  For  now,  the  result  is  a  regul| 
ry  vacuum.  "E-companies  in  Europe  are  not  complying 
Europe's  law,"  says  Clive  Mayhew-Begg,  international  \ 
president  at  CDNOW.com,  a  leading  online  music  business 
So  Europe's  law,  like  so  many  other  attempts,  prom 
only  to  disrupt  e-commerce  until  it  becomes  world  law,  w  [" 
is  a  long  way  off.  Battles  like  this  could  rage  for  decade  *ls.  Se 
the  wild  frontier  of  cyberspace  gradually  grows  civili  fc  •, 
"There  are  no  silver  bullets,  either  legislative  or  technol 
cal,"  says  Paul  Saffo,  director  of  the  Institute  for  the  Fut . 
in  Menlo  Park,  Calif.  "The  way  through  this  swamp  is  wi    ' 
lot  of  small,  comparatively  weak  solutions  acting  in  conce1^ 
E-businesses  may  find  out  what  it  was  like  to  run  a  sagebi  B"  Finar 
saloon  before  the  law  rode  into  town. 


With  Mike  France  in  New  I 
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divided  the  S&P  500  into  nine  sector  index  funds.  So  now  you  can  customize  your 

;stments  by  picking  and  weighting  these  sectors  to  meet  your  specific  investment 

lis.  Select  Sector  SPDRs  have  the  diversity  of  a  mutual  fund,  the  focus  of  a 

■ili| tor  fund,  and  the  -     —  , ;  -  .  _  »„  1  tradability  of  a  stock. 

,  ,  1-80  0-TH  E  -AM  E  X  |      ..    c  .         c 

i  you  can  buy  or   «hihmmhmhmhJ  sell     Select    Sector 

)R  shares  on  the  American  Stock  Exchange  throughout  the  trading  day.  If 
i're  hungry  for  more  information  or  would  like  to  receive  a  Prospectus,  talk  to 
ir  Financial  Consultant,  call  us,  or  visit  us-on  the  Web  at  www.spdrindex.com 


&P  500,  SPDRs,  and  Select  Sector  SPDRs  are  trademarks  of  McGraw-Hill  Companies,  Inc.  and  have  been  licensed  for  use.  The 
.  included  in  each  sector  index  were  selected  by  the  compilation  agent  Their  composition  and  weighting  can  be  expected  to 
from  that  in  any  similar  index  published  by  S&P  ALPS  Mutual  Fund  Services,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the 
Sector  SPDR  Trust  Investment  returns  and  principal  value  will  fluctuate  so  that  an  investor's  shares,  when  sold,  may  be  worth 
or  leu  than  their  original  cost.  Select  Sector  SPDR  Funds  may  bear  a  higher  level  of  risk  than  more  broadly  diversified  funds. 
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We  don't  care  where  your  data  comes  from.  We  can 
store  it.  As  businesses  and  consumers  become  more 
connected  to  e-services,  volumes  of  new  data  will  be 
arriving  from  unimaginable  sources  and  across  multiple 
platforms.  Whether  from  mainframes,  UNIX  -based 
systems  or  Windows  NT"  servers,  your  data  needs  to 
be  securely  stored  yet  readily  accessible  by  you,  your 
customers  and  your  business  partners.  Introducing  HP 
SureStore  E— our  full  line  of  stress-free  storage  products, 
a  key  component  of  HP's  high-availability  solutions  and 
"5nines: 5 minutes"  strategy,  including  single-storage 
subsystems  with  up  to  9  terabytes  of  storage  connecting 
to  virtually  all  environments.  From  solutions  consulting 
to  storage  management,  HP  provides  a  combination 
of  hardware,  software  and  services  that  helps  prepare 
your  business  for  the  e-service-based  economy.  For  more 
information  about  our  stress-free  SureStore  E  storage 
solutions,  visit  us  at  www.surestore-e.com. 

Stress-Free  Storage  for  the  next  E.  E-services. 
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CONTINUING  EDUCATION  IS  EVOLVING  AT 
NET  SPEED  •  BY  JOSEPH   WEBER 


s  the  store  operations 
manager  for  Berean 
Christian  Stores,  a 
Cincinnati-based  book- 


store  chain  with  22  outlets  in  nine  states,  Roger  L.  Feenstra 
spends  a  lot  of  time  on  the  road.  Much  as  he'd  like  to  hone 
his  managerial  skills  in  school,  he  is  hard-pressed  to  free  up  a 
couple  of  nights  each  week  for  class.  His  answer:  the  Internet 
and  an  extension  program  at  the  University  of  California  at 
Los  Angeles.  "I  can  set  my  own  pace,"  says  Feenstra.  "I  can 
show  up  to  class  in  my  own  time.  I  can  spend  five  minutes  in 
class,  or  two  hours." 

While  conventional  students — including  his 
two  college-age  daughters — haul  them- 
selves off  to  classrooms  to  meet 
face-to-face  with  professors,  Feen- 
stra, 44,  labors  by  laptop.  He  dials 
in  to  his  program  from  his  kitchen 
table  in  Riverside,  Calif.,  or  from  hotel  rooms  across  the 
country.  He  downloads  lectures,  submits  papers,  joins  in  stu- 
dent discussions,  and  even  gets  his  grades  over  the  Net  (he 
just  got  an  "A"  in  human  resources).  He  puts  in  20  hours  a 
week  online.  "It's  fantastic,"  says  Feenstra,  who  is  now  em- 
barking on  his  second  learning-by-Internet  class. 

Like  millions  of  others,  Feenstra  is  riding  the  crest  of  a 
wave  that  is  reshaping  education.  As  job  demands  change  at 
lightning  speed,  more  and  more  people  are  becoming  lifelong 
learners.  Whether  on  the  job  or — more  often — on  their 
own,  they  are  constantly  updating  their  skills.  It's  thanks  to 
the  Net,  though,  that  lifetime  learning  is  hitting  its  stride 
now.  As  Feenstra  has  found,  the  Net  brings  the  classroom 
to  you,  on  your  terms,  in  your  time  frame.  "It's  just-in-time, 
just-in-place  learning,"  says  John  S.  Parkinson,  national 
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space  equivalent  to  the  old  back-of-the-matchbook  corre- 
spondence school.  Master's  degrees  can  be  earned  online,  for 
instance,  from  schools  as  prestigious  as  Stanford  University. 
Andy  DiPaolo,  senior  associate  dean  at  Stanford's  engineering 
school  and  executive  director  of  the  Stanford  Center  for  Pro- 
fessional Development,  says:  "Students  need  to  be  educated  at 
any  place  and  at  any  time  and  universities  are  trying  to  fig- 
ure out  how  best  to  do  that." 

REWINDING  CLASS.  At  its  best,  Net  education  can  trump 
conventional  classroom  learning.  While  staying  close  to  his  job 
site  in  Vancouver,  for  instance,  Hewlett-Packard  hardware  de- 
sign engineer  Allen  Ong  can  log  on  for  classes  in  Stanford's 
online  engineering  master's  degree  program  in  Palo  Alto, 
Calif.  He  taps  into  taped  three-hour  lectures  and  uses  an 
indexing  feature  to  pull  out  the  salient  bits  of  a  talk.  He  can 
even  rewind,  something  he  couldn't  do  in  regular  classes  at 
the  University  of  Alberta.  In  Net  classes,  students  too  shy  to 
raise  questions  in  person  may  be  less  inhibited,  and  the  an- 
swers they  get  from  peers  and  teachers  may  be  better 
thought  out.  What's  more,  there's  no  hasty  scribbling  of  notes 
from  slides  when  the  whole  slide  set  is  downloaded. 

Cyberstudents  may  not  be  getting  a  bargain,  however. 
Syracuse  University  charges  the  same  tuition — about  $32,000 — 
for  its  Net-based  MBA  and  its  classroom  version.  Stanford, 
which  traditionally  charges  higher  tuition  to  part-timers,  bills 
a  distance-learner  about  $45,000  in  tuition  to  earn  an  engi- 
neering master's  degree  vs.  $26,000  for  a  classroom  student. 

Some  educators  say  the  students  ponying  up  those  fees  are 
getting  a  second-rate  education.  The  Net,  they  argue,  can't  re- 


LAPT0P  LESSONS:  Roger  Feenstra's  hectic  business 
travel  schedule  doesn't  allow  for  regular  adult-ed  classes 
So  he  logs  some  20  hours  a  week  learning  online 


place  the  spontaneity  and  depth  of  person-to-person  inte 
tion.  "There  is  no  substitute  for  the  academic  environme 
insists  Carole  S.  Fungaroli,  an  adjunct  professor  of  Eng 
Literature  at  Georgetown  University  and  author  of  a  fo 
coming  book,  Traditional  Degrees  for  Nontraditional  I 
dents.  "As  professors,  we  can  really  change  students'  lives, 
not  if  we  never  see  them,  not  if  we're  never  face-to-face 

Still,  for  many  students  the  Web  variety  of  distance  e 
cation  may  prove  just  as  life-changing — and  far  more  prs 
cal.  Molly  Hilton,  a  33-year-old  project  leader  in  market 
communications  at  office-furniture  giant  Haworth  Inc.  in  I 
land,  Mich.,  has  an  undergraduate  English  degree  and  is  t 
ing  ucla  Extension  courses  online  to  prepare  for  an  MBA  \ 
gram.  With  Haworth  footing  the  bill,  she  will  soon  cho 
between  a  conventional  classroom  regime  at  Western  Michi 
University  and  a  Net-based  degree,  perhaps  through  Sj> 
cuse.  After  her  UCLA  experience,  Hilton  is  leaning  toward 
Net  degree.  The  reason:  She  believes  that  e-mail  enables 
structors  to.  be  more  attentive  to  their  students  online  t 
off.  What's  more,  as  the  single  mother  of  9-year-old  Mac  ; 
7-year-old  Tressa,  she  finds  that  the  Net  lets  her  better  m 
family,  work,  and  school  obligations.  Says  Hilton:  "With  on 
learning,  we  sit  at  the  table  together  and  do  homework.' 

Even  in  more  conventional  programs,  the  Net  is  p 
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simple  test 

for  companies 

of  all  sizes 

interested  in 
digital  copiers 


At  long  last,  you  have  a 
choice  for  digital  imaging 
equipment.  Because  now  Danka, 
a  worldwide  supplier  of  office 
equipment  with  approxi- 
mately $5  billion  in  sales, 
has  a  complete  line  of  digital 
products  for  any  company. 

Dank^a  has  the  latest 
technologies  from  Canon, 
Koda/{  and  Toshiba,  so  you 
can  bring  the  digital  age  to 
every  desktop  (enjoying  nice 
perils  li/{e  increased  efficiency, 
enhanced  productivity  and 
reduced  costs). 

You  name  it-Danka  has  a 
full  portfolio  of  digital  blacky 
and  white,  and  color  copiers 
for  work^  environments  from 
1,000  copies  a  month  to 
2,000,000.  Dan^a  will  help 
improve  your  image  and  give 
you  fast,  attentive  service 
with  the  support  you  need. 

Which  means  now  you  have 
something  you've  never  had 
before:  a  choice. 

Put  your  pencil  down.  Call 
Dan^a.  1  SOI)  OKDANKA. 


www.danka.com 
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foundly  changing  the  educational  experi- 
ence. MBA  students  at  the  University  of 
Toronto,  for  instance,  still  meet  with  pro- 
fessors and  fellow  students  in  classrooms. 
But  they  typically  download  lecture  notes 
in  advance,  discuss  them  in  online  chat 
rooms,  and  swap  materials  for  group  work 
electronically.  Instead  of  spending  the  wee 
hours  at  the  library,  they're  often  hunched 
over  computers  at  home.  "The  whole  online 
experience  is  not  necessarily  meant  to  re- 
place the  on-ground  experience.  It  is  just 
another  avenue,"  says  Jeffrey  E.  Feldberg, 
chairman  of  Embanet  Corp.  Feldberg's 
company  creates  and  maintains  electronic 
communities  among  Rotman  students  as 
well  as  among  students  at  Fordham  and 
Vanderbilt  universities,  UCLA  Extension, 
and  some  200  other  institutions  around 
the  world. 

Over  time,  education  will  likely  prove 
to  be  a  mix  of  conventional  classroom  work 
and  distance  learning.  Undergraduates  may 
still  opt  overwhelmingly  for  four  years  of  ordinary  campus 
life — with  lots  of  Net-aided  courses — but  later  many  could 
wind  up  doing  advanced  studies  by  computer  from  afar, 
perhaps  while  holding  down  full-time  jobs.  Certainly,  that's 
what  forecasters  at  International  Data  Corp.  expect. 
Where  there  were  just  710,000  U.  S.  students  in  distance- 
learning  programs  in  1998,  or  some  4.8%  of  the  nation's 
14.6  million  higher-education  students,  IDC  forecasts  that 
the  number  will  rise  to  2.23  million,  out  of  15.1  million  stu- 
dents overall,  by  2002. 

THE  FORDHAM  MODEL  For  a  good  blend  of  face-to-face  school- 
ing and  Net  learning,  one  model  for  the  future  may  be  Ford- 
ham  University's  Transnational  MBA  Program.  Over  a  15- 
week  semester,  students  meet  one  weekend  a  month,  usually 
in  or  near  New  York  City  but  sometimes  as  far  away  as 
Dublin,  Ireland.  The  rest  of  the  time,  they  communicate  with 
their  teachers  and  fellow  students  via  the  Net,  reading  lec- 
tures, filing  papers,  and  doing  group  work.  The  students  typ- 
ically work  for  multinationals  such  as  IBM,  and  find  the  school 
mimics  their  workday  environment.  Says  Ernest  J.  Scalberg, 
dean  of  Fordham's  Graduate  School  of  Business  Administra- 
tion: "We  try  to  emulate  what  it's  like  for  people  in  transna- 
tional organizations." 

Fordham  has  found,  though,  that  the  Net  can't  do  it  all. 
Online  courses  may  foster  a  sense  of  community  among 
distant  classmates,  but  the   one-on-one 


HOME  STUDY:  Single  mom 
Holly  Hilton,  with  daughter 
Tressa  and  son  Mac,  easily 
can  fit  distance  learning  into  her 
family's  routine 
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meetings  inevitably  foster  far  riche 
teractions.  Discussions  that  start  in 
spill  into  hallways  or  nearby  pubs, 
dents  in  the  Fordham  program  hold 
regular  jobs — and  their  companies 
cally  pay  the  $74,000  freight— but 
keenly  enjoy  the  weekend  seminars.  "It's  fascinatin 
learn  about  the  cultural  diversity  of  IBM  and  bench 
National  Starch  vs.  IBM,"  says  student  Masoomeh  H. 
hari,  a  37-year-old  marketing  manager  at  the  National 
&  Chemical  Co.  unit  of  Imperial  Chemical  Industries 
Her  fellow  students,  she  adds,  "ask  really  interesting  anc 
sightful  questions." 

Plenty  of  people  have  neither  the  time  nor  the  monej 
programs  that  include  the  face-to-face  meetings.  For  tr 
pure  online  offerings  make  the  most  sense.  OnlineLe 
ing.net,  the  company  that  develops  courseware  for  UCLA 
tension,  expects  its  online  enrollment  to  jump  to  10,000  i 
year  from  nearly  6,000  now  and  2,200  last  year.  The  noi 
gree  programs  appeal  to  people  with  advanced  schooling 
ready  (half  the  enrollees  have  master's  degrees)  anc 
women  (about  two-thirds  of  the  student  population) 
OnlineLearning.net  Chief  Executive  John  E.  Kobara:  "Woi 
have  told  us  in  tremendous  numbers  that  the  only  way  t 
can  go  back  to  school,  given  their  families-and-career  bal; 
ing  act,  is  online." 

Whether  narrowly  drawn  or  broadly  focused — and  whet 
it's  exclusively  or  only  partly  delivered  on  the  Net — educa 
in  coming  years  won't  stop  at  the  schoolroom  door.  The  n 
for  new  or  refreshed  skills  is  just  too  great.  As  gradual 
speakers  have  intoned  for  years,  commencement  reallj 
n      just  a  beginning. 

forward]  


The  number  of  people  taking  undergraduate  and  graduate  courses 
online  will  increase  from  710,000  last  year  to  2.23  million  in 
2002  and  account  for  15%  of  all  higher-education  students. 


DATA:  INTERNATIONAL  DATA  CORP. 
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Dmmunications  Solutions 
For  Businesses  with 


Big  Plans 


For  a  successful  architect,  just  having  the  right  blueprint  isn't  enough. 
He's  constantly  going  to  and  from  job  sites,  talking  with  clients,  consulting 
with  his  partners  and  discussing  changes  with  the  builders.  So  when  he's 
evaluating  total  communication  solutions,  he  will  look  for  a  company 
who  can  link  all  his  offices  into  a  seamless  network,  with  tools  that 
will  improve  both  his  collaboration  and  productivity.  That's  exactly  what 
Comdial  provides.  With  a  unified  messaging  solution  from  Comdial,  he 
and  his  partners  can  manage  fax,  voice  mail  and  e-mail  messages  from 
anywhere— the  office,  a  client's  conference  room,  even  a  building  site. 
With  Comdial,  he'll  get  the  right  system  tailored  to  his  specific  business 
needs.  Because  Comdial  has  practical,  reliable  communications  solutions 
just  for  businesses  like  his— businesses  with  a  master  plan. 

When  evaluating  communications  solutions  for  your  growing  business, 
consider  the  RISING  STAR.  Consider  Comdial. 


Call  1-800-COAADIAL  for  more  information  on  Comdial's  business  communications  solutions. 

©  1999  Comdial  Corporation. 


COMDIAL 

The  Rising  Star" 


www.comdial.com 
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LONG  DISTANCE:  Barker  bea 
in  to  New  York  from  Florida 


BEING  A  TELECOMMUTER  HAS  ITS  JOYS-AND  HEADACHES 


ack  at  the  dawn  of  modern  life,  four  or  five  yea 
ago,  I  went  out  on  my  own.  Not  to  start  a  company, 
simply  left  one  regular  job,  with  a  boss,  a  W-4  for 
and  all,  for  another.  But  instead  of  driving  each  d< 


113  miles  to  and  from  a  newspaper  office  full  of  amusing, 
schmoozing,  scheming,  and  sometimes  annoying  colleagues,  I  be- 
gan spending  my  workdays  alone.  I  began  to  telecommute, 
working  in  Florida  as  a  writer  for  magazines  in  New  York  City. 

Boy,  do  I  ever  get  a  lot  of  questions  about  what 
it's  like  to  work  this  way.  People  ask  if  I  get 
lonely.  Yes,  I  tell  them.  They  want  to  know 
how  did  I  get  to  do  this?  I'm  not  altogether 
sure,  so  I  usually  mumble  something  about 
"close  professional  relationships."  They  ask  how  do  I  get  any- 
thing done?  I  say  it's  easy  if  you  like  your  work.  Being  alone,  do 
I  act  weird?  No  more  so  than  before,  not  counting  the  time  I 
bought  one  of  those  2.5-gallon  jugs  of  water,  set  it  on  a  table, 
drew  a  cup,  and  began  gossiping  with  myself. 

The  questions  usually  circle  this  central  point:  Don't  I  feel 
askew,  like  some  goofy  appendage  to  the  world  of  real  ca- 


reers? I  used  to  say  yes,  sometimes.  Now,  I  always  say 
The  number  of  telecommuting  Americans  quadrupled 
decade,  to  nearly  16  million,  many  in  jobs  like  mine  and 
er  New  Economy  "knowledge-based"  industries.  But  I 
surprised  recently  to  see  a  help-wanted  ad  for  a  telec 
muting  structural  engineer.  And  my  neighbor  went  sk 
last  winter  in  Colorado  with  a  bunch  of  softw 
writers  who  plunged  down  the  Rockies  by 
and  knocked  out  code  by  night. 

The  Internet  is  enabling  such  oddities, 
as  more  business  is  done  online,  telecommuting  is  no  Ion 
the  career  dead  end  some  people  warn  me  about.  Yes,  th 
are  risks.  But  there's  also  the  chance  to  feel  like  a  pionee 
resourceful,  self-reliant,  open  to  unexpected  prospects. 

Most  telecommuters  work  at  home,  but  to  me  that  seen 
like  a  terrible  idea.  Way  too  many  distractions,  especi 
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Allendale  Insurance. 

Arkwright. 

Protection  Mutual. 

Factory  Mutual. 


IT'S  AMAZING  WHAT  CAN  HAPPEN 
WHEN  YOU  LISTEN  TO  YOUR  CUSTOMERS. 


Here's  what  you  told  us.  You  want  a  business  partner  with  outstanding  global  resources  and  unmatched  flexibility 
to   solve  your   particular   issues.   With  loss   control   engineering  that   can   impact   the  bottom   line.    Streamlined 
communications,  expanded  capacity  and  responsive  claim  support.  And  here's  how  we  responded.  FM  Global.  The 
merged  company  of  Allendale,  Arkwright,  Protection  Mutual  and  Factory  Mutual.  Four  organizations       ¥"111  M  P  I  n  b  3  I 
have  converged  to  form  one  truly  remarkable  company.  Securing  the  future  of  your  business. 


www.fmglobal.com  or  800-343-7722. 
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than  our  competitors 


Pratt    &    Whitney 


Carrier 
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And  we're  not  buddn 


Stubborn? 

No,  confident. 

Asia's  been  a  center  of  world  trad 
for  centuries  and  it  will  remain  so. 
Here's  what  economic  forecasts 
project  for  Asia  just  1 0  years  from  no\ 

Airline  passenger  miles  doubling. 

An  elevator  market  going  from 
$6  billion  to  $9  billion. 

And  an  air  conditioning  market  goi 
from  $12  billion  to  $30  billion. 

Today,  our  businesses  are  Asian 
market  leaders.  We  aim  to  keep  it  the 
way.  So  while  other  companies  may  n 
have  the  stomach  for  it,  we'll  continue 
put  our  weight  behind  Asia. 

■:MliT:TulllW«I 


imilton    Sundstrand 


Sikorsky 


United 
Technologie 
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my    two    kids.    That's 
why  I  lease  an  office  in 
a  two-story  stucco  bank 
building  four  blocks  from 
my  house.  The  singular 
nowhereness  of  my  little 
town — a   square   mile   of 
Atlantic     barrier     island 
called    Melbourne    Beach 
with  3,200  souls  and  zero 
stoplights — means  rents  are 
cheap.  Mine  is  less  than  the 
highway  tolls  I  used  to  pay. 

If  you  were  to  visit,  you 
might  find  my  office  kind  of 
spooky.  Downstairs  are  the 
bank  and  a  travel  agency. 
Beachcomber's  Beauty  Salon, 
whose  mermaid  sign  hangs  out 
front,  closed  a  couple  years  back 
Upstairs,  it's  so  empty  that  my  wife  tells  people  I'm  a  squatter. 
I've  had  a  few  neighbors,  including  a  profane,  chain-smoking  ac- 
countant named  Dick,  and  a  real  estate  man,  Bill,  who  gave  me 
bags  of  sweet  citrus  from  his  yard.  He  died  last  year. 

Keeping  me  connected  are  three  phone  lines — voice,  fax, 
and  data — plus  cable  TV,  a  friendly  Federal  Express  man,  and 
the  occasional  trip  to  New  York.  For  me  and  every  telecom- 
muter, staying  in  touch  is  a  big  part  of  the  job.  A  work-at- 
home  Fidelity  Investments  executive  once  told  me  she  even 
takes  her  phone  to  the  bathroom  so  as  never,  ever  to  miss  a 
call.  Recently,  I  was  talking  about  all  this  with  Daniel  Gorrell, 
an  auto-marketing  consultant,  who  has  telecommuted  since 
1990  to  a  San  Diego  firm,  Strategic  Vision  Inc.,  from  his  Or- 
ange County  home  two  hours  north.  "It's  not  the  leisure 
class,"  he  snorts.  "Most  people  are  working  harder  and 
longer."  The  night  before  I  spoke  with  Dan,  a  Sunday,  he  had 
been  up  at  midnight,  calling  clients  at  Renault  in  Paris. 

Because  we  are  helpless  without  our  phones  and  computers, 
they  take  on  the  character  of  crucial  but 
unfathomable  colleagues.  "Whenever  there's 
the  slightest  glitch,  I  become  quite  pan- 
icky," Susan  Sharin  told  me.  Susan  is  an  in- 
vestment adviser  who  used  to  commute 
the  42  miles  each  way  to  Providence  but 
now  works  from  her  home  on  14  acres  near 
Eastford,  Conn.  Susan  practices  yoga  in 
the  same  room  where  she  minds  $25  mil- 
lion. After  struggling  with  her  computers, 
she  concluded,  "they're  not  logical,  and  you 
simply  have  to  accept  them." 

This  is  a  level  of  consciousness  that  I 
have  yet  to  reach.  Another  telecommuter 
I've  met,  Jill  Fallick,  handles  computer 
glitches  more  sensibly:  She  gets  her  husband 
to  fix  them.  Jill  is  a  product  manager  for 
Morningstar  Inc.,  the  investment-research 


HOME  STRETCH:  Shar 
does  yoga  in  the  same 

room  where  she  manag 

$25  million 


"There's 
a  sense  that 
you  have  to 
overproduce... 

You're  not 
a  key  person 
in  the  office 
anymore' 


firm  in  Chicago.  That's  a 

she  worked  from  1994 

August,  1996,  when  hei 

band's  career  drew  the 

Silicon  Valley.  Jill  tok 

"I  had  a  great  ma 

who  had  a  fundam 

trust  in  the  people 

worked    for    her. 

asked  me,  'Would 

consider  staying  on 

telecommuter?'  And  I  said,  'Yes!' 

worked  at  two  other  companies,  and  I  knew  how 

py  it  can  be  when  you  don't  like  the  people." 

Pregnant  at  the  time,  Jill  moved  with  her  husband 
three-bedroom  rental  in  Atherton.  The  spare  bedroom  i 
office.  In  it,  she  says,  are  a  big,  old  desk,  shelves  piled 
reference  books,  a  bogus  Oscar  and  a  teddy  bear,  a  Pen 
II  computer  with  17-inch  monitor  and  Lexmark  laser  pr 
(Jill  paid),  a  Hewlett-Packard  fax  machine  and  copier  (IV 
ingstar  paid),  a  photograph  of  her  husband  and  2-yea 
daughter,  Meredith,  three  phone  lines,  and  a  cable  mo 
"which  is  my  pride  and  joy.  Morningstar  pays  for  that.' 
"BRICK  WALL"  Facing  Jill  are  two  clocks,  one  set  to  Calift 
time,  the  other  Chicago  time.  By  the  time  the  Chicago 
reads  9  a.m.  each  workday,  Jill  has  taken  Meredith  to 
care  and  is  on  the  job.  At  first  she  worried  plenty.  "Thei 
sense  that  you  have  to  overproduce,"  Jill  told  me.  She 
this  pressure  despite  having  lots  of  people  back  in  Chicago 
knew  who  I  was  and  who  didn't  think  I  was  some  weird  px 
out  in  California.  I  just  had  to  trust  that  they  were  behind 
Jill  had  to  teach  herself  to  extend  that  trust.  "When 
start  telecommuting,  suddenly  part  of  what  you're  doing  is 
whole  PR  campaign  about  yourself.  Yc 
not  a  key  person  in  the  office  anymore 
her  first  assignment,  Jill  conceived  a  pis 
keep  clients  by  product  improvements 
sharper  use  of  customer  databases. 

Yet  when  it  came  time  to  execute 
plan,  "I  kept  coming  up  against  brick 
after  brick  wall,"  she  says.  "That  was 
point  of  highest  anxiety."  Bits  and  pie« 
the  plan  ultimately  were  put  into  efl 
but  as  a  whole  it  died. 

Eventually,  Jill  took  on  a  new  role,  co 
ing  project  managers  how  to  handle  th 
like  budgeting,  market  research,  and 
product  development.  Getting  back  inl 
groove,  she  says,  "is  where  my  relations 
in  Chicago  served  me."  What  made  those 
lationships  work?  "People  know  tha 
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they're  in  a  bind,  111  say, 
'Sure,  I  can  help.'  You 
have  to  be  even  more  of 
a  team  player." 

It's  extra  effort,  and 
not  everyone  sees  the 
point.  One  of  Jill's  col- 
leagues, Laura  Lallos,  re- 
turned to  Chicago  last  year 
after  working  as  an  invest- 
ment analyst  for  18  months 
from  Oregon.  She  has  seen 
both  sides  now.  "The  main 
differences,"  Laura  told  me, 
"are  that  when  you're  tele- 
commuting you're  far  more 
productive  than  you  can  ever 
hope  to  be  in  the  office.  But  you 
don't  really  have  your  finger  on 
the  pulse  of  the  company."  With- 
out that  sense,  Laura  feared  the  company  would  expand  into 
new  markets,  leaving  her  behind.  She's  happy  to  be  back  in 
Chicago,  where  she  has  a  new  position  at  Morningstar's  Web 
site,  something  she  couldn't  have  achieved  in  Oregon.  But 
she's  also  more  aware  of  the  time  lost  commuting,  and  at 
the  office,  she's  "much  less  patient  with  the  droning  that 
goes  on  in  meetings."  Every  telecommuter  I  know  is  glad  to 
miss  most  meetings.  But  we  know,  too,  there  are  losses,  both 
to  the  business  and  ourselves.  As  Laura  notes,  "there's  only  so 
much  you  can  do  out  of  the  office."  Had  she  not  returned,  she 
figures  she  and  Morningstar  eventually  would  have  parted. 

Telecommuters  all  wonder:  Will  the  copper  wires  binding  us 
to  our  livelihoods  snap?  Once,  at  a  barbecue,  my  host  told  me 
about  a  guy  he  knew,  a  writer  on  the  Gulf  Coast  who  had  a 
sweet  deal  with  a  computer  publisher  in  New  England.  "One 
day  the  publisher  just  decided  he  could  get  the  work  done 
cheaper  up  North  and  cut  him  loose,"  he  told  me,  jabbing  a 
chicken  breast.  "And  that  was  it:  He  was  toast." 

Getting  canned  is  a  worry  for  most  anyone  with  a  job,  but 
it  concerns  me  less  now  than  when  I  started  telecommuting. 
In  part,  this  is  simply  because  I've  gotten  used  to  my  unusual 
situation.  But  employers  are  also  way  more  open  to  telecom- 
muting now  than  five  years  back.  I  don't  expect  any  telecom- 
muter to  become  ceo  of  a  bricks-and-mortar  company,  yet 
there's  a  palpable  sense  of  opportunity  fostered  by  the  Net. 

As  the  Net  hurtles  forward,  as  more  work  is  done  by  mo- 
dem, as  telecommuters  morph  into  cybercommuters,  working 
remotely  has  become,  for  some,  a  competitive  advantage.  Jill 
Fallick,  now  expecting  her  second  child,  just 


fFAST    FORWARD 


NET  GAIN:   For  Fall  id 
cybercommuting  has  tui 
out  to  be  a  competitive 
advantage 

won  "a  really  new,  c 
project  that  I  never 
have  been  given  had 
been  for  the  Interne 
says.  As  a  cybercon 
mortally  dependent 
Net  and  so  intimat 
miliar  with  it,  she 
much  of  the  resea: 
her  project  via  th 
putting  her  squarely  where  Mo; 
sees  its  future:  "The  whole  world  now  is  Intern 
ternet,  Internet,"  she  says — the  world  in  her  spare  bed: 
"DELICATE  QUESTION."  Web  sites  lead  me  to  new  people 
stories,  new  opportunities,  every  week.  That's  how  I  d 
ered  Dan  Gorrell.  It's  also  how  I  met  Susan  Sharin.  I 
Susan  to  compare  people  she  encountered  in  the  brokera 
fice  where  she  worked  with  those  she  meets  now.  "A  del 
question,"  she  told  me  by  e-mail.  "Truth  is — the  real  pe< 
have  met  in  my  cybercommuting  life  are  far  more  interes 
But  can  a  cyber-relationship  replace  one  forged  i: 
flesh?  Dan  thinks  not.  Face  time,  he  says,  is  critical  not 
own  sake  but  to  build  empathy.  "It's  a  human  oonnectio 
says.  "It  takes  time,  and  human  beings  need  visual 
the  symbols  of  being  together  and  caring  for  one  anoth 
That's  what  I  used  to  think.  Now,  I'm  not  so  sure.  On 
son  is  what  happened  to  Susan.  A  couple  of  years  ag 
Net  led  her  to  a  like-minded  man  in  Oregon.  They  c 
sponded  online  for  months,  slowly  discovering  a  commo: 
look  on  managing  other  people's  money.  After  scads 
mail,  but  without  ever  meeting  to  shake  hands,  they  be 
partners  in  a  virtual  firm,  Efficient  Frontier  Advisors 
have  since  met,  once,  and  the  firm  already  has  more  than 
bled  the  money  Susan  manages.  But  even  before  that, 
arranged  to  have  her  new  business  partner  stay  the  nig 
New  York  as  the  guest  of  her  85-year-old  mother.  "He 
turn  out  to  be  a  serial  killer  or  anything,"  she  says,  laug 
Does  that  seem  funny  to  you?  When  I  heard  the  sto: 
struck  me  as  positively  nuts.  But  so  did  telecommuting  the 
time  I  heard  the  word,  sometime  late  in  the  last  century. 
Barker,  who  left  business  week  in  1993  to  mo 
Florida,  has  rejoined  the  magazine  and  writes  a  colv 
The  Barker  Portfolio 


Ten  million  people,  or  4.5%  of  the  workforce,  characterized 
themselves  as  telecommuters  in  1998.  By  2001,  nearly  8%  of 
the  workforce  could  be  telecommuters 
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services  firm 

understands 
Berlitz 


the    answer   is 


Deloitte  & 
Touche 


& 


)1999Deloitte  &  Touche  LLP  and  Deloitte  Consulting  LLC.  Deloitte  &  Touche  refers 
to  Deloitte  &  Touche  LLP,  Deloitte  Consulting  LLC  and  related  entities. 

vuww.us.deloitte.com 
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E-MAIL 


From:  Bill  Gates 

Sent:  Friday,  August  08, 1997  10:54  AM 

To:  Paul  Mantz,  David  Stutz 

Cc:  Greg  Maffer,  Don  Bradford,  John  Ludwig,  Paul  Gross 

Subject:  FW  post-agreement 

I  want  to  get  as  much  mileage  as  possible  out  of  our  browser  and  JAVA  relationship  here 

In  other  words  a  real  advantage  against  SUN  and  Netscape 

Who  should  Avie  be  working  with?  Do  we  have  a  clear  plan  on  what  we  want  Apple  to  do  to  undermine  SU 


■ 
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Like  It  Or  Not, 

You've  Got  Ma 


E-MAIL  BRINGS  CONVENIENCE-BUT  AT  WHAT  COST? 


"My  letters!  all  dead  paper,  mute  and  white!  And  yet  they  seem  alive  and  quivering..." 

—Elizabeth  Barrett  Browning,  Sonnets  from  the  Portui 
"E-mail  is  like  coming  home  at  night  after  a  long  day  and  finding  70  people  in  your  kitchen. " 

— Irish  poet  John  O'Don 


Last  year,  we're  told,  the  vol 
ume  of  e-mail  in  the  U.S. 
surpassed  the  volume  of 
hand-delivered  mail.  What 
an  extraordinary  development  that  is.  Imag- 
ine the  billions  of  connections  it  represents — 
the  deals  proposed,  the  complaints  lodged, 
the  flames  fanned,  the  jokes  circulated,  the 
babies  announced,  the  stocks  hawked,  the 
fierce  tribal  loyalties  proclaimed  (Go,  'Niners!),  the  old 
lovers  or  childhood  friends  who  reappeared,  not  with  a 
daisy  or  a  crooked  grin,  but  with  "Remember  me?"  in  the 
subject  line  of  an  e-mail. 

Whether  for  work  or  for  personal  correspondence,  the  3  bil- 
lion-plus messages  zipping  back  and  forth  each  day  have  be- 
come the  oxygen  of  the  Internet  Age.  E-mail's  convenience, 
ease,  and  efficiency  are  unparalleled.  E-mail  can  let  two  peo- 
ple transact  business  like  machines  calibrating:  "Get  it?" 
"Got  it."  "Good."  No  more  lingering  in  hallways  to  catch  the 
boss  for  a  simple  yes  or  no,  no  more  days  of  phone  tag,  no 
more  evaporation  of  inspiration  while  you  assemble  the  phys- 
ical elements  of  an  actual  letter,  from  paper  to  stamp. 
And  that's  just  what  it  does  one-to-one.  E-mail  ranks 


such  pivotal  advances  as  the  printing  press,  the 
phone,  and  television  in  mass  impact.  "When  we  ] 
limited  by  the  physical  world,  we  cou 
knock  on  2,000  doors.  Now,  it's  a  small  m 
ment  of  the  smallest  finger"  that  can 
everything  from  wedding  announcements  to  telemarkc 
spam  to  the  multitudes,  says  Michael  L.  Dertouzos,  dir< 
of  the  laboratory  of  computer  science  at  Massachusett: 
stitute  of  Technology.  Unlike  Marshall  McLuhan's  "c 
passive  television  medium,  which  just  spews  whethe 
not  you're  looking  at  it,  Dertouzos  notes  that  even 
most  trivial  and  off-putting  e-mail  compels  you  to  re 
with  it — if  only  to  delete  it. 

DIRECT  LINK.  'WTiat  e-mail  is  beginning  to  do  is  pave  the 
for  the  introduction  of  industrial  democracy,"  believes 
Maghroori,  dean  of  the  school  of  business  at  San  Franc 
State  University.  "Ten  or  20  years  ago,  there  was  no  waj 
average  workers  to  communicate  with  leaders."  Nor  ever 
the  top  brass  to  send  marching  orders  to  the  troops  wit 
them  getting  parsed,  spun,  and  dribbled  out  througl 
agenda-laden  bureaucracy. 

Like  other  technological  advances,  e-mail  has  been 
tended  by  some  amount  of  hand-wringing  that  it  will  ch 
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Zompaq  and  Windows  NT  Workstation. 

A  Better  Business  Solution. 


-\ 


COMPACl\  Microsoft 


The  Compaq  Deskpro®  EN 

Series   running   Microsoft® 

Windows  NT"  Workstation 

is  the  solution  that  addresses  the 

changing  needs  of  your  business. 

Windows    NT    has    increased 

reliability',  performance^,  and  the 

familiar   Microsoft     Windows® 

interface.  Windows  NT  services  and  advanced  management  features 

from  Compaq  ensure  that  industry-leading  Compaq  Deskpro 

products  integrate  seamlessly  into  your  organization.  Windows 

NT  Workstation  on  Compaq  Deskpro  —  it's  the  solution  that's  all 
ves 
!;lK        business.  For  more  information  or  to  get  Windows  NT  Workstation 

way 
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on  a  Compaq  Deskpro,  consult  your  Compaq  Authorized  Reseller 
or  go  to  Compaq's  Web  site:   WWW.COtnpaq.COm 


B&H 


m. 


&r. 


v-   ♦'. 


rotoll  (orporjtion  All  Hghti  rrvmr-d  Mmoiolt.  Window*,  md  Window*  Nl  at  either  ir^nlm-d  ludmuriii  or  ludrriurtu  ol  Miuoiolt  Corporation  in  ihf  United  iutu  indVor  othrr  | 
1  ptodutn  «f  liuinfd  (o  lyiMm  buildm  by  Mnruiol!  LkMHB  ln<  ,  J  wholly  ownr-d  mbudury  ol  Murovotl  (orpoulion 

rifuth  Windowi  0\  U»r  MubAiy  tody  |4''8|    Pjirmpjnh  uung  NUm  Nl  WMttMH  Wl  about  thru  (imti  Im  liktly  lo  fiptntixf  wnoui  iy»tem  itoppign  thjn  uim  ol  Wmdowv  'S  luryrytd 
ttlR  iwnpjrtd  Windwi  NI  WoriiUtwn  10  to  Window  4S  opfrilinjj  lyiirmi  utmi;  Ml  Dj*u'  |/Di|  Winnow"    98   I  0  on  tomptitm  with  64MB  ol  MM  Irtl  prdomwd  without  wndution  by  ID  fD  nukri  no  rtprti*ntilioni 


Other  product  ind  (Ompvry  nimti  mentioned  htrtm  mj»  b*  the  tndtnurb  ol  the*  mpvcM  «Mm 

■  Winner*  n  i  rtgoitnd  tradem**  or  inoVfluri  ol  fl)  he  »  oV  Ui  J 


THE     INTERNET     AGE 


SOCIETY 


* 

i  i  You  want  to  ring  in 
on  this  telephone  biz,  it 
has  a  great  future.  Keep 

l  m 

writing  letters  J  J 

THOMAS  A.  EDISON 
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our  very  natures,  making  us  less 
thoughtful,  quicker  to  anger,  even  less 
human.  Not  so  far,  anyway.  If  any- 
thing, it  has  let  1,000  new  intimacies 
bloom  that  might  have  been  impossi- 
ble any  other  way,  from  the  online 
communities  of  disabled  folks  to 
teens  who've  replaced  phone  chat- 
ter with  group  chat  rooms  and  e- 
mailing  lists.  "Seniors  are  on  fire 
wanting  to  learn  about  this" — to 
make  new  friends  and  communi- 
cate with  far-flung  family  mem- 
bers, says  Colette  Brinkman,  a 
seventysomething  volunteer  at  a 
Silicon  Valley  elder-hostel  pro- 
gram. Early  Internet  prognosti- 
cators  "believed  e-mail  would  be 
cold  and  impersonal  and  [that] 
people  could  never  develop  rela- 
tionships online.  In  fact,  the  op- 
posite has  happened,"  says  Susan 
Barnes,   a   Fordham    University 
communications  researcher. 

I  like  e-mail.  I  use  e-mail.  Yet  I 
must  admit  that  I  fear  that  we  may 
be  losing  some  substance  in  the  e- 
mail  revolution.  For  one  thing,  I  line 
up  with  Paul  Saffo,  who  is  a  forecaster 
at  the  Institute  for  the  Future.  Saffo 
likes  to  think  of  e-mail  more  as  an  infra- 
structure triumph  than  a  paradigm  shift. 
He  likens  it  to  the  creation  of  the  postal  service  in  18th  cen- 
tury England.  "There  was  a  letter-writing  fad  during  that  pe- 
riod that  was  equivalent  to  what's  happening  in  e-mail  today," 
Saffo  notes,  and  the  letters  of  men  such  as  Samuel  Johnson 
and  Lord  Chesterfield  became  famous.  But  that's  because 
those  letters  were  saved.  With  e-mail,  "we  won't  remember  a 
lot  of  the  stuff  because  it's  all  evaporating,"  Saffo  worries. 
VULNERABILITY.  Indeed,  despite  the  illusion  of  eternal  archives 
of  e-mail,  huge  stores  of  it  get  lost  all  the  time  as  systems  get 
upgraded,  hard  disks  crash,  purges  are  ordered.  In  Wash- 
ington today,  debates  are  raging  about  how  much  e-mail  the 
federal  government  should  keep  for  posterity.  Would  this 
letter  fished  from  a  dusty  file  a  few  years  ago  have  made  the 
cut?  "First,  I  want  to  thank  you,  not  just  for  saving  me 
from  the  draft,"  wrote  young  Bill  Clinton  to  U.  S.  Army 
Colonel  Eugene  Holmes  in  the  late  1960s,  "but  for  being  so 
kind  and  decent  to  me  last  summer,  when  I  was  as  low  as  I 
have  ever  been."  Clinton  did  manage  to  get  even  lower,  but 
the  vulnerability  he  displayed  in  this  early  letter  is  a  fasci- 
nating historical  record. 

Think  about  the  difference  between  e-mail  and  a  treasured 
letter.  Subject  matter  is  always  important — but  so  is  the  phys- 
ical form.  How  many  e-mail  messages  can  evoke  the  emo- 
tions of  a  life-changing  letter — a  "Dear  John,"  for  example,  or 
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your  child's  firs 
oned  letter  to 
The  intimacy 
handwriting  or 
just  a  signature 
a  letter  certain 
emotional  weight 
to  mention  tha 
can  tuck  it  away  or  crum 
in  disgust  or  reread  it  on 'a 
mock,  or  even  imagine  that 
smudge  is  a  dried  tear.  And 
there  is  the  gravity  of  kne 
that  a  letter  took  a  physical, 
times  even  perilous  journey, 
could  have  snatched  one  of 
most  memorable  letters  fron 
postman's  bag  and  soaked  it 
storm  drain,  and  things — or 
might  well  have  been  diffe 
When  an  e-mail  gets  misaddr' 
it  bounces  right  back,  sputt 
indecipherable  code. 

I  don't  envy  bad  e-mails 
tussles  with  the  dread  "n 
daemon."  But  the  image 
in  comparison  to  the  ricl 
riety  that  real  letters 
jure.  For  example,  le 
of  war.  A  soldier  tu 
into  a  foxhole  scrib 
by  hand,  looking  up  to  the  heavens  searching  for  the 
words  in  a  letter  that  could  be  his  last.  Thanks  to  e 
those  letters  are  getting  fewer  and  fewer.  Beginning  wit! 
Persian  Gulf  War,  the  military  has  been  making  e-mail 
able  to  troops.  Don't  get  me  wrong.  I  know  it's  a  tremen 
relief  and  comfort  to  loved  ones  worlds  away.  However, 
drew  Carroll,  head  of  the  American  Poetry  &  Literacy  I 
ect,  is  assembling  a  collection  of  10,000  letters  from  sole 
that  span  the  period  from  the  American  Revolution  to  th< 
cent  Balkans  conflict — including  printouts  of  soldiers'  e-: 
"The  soldiers  today  are  much  smarter  and  better  educ 
than  they  were  130  years  ago,  but  the  Civil  War  letters 
so  profound,"  he  says.  "The  e-mails  didn't  match  up.' 

U.  S.  Librarian  of  Congress  James  H.  Billington  also  ^ 
ries  that  e-mail  is  sparking  a  decline  in  our  language  it 
"The  letter  is  an  artifact  and  emblem  of  civilization,' 
says.  In  part,  that's  because  of  the  discipline  Billington  f  * 
handwriting  or  even  typing  or  dictating  brings  to  a  lette: 
informs  the  actual  content,  sharpens  it  up,  imposes  s( 
logic  and  sincerity  by  its  very  physical  form. 

There's  no  question  that  the  physical  process  of  writing 
affect  a  great  piece  of  communication.  Warren  E.  Buffett, 
example,  has  turned  what  is  possibly  the  most  ov 
lawyered  and  tedious  category  of  all  human  letters — a  ch 
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THE  AWARD-WINNING 

CNET  NEWS.COM  WEB  SITE, 

NOW  ON  TV. 


its  launch  in  1996,  the  CNET  News.com  Web  site  has  received  numerous  honors.  And  now  the  leading  news  source 
s  information  economy  is  bringing  its  informative  site  to  television.  In  just  one  hour,  you'll  get  the  big  picture 
owing  companies  and  the  inside  track  on  upcoming  IPOs.  Learn  about  the  current  trends  driving  the  stock  market 
vhich  players  are  influencing  it.  So  tune  in  to  CNET  News.com  on  the  weekends  and  be  prepared  for  the  week  ahead. 


The  source  for  computers  and  technology^   LNlT.COITI 
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We  see  the  future 

of  communications 

(and  it's  looking  good). 

Some  will  tell  you  the  future 

of  communications  is  all  about 

one  kind  of  network. 

We  see  a  bigger  picture  than  that. 

(We're  optimists.) 

The  future  is  about  the  Internet, 

data,  voice,  optical  and 

wireless  working  together. 

With  unlimited  potential. 

We  have  the  vision  and  know-how 

to  give  you  the  network  you  need. 

Along  with  the  software  and 

service  to  make  it  all  work. 

Give  us  a  call.  We'd  like  that. 


We  make  the  things  that  make 
communications  work." 
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man's  annual  report  note — into 
a  highly  anticipated  gift  to 
Berkshire  Hathaway  Inc. 
shareholders. 

Each    year    shortly    after 
New  Years,  Buffett  sits  down 
with  a  yellow  legal  pad  and  a 
black  felt  pen  and  imagines, 
according  to  Lawrence  A.  Cun- 
ningham of  New  York's  Car- 
dozo  law  school  and  the  edi- 
tor   of    a    new    book    about 
Buffett's  letters,  that  he's  writing  "to  his 
sister,  who  he  considers  an  intelligent  non- 
expert, smart  but  not  business-savvy."  Buf- 
fett invokes  everything  from  baseball  to 
Mae  West  to  illuminate  his  company's  per- 
formance and  business  trends.  And  the  up- 
shot is  just  what  you  would  expect  from  a 
fond  brother — humor,  respect,  candor,  and 
sincerity. 

Handwriting  also  brought  out  the  muse  in 
Mher-tycoons  such  as  Andrew  Carnegie.  On 
one  hand,  he  had  funny  exchanges  with  his 
friend  Mark  Twain.  But  in  a  memo  to  him- 
self, he  also  wrote:  "The  amassing  of  wealth 
is  one  of  the  worst  species  of  idolatry.  To 
continue  much  longer  overwhelmed  by  busi- 
ness cares  and  with  most  of  my  thoughts 
wholly  upon  the  way  to  make  more  money 
in  the  shortest  time,  must  degrade  me 
beyond  hope  of  permanent  recovery."  It's  got  to  be  far  more 
wrenching  to  pen  such  a  statement  with  a  quill  than  to  rat- 
tat-tap  it  out  on  a  keyboard.  In  e-mail  argot  it  might  have 
come  out:  "Gotta  get  a  life." 

HAUNTED.  "What  we're  getting  through  e-mail,"  Billington 
complains,  "is  the  staccato  language  of  air-traffic  controllers 
and  computer  jocks.  It's  the  end  of  sentence  structure;  an 
extension  of  shortened  attention  spans."  And  sometimes 
it's  an  insight  to  notions,  schemes,  and  reactions  better  left 
unsaid,  certainly  better  left  unwritten.  Even  aficionados 
such  as  Microsoft  Corp.  Chairman  William  R.  Gates  III 
get  tripped  up.  E-mail  feels  private,  but  during  his  compa- 
ny's recent  antitrust-trial  depositions,  certain  volatile,  ag- 
gressive e-mails  unearthed  in  legal  discovery  came  back  to 
haunt  him. 

What  I  really  found  fascinating  was  Gates's  defense  about 
a  number  of  e-mails.  He  said  that  while  he  didn't  dispute  that 
they  were  his — such  as  one  asking  "Do  we 


H  ...  we  shall  expect  your 
concern  to  furnish  the  capital 
to  run  it,  and  we  shall  expect 
to  get  back  out  of  it  all  that 
we  have  of  capital  7  J 

JOHN  D.  ROCKEFELLER 
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have  a  clear  plan  on 
we  want  Apple  to 
undermine  Sun?" — he  I 
not  recall  sending  it 
member   what    he 
meant.  Whether  yoi 
able  to  believe  Gatd 
not,  could  you  imagine 
claiming    that    abovl 
signed  letter  or  a 
written  note? 

Still,  the  more  1 1 
into  all  this,  the  mq 
realize  it  doesn't  ps 
overanalyze   the 
we're  using  today. 
I   one  thing,  if  you 
I    the  scale  is  intimidd 
i    today,  Dertouzos  pre| 
;    it  will  grow  tenfold 
years,  upping  the 
age    person's    inbo> 
more  than  1,000  mess 
a  day.  But  tech  types  I 
tell  us  that  much  sod 
today's  mostly  text  an<J 
casional  photo  attachr 
will  look  as  primitivj 
cave  paintings.  Dougla 
Hickey,  ceo  of  Critical 
Inc.,  a  Silicon  Valley 
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pany  that  is  providing  the  underlying  technology  for  all 
of  innovative  e-mail  capabilities,  says  that  e-mail  will 
incorporate  not  just  still  pictures  but  also  audio,  video, 
even  voice-mail  elements  plucked  from  our  phone  syster 

For  instance,  Hickey's  14-year-old  daughter  spent 
summer  in  Mexico  with  a  church  group  building  hoi 
Thanks  to  a  digital  camera  and  some  of  her  dad's  techi 
gy,  she  sent  him  daily  e-mails  with  photos  on  how 
struction  was  going.  As  a  parent,  I'd  trade  a  bit  of  stacJ 
prose  for  the  thrill  of  knowing  your  adventurous  ki<| 
safe,  happy,  and  turning  out  so  well. 

So  when  my  e-mail  in-box  gets  packed  with  unwar 
guests,  I'm  trying  not  to  get  too  worked  up.  It  has  been  onl^ 
years  since  the  first  true  e-mail  zipped  from  Los  Angek 
Menlo  Park,  Calif. — its  message  a  laconic  "login."  E-mail  it 
is  evolving,  and  the  way  we're  using  it  is  evolving.  Whate 
the  technology,  we're  still  humans,  dying  to  communicj 
grateful  and  celebrating  when  we  conneo 


The  number  of  e-mail  messages  sent  on  an  average  day 

in  the  U.S.  was  300  million  in  1995  and  will  hit  3.5  billion 

this  year.  By  2002  the  traffic  will  total  8  billion  messages. 

SOURCE:  INTERNATIONAL  DATA  CORP. 
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JOB  NUMBER:    IT3315585 


Life  is  short.  Do  what  you  want. 


TITLE:    PRESIDENT/CEO 


As  the  world's  largest  online  recruitment  center, 


LOCATION:     DALLAS,  TX 


we  offer  1  million  jobs,  custom  searches,  and  real  world 


www.ajb.org 


career  resources  you  won't  find  anywhere  else. 


AMERICA'S 


JOBBANK* 

SERIOUS     NetWORKING™ 


1   MILLION  JOBS  POSTED 
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*  1999  Hewlett-Packard  Company.  All  rights  reserved.  Microsoft.  Windows,  and  Windows  NT  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  Microsoft  OEM  products  are  licensed  to  system 

builders  by  Microsoft  Licensing.  Inc..  a  wholly  owned  subsidiary  of  Microsoft  Corporation.  Intel,  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation. 

'  SOFRES/lnterSearch  Windows  05  User  Reliability  Study  (6/98).  Participants  using  Windows  NT  Workstation  were  about  three  times  less  Likely  to  experience  serious  system  stoppages  than  Windows  95  users  surveyed. 

t  Price  is  estimated  street  price.  Actual  price  may  vary.  Monitor  not  included. 
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HP  Vectra PCs  and  Windows  NT  Workstation. 
The  reliable  choice  For  business. 

You  count  on  your  computer  to  work  as  hard  as  you  do  -  so 
count  on  the  HP  Vectra  PC  running  Windows  NT  Workstation 
-  the  most  reliable  Windows  operating  system  available." 
Windows  NT  Workstation  is  three  times  more  reliable  than 
Windows  95,  with  the  same  familiar  Windows  interface. 
Built  for  businesses  like  yours,  HP  Vectra  PCs  are  specially 
designed  to  maximize  the  performance  of  Windows  NT 
Workstation.  So  make  sure  your  next  HP  Vectra  PC  has 
Windows  NT  Workstation  preinstalled  -  that  way  you  can 
improve  productivity  -  and  get  the  break  you  deserve. 


www.hp.com/windows2000/desktop 


should 


your 


computer? 


mLUm  Packard 


Engineered  on  a  human  level. 


ra  Corporate  PCs:  Intel*  Celeron"  processor  366  MHzljp  to  Pentium*  III  processor  500  MHz  /  Microsoft*  Windows  NT  Workstation  4.0  /  64  MB  RAM  / 
.5  GB  HD  /  Up  to  Matrox*  MGA-G200  AGP  graphics  /  HP  TopTools  management  software  /  Starting  at  $94lt. 

ire  you  buy  a  Windows  2000-Ready  PC:  Ready  with  Windows  NT  Workstation,  ready  with  300  MHz  or  more,  ready  with  64  MB  RAM  or  more.  For  more 
tion  see  www.hp.com/windows2000/desktop. 
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LETTER     FROM      BLACKSBURG,     VA.^ 


A  Small  Town 

Reveals  America's 


Digital 


Divide 


EQUALITY  HAS  YET  TO  REACH  THE  NET  •  BY  MARCIA  STEPANEK 


W 


hen  I  first  encounter  the  Reverend  Jim- 
my Lee  Price,  he  is  standing  on  a 
grassy  hilltop  outside  the  Fairview 
Community  Church  in  Prices  Fork, 


Va.,  on  the  edge  of  rural  Appalachia. 

Prices  have  presided  over  this  stretch  of 
the  Blue  Ridge  Mountains  for  12  generations 
and  have  worshiped  here  since  the  1920s. 
The  church  draws  folks,  black  and  white  together,  from  old 
coal-mining  towns  as  far  away  as  Gap  Mills,  New  Castle, 
Roaring  Run,  and  Sinking  Creek.  "This  is  good  land,  quiet, 
the  place  to  resort  to  if  things  get  wicked,"  says  Price,  59,  his 
faded  blue  eyes  and  blond  hair  typical  of  the  Price  family 
members  tied  to  these  parts.  "We're  at  the  end  of  the  road 
out  here,"  Price  says.  "You  can't  get  much  further  than  this." 

Every  Sunday  morning,  the  six-foot-two,  270-pound  Price 
uses  his  interdenominational  Christian 
pulpit  to  inveigh  against  racial 
prejudice  and  the  evils  of 
class  conflict  and  mate- 


GOT  NET 

Despite  its 
bucolic  look, 
Blacksburg  is 
the  most  wired 
town  in  the  nation 


rialism.  "In  the  1920s,  '30s,  and  '40s, 
different  races  and  classes  were 
thrown  together  by 
«!§[«]  common  need,"  says 
Price,  the  son  of  a  coal 
miner  and  the  only  one  of  six  broth- 
ers to  get  a  high  school  education. 
"We  all  worked  together,  different 
types  of  folks,  and  we  always  went  to 
church  together.  We  made  a  little 
pocket  of  love  out  here  in  Prices 
Fork,"  he  says. 

But  the  Internet  has  begun  to 
strain  those  accommodations, 
Price  fears,  creating  new 
divisions  that  seem  to 
make  all  the  other 
gaps  grow  wider.  It  all  started  in  19£  L 
when  the  Internet  first  came  to  neighbc  \^. 
ing,  and  relatively  prosperous,  Blacksbut  »,Je 
Virginia  Polytechnic  Institute  &  Sta  j^i 
University  sponsored  an  ambitious  proje  J^l 
to  wire  up  the  area,  creating  the  Black  Bt 
burg  Electronic  Village  (bev).  Price  hop<  „,h 
then  that  the  effort  might  help  to  bring  c  g  ,(|, 
verse  town  and  country  folk  together  in  ways  the  R 
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*  sical  proximity  never  had.  But  some  seven  years  later, 
lh  -  dream  has  yet  to  materialize— most  folks  outside  Blacks- 
«  g  are  still  waiting  for  a  meaningful  connection.  Says  Price: 
to  eVe  been  feeling  left  behind." 

j<  Hacksburg  and  Prices  Fork,  though  both  in  the  same 
A  tity,  might  as  well  be  in  different  time  zones.  They  offer  a 
ip  Qpse  of  a  world  where  the  Internet  is  supposed  to  be  a 
[j  -e  for  equal  opportunity.  Instead,  Blacksburg  reinforces 
in  -s  that  society  faces  a  digital  divide  of  enormous  breadth 


FRUSTRATED:  John  Price  gets  angry  about 
his  second-class  connections.  "I'm  so  often 
tempted  to  say  forget  it  and  turn  it  off" 


(chart,  page  191).  Blacksburg  is  the  most  wired  town  in  the 
nation.  Over  the  span  of  only  five  years,  more  than  85%  of  its 
8(5,000  residents,  including  24,000  students  at  Virginia  Tech, 
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have  gone  online — far  above  the  32.7%  national  average.  By 
contrast,  in  the  region  surrounding  Blacksburg,  only  some  14% 
are  connected  to  the  Net.  In  fact,  only  an  estimated  20%  even 
have  access  to  a  computer,  mostly  through  schools  just  start- 
ing to  install  them.  The  African  American  residents  of  low-in- 
come Christiansburg,  on  the  other  side  of  Montgomery  Coun- 
ty, lag  even  further  behind. 

I've  come  to  this  region  to  see  the  effects  of  this  divide  and 
how  it  might  be  bridged — not  just  in  Montgomery  County,  but 
around  the  nation.  It's  an  important  issue,  what  with  Congress 
earmarking  money  for  wiring  up  schools  and  libraries  and 
urban  school  districts  struggling  to  keep  up  with  techno-rich 
suburban  schools. 

Blacksburg,  some  15  miles  east  of  Prices  Fork,  is  on  the 
milk-and-honey  side  of  the  digital  divide.  Main  Street  looks 
about  like  what  you'd  expect  of  a  bustling  Southern  college 
town:  a  broad  boulevard  with  a  Mexi- 
can restaurant,  a  Baptist  church,  an 
ersatz  British  pub,  and  two  neigh- 
boring barber  shops.  But  there's 
a  parallel  electronic  community,  in- 
visible unless  you're  one  of  the 
wired. 

In  schools,  stores,  houses,  and 
Ethernet-equipped  apartment  com- 
plexes, students,  shopowners,  busi- 
nessmen, and  professors  are  using 
bev's  high-speed  Net  connections  to 
surf  off  the  www.bev.net  home  page. 
They  are  checking  out  new  releases  at 


BROTHERHOOD? 

Instead  of  bringing  people 
closer,  Jim  Price  fears,  the 
Net  may  drive  them  apart 


hfe< 

lie  tt 
( so  w 


the     Moovies     v  P1 
store,  posting  ap  lllllt 
ment-for>-rent  not 
on  the  bburg.for 
page,  learning  al 
the  $2  back-to-can 
"fatty  mug"  beer 
cials  at  Hokie  House  tavern,  studying  which  antibiotics 
cause  pseudomembrane  colitis  via  Dr.  Hendrick's  search 
online  database,  getting  a  peek  at  the  new  necktie  collec 
on  the  Blacksburg  Country  Club's  home  page,  and — if  the  * 
a  member  of  Virginia  Tech's  Ugly  Old  Men  tennis  team  oi 
tired  professionals — signing  up  for  the  next  tournament. 
Chris  Cornelius,  a  graduate  student  in  Virginia  Te 
chemistry  department,  and  his  wife,  Theresa,  are  typical 
members.  They  just  saved  $500  on  washing-machine  rep 
and  $600  on  rental  trucks  by  price-shopping  online  for 
vices — all  thanks  to  a  BEV.net  connection  and  its  $8.90- 
month  unlimited  access  fee,  a  deal 
available  to  folks  outside  the  universal 

Then  there's  Lori  Atwater,  a  39-yi 
old  single  mom.  bev  has  changed  her 
A  city  meter  maid  for  10  years,  Atws 
was  making  $6  an  hour  until  she  u 
her  son's  computer  and  cheap  bev. 
connections  in  1996  to  start  teaching  1 
self  how  to  design  Web  pages  for  a  liv  | 
Last  year,  after  designing  most  of 
city  government's  Web  sites  in  her  sp  j 
time,  Atwater  quit  her  job  and  beca  ► 


It 
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ident  of  Lori  Atwa- 

Enterprises,  a  new 
vpage  design  compa- 

she  runs  from  her 
M — at  triple  her  pre- 
is  salary.  "I  do  now 
it  I  love,"  she  says, 
giggles,  and  I  ask 
j(  She  tells  me  it's  be- 
se  she  suddenly  "feels 
a  TV  evangelist" 
>se  job  it  is  to  preach 

gospel  of  the  Net. 
i  so  odd  to  be  doing 
lething  you  love,"  At- 
ii  explains.  "To  get 
1  to  do  what  you  love 

privilege." 
»ver  coffee  at  Gillie's 

College  Avenue  in 
?ksburg,  known  for  its  Tofu  Tortillas,  Robert  Heterick,  the 
ider  of  the  Blacksburg  Electronic  Village,  fills  me  in  on 
ie  history.  Bearded  and  clad  in  khakis  and  loafers,  Heter- 
still  looks  like  the  engineering  professor  he  was  when  he 
isioned  bev  back  in  the  late  1980s  as  a  way  to  boost  Vir- 
a  Tech's  standing  on  the  academic  roster.  The  school 
ited  to  find  a  way  to  get  the  city,  the  state,  and  Bell  At- 
ic  to  help  pay  for  the  installation  of  high-speed  fiber-optic 
le,  which  the  campus  would  need  to  grow  and  attract 

engineering  students  and  faculty  in  the  years  ahead. 
!  thought  that  if  we  could  provide  access  to  everyone  in 

county,  cheaply,  then  everyone  would  get  wired,"  he 
3.  "We  were  naive." 

Vhile  the  Net  can  bridge  geography,  he  says,  it  hasn't 
e  so  well  bridging  the  divisions  of  race  and  class.  In 
cksburg,  mostly  white  and  mostly  college  educated,  "the 
^est  surprise  to  me  was  how  local  the  bev  has  become," 
3  Heterick.  "Rather  than  use  it  to  go  beyond  the  imme- 
e  community  and  help  teach  folks  outside  to  get  onto  the 


SHUT  OUT:  Penny 
Franklin  (right)  finds  BEV 
cold  to  outsiders.  "We're  on 
the  outside  looking  in" 


bev,  most  people 
have  used  it  to  build 
a  new  one  right 
here." 

BEV  Director  An- 
drew Cohill  acknowl- 
edges a  shortage  of 
outreach.  Early  efforts  by  bev  to  "proselytize"  on  the  merits 
of  the  technology  and  diffuse  it  to  communities  outside 
Blacksburg  weren't  frequent  or  successful.  People  in  Blacks- 
burg "had  the  education  to  be  curious  about  it  all  and  had 
heard  of  the  Internet,  even  in  1993,"  Cohill  recalls.  But  folks 
outside  the  town  were  in  the  dark,  and  many  still  are.  "We 
could  pick  any  county  in  Southwest  Virginia  and  dump 
$50,000  of  equipment  on  them  and  say,  boom — here's  an 
electronic  village,  but  unless  people  out  there  have  an  un- 
derstanding of  what  this  technology  is  and  why  it  might  be 
important  to  them,  the  stuff  is  not  going  to  make  a  bit  of  dif- 
ference," Cohill  says.  And  Virginia  Tech,  he  says,  doesn't  have 
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EW    WAYS 


O    GET    AROU  JH  D 


If  it's  d  It's  -J''1  wheels,  «  ham  e 

ii  <  ame  from  Southern  i  People 

aren't  just  content  to  walk;  they'd  rather  pedal, 
skate  or  s<  oot 

Maybe    it's   great   weather   that    inspires 
Southern  Californians  to  design  so  many  ways 

^he   Pr.us    hybrid   Vehlc,e 
^1 


'a's   design   centet. 


to  get  out  and  about.  Or  maybe  it's  the  wide- 
open  spaces.  Whatever  it  is,  innovation  is  no 
stranger  to  the  roads  and  pathways  of  this 
beautiful  corner  of  the  world. 

It's  probably  no  coincidence,  then,  that  the 
design  for  the  world's  first  mass-produced  hybrid 
vehicle  was  developed  in  Southern  California. 
In  Newport  Beach,  to  be  precise,  at  Toyota's 
futuristic  North  American  design  center,  known 
as  Calty. 

Here,  a  team  of  designers  created  the  look 
that  is  already  turning  heads  overseas  for 
Toyota's  breakthrough  alternative  fuel  vehicle, 
the  Prius. 

Calty  is  part  of  Toyota's  global  network  of 
operations.  It's  a  network  that  includes  facilities 
in  25  countries  and  provides  jobs  and  growth 
in  communities  around  the  world. 

Here  in  the  U.S., Toyota  directly  employs 
more  than  25.000  individuals.  In  fact,  more 
than  half  the  Toyotas  sold  in  America  are  built 
by  Americans,  using  many  U.S.  parts. 

Local  investment  helps  Toyota  develop 
vehicles  that  are  suited  to  the  special  needs  of 
the  communities  where  we  do  business.  It's  not 
such  a  radical  idea,  even  if  sometimes  the  results 
may  seem  that  way. 

TOYOTA  People  Drive  Us 
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THE     INTERNET     AGE 


the  budget  or  the  charter  to  train  every 
one  in  the  region. 

Outside  Blacksburg,  though,  people  need 
that  support.  That  afternoon,  I  drive  out  to 
Christiansburg,  a  working-class  town  on  the  edge  of 
Montgomery  County.  There,  nearly  one-third  of  adults  have  no 
high  school  diploma  and  only  17%  have  college  degrees — ver- 
sus 61%  in  Blacksburg.  Penny  Franklin,  a  41-year-old  single 
mom,  forklift  operator,  and  president  of  the  local  branch  of  the 
NAACP,  worries  that  her  African  American  community  won't 
have  the  skills  to  move  forward  in  the  Internet  economy. 
She  meets  me  at  the  local  community  center  on  High  Street. 
Inside,  in  a  large  room  fitted  with  folding  chairs,  an  old  upright 

piano,  and  photographs     

of  Booker  T.  Washing- 
ton, the  Reverend  Mar- 
tin Luther  King  Jr.,  and 
Frederick  Douglass, 
Franklin  compares 
Blacksburg's  Electronic 
Village  to  what  she 
imagines  an  Alpine  vil- 
lage to  be:  "All  nestled 
in  the  middle  of  steep 
hills,  their  own  little 
community,  and  when 
somebody  strange 
comes  in  looking  for 
help,  everybody  runs 
inside  and  looks  out  the 
window  while  they're 
there  instead  of  open- 
ing the  doors."  Franklin 
recently  decided  to  run 
for  a  spot  on  the  school 
board  after  her  son  and 
other  minority  children 
were  subjected  to  race- 
baiting  at  the  local  high 
school.  But  another  big 
worry  is  the  lack  of 
tech  training  and  com- 
munity outreach  from 
the  Blacksburg  Elec- 
tronic Village. 

There  was  a  time,  at 
the  beginning  of  BEV, 
she  says,  that  people 

here  hoped  that  Blacksburg's  high-speed  connections,  hard- 
ware, and  training  could  help  their  children  become  familiar 
with  the  Web.  But  in  1996,  bev  sold  the  bulk  of  its  Internet 
service  to  a  private  company  and  stopped  offering  training 
and  its  $8.90-per-month,  unlimited  access  to  folks  outside 
the  university.  The  regular  fees  of  $32.50  are  pretty  steep  for 
the  people  in  Christiansburg.  "We  felt  kicked  out  of  the  vil- 
lage," she  says. 


DISTANCES 

Bridging 
geography  Getting  ba, 

is  not  the  is  an  uphill 

greatest  hurdle        Thanks  to  a  « 

community  g 
organized  by 
Christiansburg-based  Voluntary  Action  Center,  a  groi 
community  activists,  the  NAACP  offices  got  two  computer: 
year.  But  there  was  no  money  for  training,  and  the  ec 
ment  just  sits  upstairs  neglected.  Part  of  the  prob 
Franklin  admits,  is  a  lack  of  interest:  "Many  folks  here 
don't  see  why  they  should  take  the  time  to  learn  it,  and 
folks  here  don't  know  enough  to  teach  them."  The  le 
Making  equipment  and  Net  connections  available  isn't  eno 


ANXIETY:  Cathy  Wall 
worries  that  her  daughter, 
Kadie,  is  falling  behind  kids 
who  have  Internet  access 


The  Internet  haves  must  find  a  way  to  introduce  folks  to 
technology  and  then  to  make  access  meaningful  to  th< 
without.  It's  the  difference  between  giving  people  a  book  •< 
teaching  them  to  read. 

Over  on  Walnut  Creek  Road,  just  outside  Prices  Fo 
Cathy  Wall  is  also  worried  that  her  daughter,  Kadie,  is  fall  j 
behind.  Prices  Fork  Elementary  School  has  six  computers  \ 
the  library,  but  computer  training  is  not  yet  part  of  the  c 
riculum  and  Wall  worries  that  children  there  won't  be  p 
pared  to  compete  for  jobs  with  students  from  more  wit 
schools.  "Already,  we  hear  that  families  in  Blacksburg 
helping  their  children  do  homework  at  home,  after  schc 
using  the  Internet,"  she  says.  "We  don't  know  the  Internet 
don't  have  a  computer  at  home  because  we  can't  afford 
The  Walls  had  to  choose  between  a  computer  and  getti 
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The  bigger  the  crowd, 
the  better  the  performance. 


oil  re  a  major  player  in  the  securities 

rkets  worldwide,  so  when  it  comes 

trading,  yon  know  what  yon  need. 

.iquidity. 

v  world  of  buyers  and  sellers  —  read) 

trade   Anil  when  you're  trailing  elec- 

p  nically,  you  know  the  place  to  come 

|  global  liquidity. 
nstinct. 

I  \c  give  you  electronic  access  to  some 
he  broadest, deepest  —  most  liquid  — 

I  -ling  opportunities  around  the  world. 


What's  more,  we  don't  have  our 
own  portfolio  so  we  never  compete 
with  your  trades  or  take  a  position 
against  you. 

Our  only  goal  is  to  help  you  get  the 
fastest  trade  at  the  best  price  —  and  we 
handle  the  follow-up  automatically. 

All  of  which  can  add  up  to  better 
performance, 

11  that's  what  you're  looking  for.  by  all 
means  call  toll  free  1-877-INSTINHT  or 
visit  www.instinct.com 
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A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price." 
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I  Planet  run  with  it. 


an 
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©the  whole  idea  with  the  Internet,  the  Net  Economy,  eEverything — 
whatever  you  want  to  call  it — is  that  you  take  an  idea  and  you  run  with  it. 

take  that  idea,  put  it  online  and  run  with  it. 

30  years  ago  some  government  and  scholarly  types  needed  a  communication 
system  that  could  survive  a  nuclear  attack,  they  had  an  idea  and  they  ran 
with  it.  the  Internet  was  born. 

technology  is  not  a  barrier,  it's  something  you  use  to  take  your  idea  and 
run  with  it. 

in  1982  four  guys  ran  with  it.  they  had  an  idea — a  computer  with  Internet 
Protocol  built  in.  today  Sun  Microsystems  powers  75%  of  Internet 
backbone  traffic,  they're  running  full  speed  ahead. 

and  in  1985  AOL  realized  that  if  you  focus  on  consumers  and  make  it 
really  easy,  the  world  will  visit.  17  million  people  are  running  with  AOL 
right  now. 

technology  is  not  a  barrier,  it's  something  you  use  to  take  your  idea  and 
run  with  it. 

i 

in  1993  Marc  Andreessen  and  Jim  Clark  had  an  idea,  they  called  it 
Netscape  and  ran  with  it.  today  that  name  is  synonymous  with  business 
on  the  Web.  they  took  a  huge  idea  and  ran  with  it.  fast. 

you  have  ideas,  run  with  them.  Sun,  AOL  and  Netscape  got  together  and 
ran  with  some  ideas  of  their  own.  they  formed  the  Sun-Netscape  Alliance 
and  created  iPlanet"  Internet  and  e-commerce  software.  iPlanet  software 
puts  virtually  every  aspect  of  your  business  on  the  Internet,  it  gets  ideas  out 
of  your  head  and  puts  them  into  the  Net  Economy. 

ready,  set,  go.  run  with  it.  www.iplanet.com 


ALLIANCE 
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EARLY  DREAMS:  bev 

founder  Heterick  thought 
everyone  would  get  wired. 
"We  were  naive" 


Kadie  braces 
this  year. 

John  Price  over  in  Sinking 
Creek  vows  he  won't  be  left  be- 
hind. The  first  time  I  meet 
Price,  it's  on  the  porch  of  the 
Sinking  Creek  General  Store,  a 
gas  stop  along  Highway  42  in 
the  heart  of  cattle-farming  Ap- 
palachia.  He's  wearing  overalls, 
soiled  at  the  knees,  and  work- 
boots  still  caked  with  fresh  mud 
and  cow  dung.  Like  the  preach- 
er out  in  Prices  Fork,  he's  an- 
other Price  tied  to  the  clan  that 
founded  the  region. 

But  this  Price  has  crossed  the 
divide.  Unlike  any  of  the  other 
Prices  he  knows,  John  joined 
the  U.  S.  Marines,  saw  the 
world,  and  fought  in  the  Per- 
sian Gulf  War.  Now  he's  the  first 
one  around  for  miles  with  a 
computer  at  home  and  an  In- 
ternet connection — a  purchase 

he  made  as  soon  as  he  could  afford  one  two  years  ago.  He  re- 
alizes his  engagement  with  this  technology  has  been,  and 
will  continue  to  be,  no  easy  battle:  BEV.net's  high-speed  con- 
nections don't  reach  him,  his  aging  equipment  is  memory-short 
and  slow,  and  his  Net  connections,  from  a  rural  provider 
nearby,  aren't  always  reliable. 

Price  frequently  gets  frustrated  at  the  second-class  connec- 
tivity he  has  as  a  result  of  where  he  lives,  the  family's  income, 
and  his  lack  of  computer  skills.  "I'm  so  often  tempted  to  say 
forget  it  and  turn  it  off,"  Price  says.  But  he's  determined  not  to 
let  his  struggles  hurt  his  children,  8-year-old  Zak  and  3-year-old 
Carly.  "I  remember  my  grandmother  kept  resisting  and  re- 
sisting having  a  mechanical  washing  machine  because  she 
didn't  believe  in  them,"  Price  says.  "I  don't  want  my  children 
to  have  the  same  mind-set  about  technology." 

I  accept  his  invitation  to  return  to  the 
house  the  next  evening,  my  last  in  these 
parts,  to  meet  his  wife,  Dena,  his  high 
school  sweetheart.  When  I  drive  up  the 
dirt  road  to  the  farm,  I  find  John  feeding 
a  wood-burning  stove  that  he  has  rigged 
up  out  back  to  heat  water  for  the  house 
and  the  children's  baths.  Back  in  the  barn, 
we  watch  Zak  feed  one  of  his  calves,  and  after  I 
make  a  feeble  attempt  at  it  myself,  Price  invites  me  into 
the  house  to  show  me  his  computer  and  collection  of  Web 
bookmarks,  which  include  an  array  of  anti-Saddam  Hussein 
sites,  various  tractor-equipment  catalogs,  and  the  home  page 
for  the  U.  S.  Marines. 

Price's  computer  is  a  family  affair.  One  of  Zak's  favorite 
sites  is  eBay,  because  his  mom  bought  him  a  Mario  book  bag 


itbi 


there  recently.  "The  computer  was  the  big 

chase  two  years  ago,"  Price  says.  "Last  yea 

was  a  new  floor  and  countertop  for  the  kitci 

Next  year,  he  says,  it  will  be  storm  wind< 

Maybe  the  year  after  it  will  be  a  newer  comp'  up  i, 

but  he  doubts  it. 

For  the  next  few  hours,  Price  and  I  share  what  we  k 

about  the  Net,  trading  favorite  Web  sites.  I  give  him  tip 

how  to  short-cut  some  of  his  Web  searches,  and  show 

some  sites  that  Zak  and  Dena  might  find  interesting, 

get  to  talking  about  how  the  Web  can  fit  into  life  on 

farm — and  in  Manhattan.  We  talk  about  the  Net's  pron  »fo 

and  how  remote  it  still  seems  here.  "Folks  don't  even  k  " 

jo 
they're  disconnected,"  he  says,  "and  they  mistrust  pep, 

who  are." 

By  the  time  the  conversation  winds  down,  Dena  has  go 

up  to  prepare  supper  and  the  kids  have  been  put  to 

They  invite  me  to  stay  for  dinner,  but  it  is  late,  and  I  ge  v,h 

to  leave.  "You  don't  seem  like  a  Yankee,"  Price  says.  A 

Price  and  I  exchange  e-mail  addresses  and  vow  to  stay 

nected,  I  drive  off  under  a  full  Virginia  moon,  h< 

OUTLAND        ing  his  warnin 
"Folks  don't 
even  know 
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they're 
disconnected" 


watch  out  for 
in    the    hilly 
that   will   take 
back,  a  final  time 
Blacksburg,  then 
to  Roanoke  and 
flight  to  Manhatt 
In  talking  both 
the  members  of  bev  and  those  looking  in  from  the  outs 
it's  clear  that  plunking  a  bunch  of  computers  and  modems  : 
community  Won't  solve  the  problem.  Training,  computer  li 
acy,  and  community  outreach  are  also  necessary  if  towns 
Prices  Fork  are  to  be  brought  into  the  Internet  Age.  And  p 
haps  most  of  all,  the  outsiders  must  be  given  reasons  why 
Internet  is  relevant  to  their  lives  and  work. 
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*But  read  this  ad  for  an  even  better  deal! 


iorc  Hum  just  a  telescope... more  than 
ust  a  microscope... 

Episcope 

,  the  complete  vest-pocket  optical  system) 

'  itill  only 
59.25* 

emove  the  Episcope"  from 

(-.  Btted  leather  case  and 
ft  a  H>-power  microscope.  A 
Wist  of  the  wrist  converts  it  to  a 
■X  telescope,  or  a  unique  3x  tele- 
cope-loupe.  Another  twist,  and 
ou  have  a  choice  of  magnifiers 
nd  loupes:  5x,  lOx,  and  15x 
wwers.  The  Episcope",  only  2" 
ong,  was  developed  in  Wetzlar 
Germany),  the  home  of  world- 
amous  Leica  cameras;  if  s  now 
>eing  made  by  one  of  Asia's 
inest  lens  makers.  The  optics 
Lre  superb:  brilliant  luminosity,  needle-sharp  focus, 
bsolute  planarity,  total  chromatic  correction,  and 
ully  anastigmatic.  The  Episcope"  is  the  first  choice 
i  geologists,  biologists,  numismatists,  philatelists, 
•ngineers,  and  just  anybody  who  likes  to  see  the 
ifinite  detail  in  his/her  surroundings.  It  comes  with 
plastic  "tripod"  for  extended  observations  at  15x  or 
Ox   magnifications.    Episcope"   #1062F200a 


Fits  hight'st 

magnification  o[30x. 

the  Episcope " 

resolves  as  distinctly 

as  any  laboratory 

microscope,  yet  it  is 

only  2"  long.  An 

optical  miracle! 
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\  breakthrough  in  audio  technology... 

MR-318T  AM/FM/TV  Stereo 
'ersonal  Digital  Radi 
jnlySe^* 

here  is  absolute- 
ly nothing  like 

t.  This  outstand- 

ng  personal  receiv- 

t  fits  in  your  shirt 

•  T/ie  MK-318T  imrks  on  tieo  AA- 
xxket  or  tits  incon-  batteries  (included).  It  measures  only 
picuously  on  your  5  x  2.5  inches  ami  weighs  less  than 
lesk  or  night  table.  «  0,">"s  f^%  is  astonishing! 
u  i     j        i    i         T)ie  maker  of  the  MR-3\Sl  recenvr  is 

f  s  packed  with  tea-  0,K  of  tlle  !W)rW-s  tai(TO  m  the  F0_ 

ures  that  give  you  Auction  ofadumceA  nt&o  equipment 

risp  reception  over  the  entire  AM  and  FM  bands 
nd  the  audio  portions  of  all  VHF  TV  channels — 2 

0  13.  Here  are  some  of  the  other  great  features  of 
his  breakthrough  personal  digital  radio: 

PLL  Synthesized  Tuning         ■   Headphones  Included 
Built-in  Speaker  ■   25  Memory  Presets: 

Nice-Stvled  Aluminum  Case        10  AM,  10  FM,  5  TV 

1  State-ot-the-Art  Design  ■   FM  Directional  Antenna 
Automatic  Scanning  ■   Batteries  Included 


jet  "shirtpocket"  AM/FM  reception  as  you  never  had 
r  efbie.  Catch  the  audio  portion  of  your  favorite  TV 
how,  wherever  you  are;  watch  the  late  TV  show  with- 
lut  disturbing  vour  partner;  listen  to  the  commentator 
\  1 1.  n  you  watch  the  ball  game  or  any  sporting  event — 
md  much  more  iWerittixiiy!A^R-3I8TAA'l/RVITV 
ttereo   Personal  Digital   Radio"  #1074F200d 


Never  let  a  dead  car  batten/  stall  you 
again — go  with... 

Car  Starter  I  LI 
only  $4995* 

The  sickening  "click- 
click"  of  a  dead  car  .GTartrr  1mB  ^  ,b  c^ 
battery  is  the  most  dis-  p^  and  will  i*irk„: 
couraging  sound  a  e^h^lempmtuKcon- 
motorist  can  hear.  You  rfihw!S  fc  e  m  ^^ 
are  stranded-some-  incamxnably 
times  for  hours  or  in  ,  5     ... 

•    i_l  mvtier  tlian  any  competing  unit 

dangerous  neighbor-  J?  *           *      ' 

hoexfs-^^r  are  dependent  <***■  n.  ""T." 
on  the  kindness  of  ^  x  2  and  weighs  only  2^ 
strangers,  who  might  not  «•  f "  f  °u,d  almi"  **P  " 
evenW  jumper  cables.  '"  tht  Slovt  compartment  of 
And  you  know  how  dan-  reer»  one  °f  V01"  cars! 
gerous  jumper  cables  (and  strangers!)  can  be. 

This  can  never  happen  to  you  with  Car 
Starter  It",  a  portable  power  source  that  will 
charge  your  car  battery  in  15  minutes  or 
less — just  by  plugging  it  into  vour  cigarette 
lighter!  After  use,  you  can  recharge  the  unit 
again  right  through  that  same  cigarette 
lighter.  And  that  isn't  all:  You  can  also  use 
Car  Starter  II"  to  operate  any  and  all  12-volt 
appliances,  such  as  small  TV  sets  (up  to  16 
hours),  portable  fridges,  cellular  phones  (up  to 
100  hours),  camcorders,  and  much  more. 

Don't  ever  again  worry  about  a  dead  battery  and 
a  stalled  car — give  convenience  and  safety  to  your- 
self and  your  loved  ones  and  order  your  Car  Star- 
terll™  unit(s)  today!  CarStarter  IT"  #1080F200b 

Almost  as  bright  as  the  sun... 

Night  Piercer  ' 

1  Million  CandlePower  Halogen  Spotlight 

only  $69.25* 

The  Night  Piercer™ 
casts  a  focused 
beam  that  can  be  seen 
for  many  miles.  It  is  20-' 
times  brighter  than  auto- 
mobile headlights,  more 
luminous  than  aircraft 
landing  lights.  This 
powerful  light  is  indis- 
pensable for  tracking 
and  exploring  unknown 
territory  and  for  any 
contingencies  at  night, 
in  plane,  boat,  truck, 
or  car.  With  its  red  gel,  the  Night  Piercer'" 
can  be  a  lifesaver  in  any  emergency.  The 
unit  contains  two  sealed  heavy-duty  lead- 
acid  batteries  and  can  be  recharged  either 
through  your  household  current  or 
through  the  cigarette  lighter  socket  of 
your  car,  RV  or  boat.  Both  adapters  are 
included,  of  course.  The  Night  Piercer" 
should  be  your  companion  on  all  your 
travels.  Don't  leave  home  without  it — 
order  it  today!  Night  Piercer"  #1072F200e 


•Night 
Piercer1' 
is  constructed  i 
heavy-duty  high-impact 
polypropylene.  It  comes 
with  a  super-bright  100- 
watt  lialogen  btdb  and  red 
gel  for  use  as  warning 
light.  UO-volt  and  12-volt 
rechargers  are  also  included. 


Kid  your  home  of  varmints 
and  pests  once  and  for  all... 

Rodelsonix  IX 
only  $69.25* 

Mice,  rats,  roaches,  bats,  fleas,  spiders  and 
other  pests  make  life  miserable  at  home 
or  at  the  plant.  Old-fashioned  poisons  get  rid 
of  them — but  only 
temporarily, 
and  they  area 
hazard  to  you 
and  to  your 
pets.  Rodel- 
sonix IX" 
works  on  a  dif- 
ferent princi- 
ple- It  delivers  a  *Rodelsonix  IX '  is  an  industrial-type 
j  ,  unit,  the  most  powerful  you  can  get. 
tremendous  /(.s  fl  numme  and  ^fC,,w  ^(em  to 
blast  of  ultra-  get  r^  0f  pesls — once  and  for  a\\ 
sound — inaudi- 
ble to  you  and  your  pets — that  disrupts  the  nervous 
systems  of  those  pests.  They'll  leave  your  home  within 
a  few  weeks — never  to  return.  No  poison  and  no  mess. 
Rodelsonix  IX  "  is  an  industrial-type  unit 
designed  and  engineered  to  be  effective  in  restau- 
rants, factories,  and  food-processing  plants.  It  pro- 
tects up  to  10,000  sq.  ft.  (70,000  cu.  ft.).  It  has  six 
variable  pitch  and  "loudness"  settings.  You  can 
even  adjust  it  to  keep  larger  pests,  such  as  raccoons 
or  rabbits,  at  bay.  Rodelsonix  IX"  #1007F200c 

A  spyglass  in  the  great  naval  tradition... 

Adm  Nelson's  Telescope1 
(with  table  tripod)  just  $59.25* 


When  Horatio  Nelson 
fought  the  battle  of 
Trafalgar,  he  used  a  telescope  just 
like  this  to  monitor  the  move- 
ments of  the  French-Spanish 
fleet  Our  manufacturer  has  cre- 
ated a  faithful  replica  of  this 
famous  scope.  Admiral  Nelson's 
Telescope  measures  about  five 
inches  in  its  "collapsed"  position. 
When  you  extend  the  four  sec- 
tions to  full  length,  the  scope  will 
be  thirteen  inches  long  and 
focused  to  infinity  with  needle 
sharpness.  Everything  will 
appear  twenty-five  times  larger 
than  it  would  to  the  naked  eye. 
Compare  that  to  standard  binoc- 
ulars which  give  you  only  6x  or 
8x  magnification.  If  you  have 
ever  wanted  to  own  a  fine  tele- 
scope, but  found  prices  a  little 
steep,  Adtntral  Nelson's  Telescope " 
should  be  your  choice.  You'll  get 
many  years  of  good  use  and 
enjoyment  from  it.  Admiral  Nel- 
son's Telescope"  #1069F200f 


'The  optics  of  Admiral 
Nelson's  Telescope*" 
are  "25x30"  which 
means  25x  magnifica- 
tion and  the  great  light 
gathering  capacity  of  a 
30-mm  objective  lens. 
Admiral  Nelson's  tele- 
scope ions  made  of 
brass.  This  replica  is 
heavily  chrome-plated 
for  extra  beauty  and 
protection.  The  scope 
comes  with  a  belt-looped 
vinyl  carrying  case.  For 
permanent  mounting 
the  scope  comes  with  an 
extendable  table  tripod. 


-Our  "special  deal":  BUY  ANY  2  ITEMS  AND  GET  ANOTHER  ONE  EREE! 

For  instance:  Buy  a  $69.95  item  and  a  $49.95  item  and  get  another  $49.95  or  lesser-priced  item  FREE! 


lis) 


FOR  FASTEST  SERVICE,  ORDER  BY 

TOLL-FREE  PHONE  OR  BY  FAX. 

SEE  NUMBERS  BELOW. 

>r  customer  service,  please  call  (415) 
13-2810.  For  wholesale  orders,  call 
hris  Simpson  at  that  same  number. 


You  may  order  by  toll-free  phone,  by  mail,  or  by  tax  and 
pav  b\  check  oi  Visa  Master*  .ml  I  lease  give  Oder  HUE* 
ber  shown  after  the  item.  Add  $4.9?  shipping  ins  fat  each 
jtem  (except  three  Car  Starter  II,  three  Rodelsonix  IX ,  or 
three  Adm.  Nelson's  Telescope  for  $9.90  or  one  Night 
Piercer  for  $9.95  or  three  Night  Piercers  for  $19.90),  plus 
sakv  ta\  lui  l  \deliur\  1  mi  have  Vk1a\  return  aiul  mu- 
ni.mtv  We  do  not  refund  shipping  charges. 


2360  Third  St.,  San  Francisco,  CA  94107 


©  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax  (415)  643-2818  ® 
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SOFTWARE  WILL  STRENGTHEN  TIES  WITHIN  COMMUNITIES  •  BY  NEIL  GROSS 


oward  the  end  of  the  1990s,  a  loose-knit  community 
programmers  with  limited  financial  resources  took 
the  world's  most  powerful  software  companies — an 
triumphed.  Known  as  the  open-source  movement,  th 


freewheeling  confederacy  grew  up  on  the  Inter 

net.  Unbound  by  geography  or  time,  it  has 

used  the  new  communications  medium  as  both 

a  laboratory  and  a  launchpad  for  high-quality 

programs  such  as  Linux,  Apache,  and  Perl  that  compete 

head  on  with  Microsoft,  IBM,  and  Sun  Microsystems.  The 

movement  has  spawned  a  whole  new  set  of  rules  for  the 

world's  $150  billion  software  industry.  And  it  has  established 

a  new  model  of  how  people  can  live  and  work  online. 

It's  fitting  that  a  band  of  programmers  should  blaze  trails 
for  online  communities.  Teams  of  engineers  designed  the  Net 
to  transcend  crass  physical  limitations.  Once  this  ethereal 
infrastructure  was  laid,  waves  of  homesteaders  arrived:  physi- 
cists chasing  data  on  quarks  and  black  holes,  religious  fanat- 
ics, revolutionaries  waving  every  known  political  banner,  chil- 
dren looking  for  cyber  playmates  on  the  other  side  of  the 
planet.  With  traditional  communities  weakening  in  a  fast- 


world,  the  Net  offered  a  potent  way  to  form  n 
bonds  based  on  pure  intellectual  affinity. 

But  the  Net's  early  pioneers  learned  a  pair 
lesson:  In  a  world  of  infinite  electronic  chok 
it  can  be  extremely  difficult  to  connect.  How 
you  find  a  handful  of  like-minded  souls  in  a  global  pool  of 
million  Netizens?  Facts  and  data  are  readily  available.  But 
day's  best  search  engines  can't  sift  through  a  thousand  ne| 
groups  and  message  boards  for  a  discussion  thread  that  will 
spire  you  or  guide  you  to  a  community  of  your  peers. 
STILL  CAVE  DWELLERS.  Fortunately,  dozens  of  research  1 
and  Internet  startups,  stretching  from  the  Massachusetts 
stitute  of  Technology  Media  Laboratory  to  the  University 
Tokyo,  are  on  a  mission  to  improve  life  on  the  Internet.  Wi 
in  five  years,  software  will  take  much  more  accurate  soun 
of  who  you  are  and  what  you  seek.  New  programs  will 
strangers  on  the  Net  appraise  one  another — whether  they 
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Iho  helped  Alloy  Online  generate  fashion  sales  from  Generation  Y? 


neSoft 

INTERNET    COMMERCE    COMPANY 


For  a  bigger  bottom  line!' 


Veni,  Vidi,  Visa.  They  came.  They  saw.  They  bought.  The  day  OneSoft  delivered 
Alloy  Online  their  interactive  commerce  site,  good  things  started  happening. 
Today  traffic  is  up  tenfold  and  sales  up  400%.  Whether  you're  a  retailer,  direct 
marketer  or  already  into  e-commerce,  we  can  help  your  bottom  line  too.  OneSoft 
provides  the  software  that  creates  online  success.  And  with  other  partners,  we  host 
and  manage  the  site,  and  deliver  a  complete  turnkey  operation,  including 
fulfillment.  So  the  only  thing  you'll  have  to  worry  about  is  counting  your  profits. 
What's  more,  we'll  get  you  up  and  running  in  half  the  standard  time:  90  days  or 
less.  And  we'll  keep  you  running  because  our  software  is  fully  scalable.  So  once  you 
start  with  us,  you'll  stay  with  us.  As  you  grow.  Just  ask  Alloy  Online.  Or  Microsoft. 
We're  their  strategic  partner  for  enterprise  e-commerce  software.  Visit  us  at 
www.onesoft.com/growth.  You'll  come.  You'll  see.  You'll  like. 


Microsoft 
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THE     INTERNET     AGE 
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VOICE  Software  that  under- 
stands spoken  words  will  free 
us  from  the  tyranny  of  the 
keyboard,  speeding  up  conver- 
sations in  online  forums  and 
allowing  far  more  people  to 
participate  online. 

VIDEO  The  first  era  of  the 
Internet  was  blind.  Video  will 
restore  intimacy  and  reduce 
misunderstanding. 

VIRTUAL  REALITY 

Gamers  can  already  blast 
their  enemies  in  shared 
3-D  simulations. The  same 
technology  will  let  doctors 
examine  patients  across  the 
country,  plant  managers 
control  distant  production 
nes,  and  scientists  around 
the  world  team  up  on 
complex  simulations  of 
hurricanes  or  black  holes. 


ly  Meehan,  an  an 
who     covers     o 
communities  for 
kee  Group  in  Bos 

Yet  the  raw  ma 
for  vibrant  com 
ties  exists  on  thi 
in  spades.  There 
astounding  repositi 
of  poetry  and  pop 
ture  and  expertly  i 
erated  bulletin  bos 
Side  by  side  with 
ject  quackery  art 
perb  e-mail  forums 
that  of  the  Br 
Medical  Journal,  w 
physicians  from  an 
the  world  del 
everything  from  01 
transplants  to  euth 
sia  (www.bmj.comi 

In      life-and-d 
matters,  virtual  c: 
munities — for  all  t 
flaws — can  be  a 


looking  for  expert  advice 
or  buying  and  selling  goods.  Other  software  tools  will  make  it 
easier  for  members  of  a  group  to  wander  the  Web  together, 
untethered  to  a  particular  portal,  mailing  list,  or  message 
board.  Human  voices  are  already  augmenting  text  in  chat 
rooms.  Next,  for  Netizens  who  seek  intimacy — not  anonymi- 
ty— video  will  provide  human  faces  for  online  personas.  Until 
these  tools  reach  maturity,  however,  Net  communities  will 
remain  in  the  Stone  Age.  Says  Steve  Larsen,  senior  vice- 
president  of  Minneapolis-based  Net  Perceptions,  which  pio- 
neered the  first  wave  of  software  that  recommends  books 
and  music  at  Amazon.com  and  cdnow:  "At  this  stage,  we're  all 
still  sitting  around  the  fire  in  loincloths  holding  clubs." 

The  new  tools  can't  come  soon  enough  for  Michal  Plume,  a 
mother  of  four  who  runs  a  small  business  from  her  home  in 
Palo  Alto,  Calif.  Worried  about  declining  standards  in  the  lo- 
cal school  system,  she  spent  much  of  the  mid-1990s  debating 
issues  in  education  news  groups,  organizing  mailing  lists, 
and  struggling  to  find  or  forge  a  community  that  could  influ- 
ence haughty  high  school  administrators.  "For  the  longest 
time,  the  kids  saw  only  the  back  of  my  head,"  she  says.  After 
many  frustrating  months,  she  concluded  that  "real  people 
who  have  the  information  you  need  don't  join  these  groups." 

Nor  does  she  expect  to  find  soulmates  in  the  random  and 
repetitive  cyberstreets  of  Geocities,  Tripod,  Xoom,  TheGlobe, 
and  other  virtual  metropolises.  For  every  lively  chat  room  de- 
bate about  hot  stocks  or  hunger  in  Africa,  there  are  hundreds 
of  dead  discussion  areas,  dreary  or  abandoned  home  pages, 
threads  that  go  nowhere,  lonely  voices  in  the  darkness.  "The 
sense  of  community  has  been  lost  on  these  sites,"  says  Emi- 


send.  Parents  of  d; 
children  sustain  one  another  in  hope  and  grief.  Cancer 
tients  become  wise  partners  to  their  physicians.  "Many  ofl 
patients  who  spend  time  on  the  Net  are  extremely  well) 
formed  and  ask  astute  questions,"  says  Dr.  Hiram  S.  Cody 
a  breast  cancer  specialist  and  surgeon  at  Memorial  Sloan 
tering  Cancer  Center  in  New  York. 

The  trouble  is,  finding  jewels  on  the  Net  today  depends 
too  much  on  luck.  That's  why  so  many  experts  in  online  c 
munities  are  studying  the  experience  of  the  open-source  m 
ment.  This  community,  which  has  roots  in  the  early  '70s 
comprises  thousands  of  hackers  worldwide,  swears  allegianc 
no  central  portal.  Instead,  teams  of  programmers  collaborate 
dozens  of  decentralized  mailing  lists  and  message  boards. 
INFORMED  CRITICS.  They  find  one  another  because  they 
derstand  an  emerging  set  of  shortcuts  and  secret  passagewl 
that  will  one  day  be  common  through  cyberspace.  "What 
rious  geeks  do  is  a  predictor  for  what  larger  groups  < 
says  Tim  O'Reilly,  open-source  evangelist  and  president 
publishers  O'Reilly  &  Associates.  Out  of  sheer  necess 
such  programmers  have  built  some  of  the  best  tools  to  loc 
high-level  discussion  and  to  refine  useful  information  from 
the  random  noise  on  the  Net. 

To  watch  this  in  action,  visit  a  bustling  technology  r 
called  Slashdot  (www.slashdot.org),  a  unit  of  technology  ne 
site  Andover.Net  in  Acton,  Mass.  Created  by  open-sou: 
hackers  in  their  early  twenties,  the  site  is  "required  readin 
says  Raghu  Ramakrishnan,  professor  of  computer  science 
the  University  of  Wisconsin  at  Madison.  Thanks  to  a  proc( 
of  continuous  peer  review,  the  hottest  tidbits  from  technolc 
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Are  everyday  business  costs  bigger  than  they  need  to  be? 

Introducing  American  Express%expense  management  solutions.  We  offer 
innovations  like  American  Express  @  Worf-our  new  online  business  center - 
to  help  reduce  the  costs  of  doing  business.  Let  us  work  with  your  company 
to  help  save  you  money  in  ways  you  never  thought  possible. 


do  more 
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Call  1  800  AXP-1200,  ext.  15,  or  visit  www.americanexpress.com 
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Reach  these  Business  Week  advertisers  on  the  Web: 


3M 

www.3m.com 

ADT  Security  Systems 

www.adt.com/business.htm 

Alta  Vista 

www.altavista.com 

American  Electric  Power  (AEP) 

www.aep.com 

Apple 

www.apple.com 

Arthur  Andersen 

www.ArthurAndersen.com 

AT&T 

www.att.com 
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BankRate.com 

www.bankrate.com 

BREITLING  WATCHES 

www.breitling.com 

Brio  Technology 

www.brio.com 

BULL 

www.bull.com 

Cisco  Systems,  Inc. 

www.cisco.com 

CNF  Transportation  Inc. 

www.cnf.com 

Compaq 

www.compaq.com 

Computer  Sciences  Corporation 

www.csc.com 

CyberCash 

www.cybercash.com 
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www.danka.com 
Deloitte  &  Touche  LLP 
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Derivion 
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Deutsche  Bank 

www.db.com 
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www.eds.com 
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www.equitable.com 
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www.fujitsu.com 
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www.gelsor.com 
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www.ibm.com 
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McAfee.com 

www.mcafee.com 

"    MetLife 
www.metlife.com 
Microsoft 
www.microsoft.com/ 

MindSpring  Biz 
www.mindspring.net 
Motorola  Digital  DNA 
www.digitaldna.com 

Netcentives  Inc. 
www.netcentives.com 

Northwest  Airlines 

www.nwa.com 

Oltchim 

www.vegamedia.com 

Omron 

www.omron.com 

Panasonic 

www.panasonic.com 
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www.vegamedia.com 

Pirelli  Web  Site 

www.pirelli.com 
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Romanian  Development  Agency 
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www.samsungmonitor.com 


SAS  Institute 
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www.savin.com 

Sidex 

www.vegamedia.com 

Spet,  S.A. 
www.  vega  media. com 

StorageTek 
www.storagetek.com 

Tarom 
http:/tarom.  digiro.net 

Tektronix 
www.coloratwork.com 

Telemobil  S.A. 

www.vegamedia.com 

TEXACO 

www.texaco.com 

Texas  Instruments 

www.ti.com 

Toshiba  America  Information  Syst 

www.toshiba.com 

Toyota  Motor  Corporate 
Services 

www.toyota.com/usa 

Trend  Micro 

www.trend.com 

Tutunul  Romanesc 

www.vegamedia.com 

UBS  Private  Banking 

www.ubs.com/privatebanking 

United  Technologies 

www.utc.com 

Van  Kampen 

www.vankampen.com 

ViewSonic  Corporation 

www.viewsonic.com 

Williams  Communications  Soluticfdcr 

www.wilcomsol.com 

Zurich  Financial  Services 
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pare  for  the  new  millennium  with  the  2000  Business  Week  Planners  in  desktop  and  pocket  formats. 

iilable  in  black  or  burgundy,  the  Business  Week  Planners  will  keep  you  on  schedule  with  a  13-month  calendar  and 
h  handy  data  as  international  dialing  codes,  time  conversion  charts  and  important  toll  free  numbers.  The  desktop 
sion  also  features  a  32-page,  four-color  world  atlas,  detailed  information  about  39  U.S.-  and  foreign  cities  and  a 
le  vintage  guide. 

der  now  and  save  20%  off  the  regular  price.  Whether  purchased  separately  or  in  a  matching  skived  leather  set,  the 
00  Business  Week  Planners  will  ensure  that  come  January  1,  you'll  be  up  and  running. 
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THE     INTERNET     AGE 


SOCIETY 


Making  the  Net 
Work  for  You 


■ 


New  software  tools  will  focus  searches,  link  you 
with  your  peers,  and  liberate  you  from  the  sea  of  dumb- 
pet  pages  in  todays  online  communities. 

SEARCH  Today's  search  engines  just  scratch  the  surface 
of  the  Web's  nearly  one  billion  pages.  New  software  tools 
go  deeper,  automatically  analyzing  the  structure  of  the 
Web  and  marking  content  for  easy  retrieval. 

CONTINUOUS  PEER  REVIEW  How  do  you  | 

find  valuable  nuggets  of  data  strewn  across  a 
million  message  boards  and  chat  rooms? 
The  best  sites  are  starting  to  allow  partici- 
pants to  rate  the  content  continuously  and 
tag  the  best  portions. 

"BOTS"  Software  agents  known  as  bots 
help  stockbrokers  manage  transactions  at 
speeds  that  leave  humans  in  the  dust.  Bots 
will  soon  be  commodities,  assisting  ordinary 
folk  in  all  chores  conducted  over  the  Net. 

mailing  lists  and  discussion  boards  around  the    ■ 
world  show  up  on  Slashdot's  main  menu.  "This  is 
an  organic  community  that  shapes  itself,  a  place 
where  you  can  discover  not  just  what  people  claim  to  be 
but  what  others  think  of  their  claims,"  says  Ramakrishnan. 

Slashdot's  band  of  editors  deserves  credit.  But  they  also  de- 
pend on  homegrown  computer  code  to  help  rank  input  from 
the  message  boards.  The  higher  a  participant  is  rated  by 
his  peers  at  Slashdot,  the  greater  clout  he  or  she  will  get  as 
a  judge  of  others  who  post  comments.  "Slashdot's  software  is 
all  open  source,  and  now  a  lot  of  other  Web  sites  are  using  it," 
says  Christine  Peterson,  the  executive  director  of  the  non- 
profit Foresight  Institute  in  Palo  Alto  and  the  one  credited 
with  coining  the  term  "open  source." 

INVISIBLE  INK.  Hypertext  is  another  trademark  of  the  open- 
source  community — and  it's  not  just  those  blue  highlighted 
links  among  static  documents.  To  cut  communities  loose  from 
portals  and  news  groups,  programmers  developed  software, 
available  for  free  at  www.crit.org,  that  lets  gangs  of  Netizens 
annotate  any  other  Web  site  they  visit  with  the  electronic 
equivalent  of  sticky  notes  that  only  group  members  can  read. 
Crit.org  hasn't  tried  to  popularize  its  free  software,  but  sim- 
ilar tools  and  support  are  available  from  a  startup  in  Redwood 
City,  Calif.,  called  Third  Voice  Inc.  "The  successes  of  open 
source  will  be  part  of  everyone's  background  culture,"  says 
Eric  S.  Raymond,  author  of  the  open-source  manifesto,  The 
Cathedral  and  the  Bazaar  (www.tuxedo.org). 

The  open-source  gang  doesn't  have  a  lock 


FAST     FORWARD 


on  communitarian  technology.  At  online  auctioneer  eBaj 
you  can  post  details — good  and  bad — about  your  exper 
with  vendors,  who  are  free  to  respond.  The  credibility 
feedback  loop  inspires  may  explain  how  eBay  and  other 
tion  sites  attracted  a  cool  $1  billion  in  transactions  last 
All  these  software  advances,  however,  carry  the  see 
their  own  corruption.  If  continual  peer  review  is  the  crux 
line  credibility,  there  can  be  strong  i 
tives  to  stuff  the  ballot  box.  A  crc 
vendor  at  eBay,  for  example,  coulc 
the  message  boards  with  spuriou 
timony.    To    avoid    such    outcc 
"we're  putting  a  lot  of  effort  into 
people  develop  reputations  onlin 
how  they  can  manage  complex, 
term  identities,"  says  Judith  S 
nath,  an  assistant  professor  and 
munity  expert  at  MIT's  Media 
which  pioneered  product  recomme 
tion  software  in  the  early  1990s. 
The  emergence  of  sensually  rich 
'    dia  on  the  Net  could  help  resolve  a 
of  these  issues.  Voice-based  chat  wi 
followed  by  video,  virtual  reality, 
simulated  touch.  These  formats  could 
foster  trust  among  cybernauts  by  lin 
online  personas  more  tightly  to  flesh-and-blood  individu; 
Trust,  indeed,  has  been  a  factor  in  the  open-source  c 
munity's  success.  Because  the  movement  draws  volunt 
from  hundreds  of  organizations,  members  are  forced  to  ju 
conflicting  loyalties.  They  must  learn  to  let  others  tii 
with  their  code  and  help  debug  it.  Few  get  rich  off  the 
suiting  programs,  which  are  mostly  distributed  free  on 
Net.  But  there  are  other  rewards,  says  analyst  Dan  Kus 
zky  at  International  Data  Corp. — like  watching  the  mai 
share  for  Linux  server  software  soar  from  zip  in  199i 
nearly  16%  worldwide  last  year. 

That's  just  a  glimmer  of  what  online  communities  can 
complish.  As  social  beings,  humans  have  an  irrepressible  d 
to  connect  and  collaborate.  Once  upon  a  time,  connection  me 
church  suppers,  street  fairs,  and  committee  meetings.  Now, 
line  groups  breach  all  physical  boundaries  to  share  the  son-' 
of  illness,  the  wisdom  of  age,  the  wonder  of  art.  Tomorrow, 
talk  and  touch  with  levels  of  intimacy  that  we  select  fron 
ever-richer  palette.  The  dream  is  that  this  enrichment 
make  online  communities  less  random.  And  a  rendezvous  v 
friends  or  colleagues  in  cyberspace  will  be  as  satisfying 
any  encounter  you  treasure  in  the  real  world.  This  may  wet 
the  ultimate  promise  of  the  Internet, 


Around  the  world,  the  number  of  people  surfing  the  Net  from  home 
will  surge  from  97  million  this  year  to  240  million  by  2004.  Bus 
ness  users  will  grow  from  nearly  53  million  to  180  million 
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Bryant  Tong  on  the  future  of  expensive 
internal  information  processing  systems. 


"Extinct." 


Massive.  Powerful.  Inflexible.  And  ultimately,  doomed — 
just  like  the  companies  that  depend  on  them,  perhaps. 

In-house  information  management  systems — accounting 
departments,  transaction  processing,  data  warehouses, 
and  so  on — have  long  ruled  the  earth.  Or  the  business 
world,  at  least. 

Clumsy,  bureaucratic  monsters  that  eat  up  revenue,  and 
too  often  spit  out  useless,  outdated  information.  And  the 
complex,  unwieldy  ERP  systems  that  were  supposed  to 
replace  them  haven't  fared  much  better. 

Fortunately,  we  have  an  alternative. 

Our  revolutionary  new  model  for  business  information 
management  is  designed  to  provide  just  the  level  of  sup- 
port you  need,  and  grow — seamlessly  and  effortlessly — 


right  along  with  you.  And  we've  coupled  it  with  advanced, 
Web-enabled  technology  to  deliver  exactly  the  informa- 
tion you  need,  anytime.  And  anyplace. 

Better  yet,  we  do  it  all  off-site.  So  you  never  have  to  pay  for 
expensive  hardware  or  software.  Or  personnel  or  training 
costs,  for  that  matter.  Instead,  we'll  handle  your  informa- 
tion needs  safely,  securely — and  yes,  affordably — with 
world-class  accounting  and  processing  professionals.  Which 
means  you'll  finally  be  free  to  focus  your  attention — 
and  capital — on  building  your  business. 

Which  is  really  why  you  got  into  business  in  the  first  place. 

So  call  today,  or  visit  our  Web  site.  Because  the  future  of 
information  management  is  here. 

And  we're  it. 


ReSourcer  noenix.com' 

Revolutionizing  the  way  business  information  is  managed 
800-266-2344 
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ANA.  Japan's  largest  and  most  lovable  airline. 

Being  Japan's,  and  Asia's,  largest  airline  is  a  good  reason  to  like  ANA.  But  to  love  All  Nippon  Airways,  we  have  to  give  you 
more.  So  we  do.  Exceptional  service.  Superb  cuisine.  A  choice  of  non-stop  flights  to  Tokyo  from  New  York,  Los  Angeles, 
Washington,  DC,  Chicago,  San  Francisco  and  Honolulu*.  Our  Business  Privilege  offer  that  can  save  you  up  to  75%  on 

selected  hotels  in  Japan.  Plus,  a  joint  mileage  program  with  United  Airlines.  Want  to  fall  in  love  with  flying  all  over  again? 
Make  a  date  to  fly  ANA  on  your  next  trip  to  Japan  by  calling  1-800-2-FLY-ANA  or  contacting  your  travel  agent. 


ANAf 


All  Nmnon  Aipuiays 
Japan's       Best      To      The      World 

*  Fly  from  Honolulu  non-stop  to  Tokyo  and  Nagoya 


www.fly-ana.com 
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You  spend  nearly  every  waking  moment  building  your  business. 

Wliich  gives  you  little  time  to  think  about  safeguarding  it.  Yet 

finding  the  right  insurance  company  is  one  of  the  most  important 

things  you  can  do.  You  want  one  that  understands  your  business, 

offers  you  competitively  priced  products  and  earns  high  industry 

ratings.  At  Golden  Eagle,  you'll  discover  knowledgeable  agents,  an 

extensive  line  of  products,  an  A+  rating,  Liberty  Mutual's  backing. 

and  most  of  all,  a  dedication  to  protecting  your  success.  Because 

even  though  you  're  not  retired  yet,  we  feel  you  deserve  a  little  peace 

of  mind.  Golden  Eagle  proudly  offers  its  products  and  services 

through  independent  insurance  agents  and  brokers.  To  find  a  Golden 

Eagle  agent  near  you,  please  call  1-800-688-8661,  ext.  6400. 


\, 


GOLDEN  EAGLE 

Insurance   Corporation 


Golden  Eagle  Plaia 

San  I )iego,  California 

www  goldene  iglecorp  com 


Fear.  Elation.  Dread.  This  is  an  investment  philosophy? 


ii 


What  is  it  that  causes  the  emotional  pitfalls  of  investing?  For  the  most  part, 
it's  chasing  investments  with  unrealistic  expectations,  not  to  mention  a 
little  hint  of  greed.  It's  an  undisciplined  mentality.  And  it's  not  much  of  an 
investment  philosophy.  At  Lord  Abbett,  we  offer  a  value  investing  philoso- 
phy that's  rooted  in  research  and  experience.  It's  a  long-term  strategy  that 
lets  you  focus  more  on  the  elation  of  investing,  and  less  on  the  dread. 
To  learn  more  about  Lord  Abbett,  call  your  investment  professional  or  Lord 
Abbett  Distributor  llc  at  800-800-3635  to  obtain  a  prospectus  of  the  fund 
you  are  interested  in. 


Lord,  Abbett  &  Co. 


www.lordabbett.com 


Lord  Abbett  mutual  fund  shares  are  distributed  by  Lord  Abbett  Distributor  llc,  The  GM  Building,  767  Fifth  Avenue,  New  York,  NY  1 0 1 53-0203 ' * 
A  prospectus  contains  more  complete  information  about  a  fund,  including  charges  and  expenses,  and  should  be  read  carefully  before  investing. 
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.9  FOR  DSL,  UNLIMITED  INTERNET 
CCESS  AND  ENOUGH  HORSEPOWER 
WARRANT  A  SEATBELT  ON 
UR  OFFICE  CHAIR. 


WHAT  YOU  DO  WITH  IT  IS  UP  TO  YOU. 

DSL   •   INTERNET   •   ONLINE   OFFICE   •   WEB   HOSTING 


Get  Pacific  Bell  FasTrak  DSL  for  your  business  and  blow  past  the  traffic  on  the  super- 

highway.  With  unlimited  Internet  access  and  speeds  up  to  50  times  faster  than  a  28.8K  modem, 
it's  a  tool  for  downloading  monster  files  while  simultaneously  using  a  phone  or  fax  machine. 
And  whatever  your  situation,  we  have  the  package  to  suit  it.  Starting  at  $49,  you  can't  make 
a  more  affordable  investment  in  your  company.  Call  one  of  the  numbers  below  or  visit  our 
website  at  www.pacbell.com/orderdsl  today,  and  get  free  installation  and  labor.  A  $299  value. 
Pacific  Bell.  Your  how 'to,  hands 'on,  problem' solving  friend. 
►  For  business  call  1-888-724-7237.  For  home  call  1-888-884-2DSI.. 


PACIFIC^fBELL 


A  member  0/  the  SBC  global 


not  include  one  lime  equipment  charge  ol  $198  DSL  service  and  equipment  provided  by  Pacilic  Bell.  Internet  access  provided  by  Pacitic  Bell  Internet  Services.  Maximum  speed  assumes 
il  line  conditions  Cost  based  on  one-yeai  term  agreement.  Telephone  line  or  service  charges  are  not  included  DSL  service  may  not  be  available  in  some  areas  Services  ottered  by  Pacific  Bell  or. 
hated  company.  Copyright©  1999  Pacific  Bell.  All  rights  available. 
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IM 


YOU  GO  TO 


HARVARD  BUSINESS,  YALE  LAW 
STANFORD  MED,  CONSIDER 
APPLYING  TO  A  REALLY  TOUGH  SCHOO 


Photo  by  Grant  Delin 


A  good  education.  Every  kid  in  this  country  is  entitled  to  one.  Teach  For  America  is  working  to  moke  sure  every  one  of  them 


-    of  the  country's  top  recent  college  graduates  in  the  urban  and  rural  public  schools  where  they  are  needed  most. 

Teachers  earn  a  full  salary.  No  previous  education  coursework  is  required.  Just  the  dedication  to  take  two  years 

of  your  life  to  change  a  few  kids'  lives  forever.  Not  to  mention  your  own.  To  apply,  call        1  800  TFA  1230 

www.teachforamerica.org 

TWO  YEARS  THAT  LAST  A  LIFETIME  for 


V 


;] 


fjfeiri 
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rencil  this  into  your  hectic  schedule: 
Log  on  to  CarsDirect.corrf."  In  mere  minutes, 
you  can  find  a  car,  pick  a  color,  choose  the 
options,  get  a  great  price,  even  arrange  for 
delivery,  all  at  one  time,  in  one  place.  Look  at 
it  this  way- in  about  the  time  it  took  you  to 
read  this,  you  could  buy  yourself  some  new 
wheels.  Fast  enough  for  you? 

CarsDirect.  com 

America's  #1  way  to  buy  cars  online. 


Boise  puts  customers  right 
where  they  want  to  be. 


Working  with  us  is  that  simple, 


- 


Boise  Cascade   Boise  makes  everything  easier,  from  start  to  finish.  We  offer  you  one-stop  shopping  for  office  supplies, 
Office  Products   .      .  ......  ,    .  . 

www.bcor.om      rurniture,  technology  products  and  promotional  items.  We  make  ordering  easier—by  phone,  fax  or 

Internet.  We  give   ou  prompt,  personalized  customer  service,  with  friendly  representatives  wired  into  a  central  system  for  fast 

response.  We  review  /our  procurement  process,  with  our  unique  SAVESM  program  to  streamline  your  purchasing.  And  we  deliver 

on  our  promises,  witli  99%  on-time  delivery  and  order  accuracy.  So  if  you'd  like  to  simplify  sourcing,  call  888-B0ISE-88.  We'll  pi 


you  on  the  right  road. 


BOISE.  IT  COULDN'T  BE  EASIER. 


OFFICE      JPPLIES  •  TECHNOLOGY  PRODUCTS  •  FURNITURE  •  PROMOTIONAL  PRODUCTS 
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conomic  Literacy 
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s'omic  Literacy 


Economic  Literacy  - 

The  Fourth  "R"  in  Education 

i 


N  THE  1950's,  the  book  Why  Johnny  Can  V  Read  caused  a  national  stir.  Today 
we  are  writing  the  sequel  and  it  is  equally  troubling  -  Why  Johnny  Can't  Re  fire. 


Umm^  ,aults  and  students -know 

precious  little  about  how  our  system 
successfully  in  it.  Mncation  commissioned  a 

Louis  Harris  poll  to  determme  ^  ^ 

*.     oil  found  that  nearly  two-thirds  «^%^  more  people  must 

folders  through  the  ^P«^^C°e     Business  Week  and  the 
staKeiiui  ,._,„„«,  por  example,  nexi  ye<»,  ^u  identify 

meet  these  chaUenges.  f°  al  Pubhshing  Group  ™ 

McGraw-Hill  Educational  and  fro  Amual  Business 

lOschools  that  will  he  the  recipentsotth g  ls  ^  be  chosen  as  best 

Trains— ^ 

examples  of  ^"^J^ement  for  other  schools  to  follow 
providing  inspiration  and  encour  ^^  tQ 

the  skills  necessary  for  success 


I  OHNNY  is  economically  illiterate.  So  is  Jill. 
Neither  of  them  (nor  a  disturbing  number  of 
Americans)  know  enough  about  economics  to 
understand  the  difference  between  a  budget  deficit 
ami  the  national  debt.  Savings,  investments,  assets, 
and  equity  are  all  good  ideas  we'll  get  around  to 
dealing  with  "someday."  Meanwhile,  technology 
is  erasing  traditional  borders,  the  world  is  shrinking, 
and  so  are  our  options  to  survive  and  thrive  in  a 
global  economy. 

Economic  illiteracy  is  as  much  a  handicap  as  not 
being  able  to  read.  Just  as  no  one  would  question 
that  reading  should  be  included  in  the  definition 
of  a  basic  education,  it  is  essential  that  we  under- 
stand economics  should  be  included  as  a  priority, 
too.  Economics  is  the  fourth  "R"  in  education. 
There's  Reading,  'Riting  and  'Rithmetic,  and 
then  there's  Reality.  Economics  is  reality  and  it 
takes  more  than  a  passing  glance  at  it  to  lead  a 
successful  life.  A  widespread,  solid  grasp  of 
economics  ensures  that  our  nation  will  remain 
prosperous  and  powerful  and  that  families 
and  individuals  will  make  good  choices  and 
prosper  as  well. 


deft)  David  G.  Ferm,  Publisher,  Business  Week 

and 

(right)  Harold  McGraw  III,  President  and  CEO, 

The  McGraw-Hill  Companies 
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Do  You  Have  The  Right  Mix 

Of  Stocks,  Bonds, 

And  Cash  Investments? 


Vanguard 

Investment 

Planner. 


The  Vanguard  Investment  Planner,  part  of  our  Plain  Talk^ 
Library  series,  just  got  better. 

The  Planner  offers  a  step-by-step  look  at  the  investment 
decision  process  —  from  determining  the  appropriate  mix  of 
stocks,  bonds,  and  cash,  to  investing  in  various  market  segments, 
to  rebalancing  an  established  portfolio.  You'll  also  learn  about 
the  importance  of  low  costs,  tax  efficiency  and  index  versus 
active  investing. 

Call  Vanguard  today  for  your  free  copy. 

1-800-962-5086 


www.vanguard.com 


The  more  you  know  about  investing,  the  more  you'll  want  to 
know  about  Vanguard. 

THEVanguarcfcROUR 

["he  Information  Kha>ntahsaprospec1us  with  nKirecomptete  information  on  advisory  fise^  Please  read  it  care- 

fully before  investing.  £  L999The  vanguard  Group  Inc  All  rights  reserved  vanguard  Marketing  Corporation,  Distributor 
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We  teach  reading  in  school.  We  ought  to  be  teaching  eco- 
nomics in  school  -  not  as  an  elective,  but  as  a  requirement. 
Not  as  an  afterthought,  but  as  core  curriculum.  Ninety-six 
percent  of  Americans  believe  economics  should  be  part  of 
the  curriculum  in  schools  but  only  14  states*  mandate  that 
the  subject  be  taught  as  a  requirement  for  a  high  school 
diploma.  And  there  are  other,  more  alarming,  numbers 
about  the  woeful  state  of  ignorance  in  the  general  population 
when  it  comes  to  making  economic  decisions,  or  even 
understanding  the  choices. 


Simply  put,  economics  is  the  study  of  how 
individuals  and  societies  make  decisions  between 


needs  and  wants. 


We 


e  have  ignored  the  fourth  "R"  of  a  basic  education 
at  our  own  peril.  The  consequences  of  that  ignorance  can 
affect  everything  from  national  bankruptcy  rates  to 
international  trade  agreements.  The  bottom  line  is  a 
severely  diminished  quality  of  life. 

The  solution  to  the  problem  will  take  a  sea  change  in 
attitude.  Americans  have  to  assign  the  proper  value  to 
economic  literacy  and  the  way  to  create  that  awareness  is 
a  national  campaign.  The  National  Council  on  Economic 


Education,  founded  in  1949  to  encourage  the  teaching  of 
economic  principles  in  American  schools,  has  just  launchec 
the  national  Campaign  for  Economic  Literacy.  The 
Campaign  is  an  ambitious  five-year  effort  to  educate  peopl 
about  what's  missing  from  American  education  -  and  why 
it  matters. 

WHAT  IS  ECONOMIC  LITERACY? 

"Money  is  always  there,  but  the  pockets  change."  Gertrude 
Stein  distilled  the  reality  that  is  economics  into  one  line. 
Whether  the  pocket  belongs  to  a  person  or  to  a  nation,  it's 
crucial  to  know  how  money  travels  and  how  the  allocation 
of  resources  affects  the  availability  of  those  resources. 

Simply  put,  economics  is  the  study  of  how  individuals 
and  societies  make  decisions  between  needs  and  wants. 
Those  decisions  are  complex,  whether  they  are  made  by 
families,  communities,  or  nations.  People  can  decide  how 
to  allocate  resources  implicitly  or  explicitly,  but  the 
decisions  are  always  made.  Even  a  decision  by  default  has 
its  consequences. 

Economic  literacy  is  the  set  of  tools  that  provides  an 
analytical  base  for  decision-making  throughout  life.  These 
tools  help  people  to  choose  among  the  trade-offs  that 
shape  their  lives  each  day. 


*  Alabama,  California,  Florida,  Georgia.  Idaho,  Louisiana,  Nevada,  New  Hampshire,  New  York,  North  Carolina,  South  Carolina,  Tennessee,  Texas,  West  Virginia 


The  Goal:  To  provide  teachers  with  quality  economic  education  and  expanded  professional  development  in 
new  technologies. 

Plan  of  Action:  Make  economics  come  alive  using  technology. 

Ameritech  provides  a  model  for  other  regions  and  corporations  through  its  support  of  technology  innovation  in  classrooms, 
support  for  state  standards  in  economics,  and  educational  partnerships  that  bridge  multiple  states.  In  Ameritech's  model, 
teachers  and  schools  participate  in  curriculum  implementation  workshops  and  in  demonstration  activities.  Workshops  provide 
skills  in  the  creative  use  of  technology  -  another  way  to  foster  economic  literacy.  The  programs  capitalize  on  the  National 
Council's  experience  in  delivering  technology4jased  educational  programs  and  resources  through  its  EconomicsAmerica® 
network  in  the  Ameritech  region:  Illinois,  Indiana,  Michigan,  Ohio  and  Wisconsin. 

Ameritech  is  a  Champion  in  the  national  Campaign  for  Economic  Literacy. 

"Ameritech  is  committed  to  making  economics  a  part  of  every  school  curriculum  in  the  Midwest,  as  illustrated  by  the  number 
of  employees  we  have  active  in  the  Council's  programs  and  the  financial  commitment  we  have  made  since  1992." 
MikeKuhlin,  senior  director,  Corporate  Relations  for  Ameritech 

For  more  information  about  Ameritech  in  the  five  states,  visit  www.ameritech.com/education/commitment/economics. 
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TIREME  NT 


TRUST    SERVICE5 


MUTUAL    FUNDS 


INSURANCE 


Loads,  fees,  high  expenses 

and  other  things 

mutual  funds  could  do  better  without. 


t  makes  perfect  sense:  The  more 
noney  that  comes  out  of  a  mutual 
und  in  fees,  the  less  return  there  is  for 
/ou.  Less  to  compound  over  time.  Less 
:o  be  there  when  you  need  it. That's 
/vhy  TIAA-CREF  leaves  more  of  your 
noney  where  you  want  it  most — in 
/our  account,  working  for  you. 

A  history  of  low  costs  and 
high  performance. 

TIAA-CREF  was  founded  over  80  years 

ago  to  help  the  nation's  education  and 

research  communities  prepare  for  the 

future.  And  so  when  we  launched  a 


family  of  mutual  funds  available  to 
everyone,  we  did  so  with  the  same 
dedication  to  low  expenses  that 
helped  make  us  the  world's  leading 
retirement  system,  guardians  of  over 
$250  billion  in  assets. 

Our  bottom-line 
commitment. 

With  TIAA-CREF  Mutual  Funds,  there 
are  no  loads.  No  12b-1  marketing  or 
administration  fees.  And  our  manage- 
ment expenses  are  among  the  lowest 
anywhere.  Now  combine  our  commit- 
ment to  keeping  expenses  low  with 


PERFORMANCE    &    EXPENSES 

(%) 

TIAA -CREF  Fund 

One-Year  Return                 Return 
as  of  6/30/99            Since  Inception2 

TIAA-CREF 
Expense  Ratio 

Average 
Comparable  Fund3 

Growth  Equity 

26.47                     31.62 

0.45 

1.44 

Growth  &  Income 

25.79                     30.43 

0.43 

1.36 

our  exceptional  investment  manage- 
ment and  you  have  a  powerful  combi- 
nation, as  our  chart  below  illustrates. 

Low  initial  investment. 
We  even  make  it  easy  to  get  started 
with  a  low  initial  investment  of  $250, 
or  as  little  as  $25  a  month  through  our 
automatic  investment  plan. 

Add  a  "devotion  to  customer 
service"  that  Barron's  says  "is  consid- 
ered second  to  none," and  you  have 
everything  you  should  be  looking 
for  in  a  mutual  fund.' 

So  call  TIAA-CREF  at  1  800  842- 
1 924  today,  or  visit  our  website  at 
www.tiaa-cref.org/mfunds,  to  get 
information  on  the  mutual  funds  you 
don't  want  to  do  without. 


Ensuring  the  future  for 
those  who  shape  it.' 


r  igazine  Mjy  is,  I998  Inception  (wall  TIAA  I  REI  Mutual  Funds  was  9/2/97.  Returns  are  as  o(  6/30/99.  Source:  Morningstar  6/30/99  Based  on  Momingslar  objec- 

Taxable  Money  Market  '  J/09  the  averdqe  does  not  include  index  funds  TIAA  CREF  expenses  are  sub|e(t  to  change  and  are  not  guaranteed  lor  the  future 

nwtmenl  ii  miIi  Jiown  above  reflect  past  performance  and  are  not  indii  ative  ol  future  rates  of  return.  These  returns  and  the  value  of  the  principal  you  have  invested  will  fluctuate,  so 

m  may  be  more  or  less  than  theit  original  pike  upon  redemption  Performance  results  refte  i.  r.uiuniary  waiver  of  a  rjortion  of  the  investment  management  fee.  Without 

*  would  be  hlgho  Thiswaiw  will  remaii ifreci  until  at  least  luly  1,2000.  TIAA-CREF  Individual  and  Institutional  Services,  Inc.,  distributes!  RK  certificates  and  inter- 

n  the  TIAA  Real  Estate  Account  b  ites  iheYiriable  component  of  the  person,  ii  annuities,  I  iaa  CREF  Mutual  Funds  and  tuii 

menu  TIAAandTIAA  CREJ  Life  Insurano  i  and  ii lies  FIAA  CREI  Trust  Company,  FSB, provides  trust  services  Investment  products  are  not  FDIC  insured, 

lose  value  and  are  not  bank  guaranteed.  Fen  mon iplete  information  on  our  mutual  funds  Including  charges  and  expensesvcall  1 800842  ' '  31,  ext  5509,  for  the  prospectus. 

'  \  I  Rl  I  9/99 


1    800  842-1924 
www.tiaa-cref.org 
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Here's  a  sample  of  what  economic  educators  think  everyone 
needs  to  know1: 

1.  You  can't  always  get  what  you  want  -  opportunity  cost. 

To  get  what  you  want,  you  must  be  willing  to  give 
something  up.  Some  opportunity  costs  are 
made  almost  unconsciously,  such  as  deciding 
whether  or  not  to  rill  up  on  the  bread  while 
waiting  tor  the  entree.  Others  require  more 
thought,  such  as  how  much  of  your  salary  you 
can  put  towards  retirement. 

2.  Don't  sink  with  a  "sunk  cost."  You've  heard  of  "cutting 
your  losses." 

This  is  about  looking  at  the  costs  and  benefits  of  a 
particular  situation  as  it  is  now  -  a  concept  known  as 
marginal  analysis,  [fyou  buy  a  candy  bar,  take  a  bite,  and 
decide  that  you  don't  like  it,  should  you  toss  the  rest 
or  finish  it?  The  price  of  the  candy  bar  is  the  sunk  cost, 
lis  already  gone  and  you  shouldn't  include  it  in  your 
analysis.  Your  remaining  options,  the  present  set  of 
circumstances  upon  which  to  make  an  intelligent 
decision,  equal  the  marginal  analysis. 

/  Based  on  "Why  Johnny  Can't  Choose,"  by  David  S.  Ihdil,  The  Region, 
December  1998,  published  by  the  Federal  Resert  e  Bank  oj  Minneapolis. 


BASIC  PRINCIPLES  OF  ECONOMICS 


1.  People  choose. 

2.  People's  choices  involve  costs. 

3.  People's  choices  have  consequences  for  the 
future. 

4.  People  respond  to  incentives. 

5.  People  create  economic  systems  that  influence 
individual  choices  and  incentives. 

6.  People  gain  when  they  trade  voluntarily. 


3.  Remain  flexible  -  understand  supply  and  demand. 

Every  parent  gets  this.  The  hot  new  Christmas  toy  gets 
harder  to  find  and  higher  in  cost  as  December  approaches. 
But,  if  the  manufacturer  suddenly  floods  the  market  with 
more  of  the  toys,  profiteers  can't  sell  them  for  exorbitant 
prices  on  the  Internet  because  there  are  plenty  in  the 
stores.  Fluctuations  in  supply  and  demand  can  change 
the  choices  and  behaviors  of  individuals  and  groups. 


NASDAQ  EDUCATIONAL  FOUNDATION 


The  Goal:  To  recognize  outstanding  high  school  teachers  for  excellence  and  innovation  in  teaching  economics  and 
promoting  economic  literacy. 

Plan  of  Action:  Nasdaq  Educational  Foundation  National  Teaching  Awards 

This  highly  visible  awards  program  was  developed  to  spotlight  and  encourage  creativity  in  teaching  high  school  economics.  By 
recognizing  teachers  who  help  students  to  think,  make  good  decisions,  and  function  in  the  economy,  Nasdaq  Educational 
Foundation  and  the  National  Council  promote  and  reinforce  excellent  classroom  practices.  The  awards  enhance  the  Foundation's 
mission  to  ensure  new  generations  of  well-informed  investors,  and  encourage  interest  in  the  financial  professions  as  careers. 

The  1999  applications  are  being  judged,  and  the  national  winner  will  be  announced  at  a  gala  banquet  to  be  held  in  New  York 
on  March  2,  2000.  Five  regional  winners  and  one  national  winner  will  be  selected;  regional  winners  will  be  announced  in 
October.  The  winning  entrants  receive  prizes  of  $10,000  each  at  the  regional  level,  and  the  national  winner  receives  $25,000. 
Winning  entries  are  chosen  on  the  basis  of  originality,  efficacy,  creativity,  and  adherence  to  national  and  state  economics 
teaching  standards. 

Through  this  program,  Nasdaq  Educational  Foundation  has  become  a  Champion  in  the  Campaign  for  Economic  Literacy. 

"As  individual  savings  and  investing  grow  in  importance,  it  is  imperative  that  every  young  person  understand  the  fundamentals  of 
economics  and  how  it  affects  our  lives.  The  future  belongs  to  those  who  have  the  economic  know-how  to  capitalize  on  it," 

Frank  G.  Zarb,  chairman  &  CEO,  NASD,  Inc. 

For  more  information  about  the  teaching  awards  program,  visit  www.nationalcouncil.org/nasdaq. 
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^*     B^  Grueling  schedules.   Burned  out  staff. 

^^M  ^  ^A      |^  Anxious      customers      worldwide      in 

^L  ^J  demand  of  product  training  now.  It's 

^^^^«i  ^^1^^  I  I  time  to  rethink  your  options.  It's  time 
to  find  a  single  resource  that  can  transform  your  training  crisis  into  an 
interactive,  dynamic  learning  solution.  Caliber  is  that  resource.  We  help  you 
design  and  produce  training  content.  Then  we  deliver  it  over  the  Internet 
to  desktops  at  work,  at  home,  or  in  Authorized  Caliber  Classrooms — a  real 
classroom  experience  anytime,  anywhere.  To  find  out  how  to  turn  your 
daunting  challenges  into  spectacular  successes,  go  to  www.caliber.com,  or 
call  1-888-571-2099,  ext.  321.  Hurry.  The  phones  are  ringing. 


www.caliber.com 


(xaliber 


Powering  Learning  on  the  Net 
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4.  Know  relative  price  to  make  a  relative  decision. 

The  designer  jeans  you  have  cherished  and  worn  to 
ribbons  for  a  decade  cost  you  $25  new.  To  replace  them 
will  set  you  back  $75  today.  Is  this  a  sensible  investment? 
The  only  way  to  decide  is  to  consider  how  much  the  cost 
of  everything  has  changed  in  10  years.  It  helps  to  under- 
stand the  function  of  money,  price  stability,  and  money 
supply.  Of  course,  you  can  avoid  the  whole  dilemma  by 
comparison  shopping  and  locating  a  cheaper  pair  of  jeans. 

5.  Grow  with  trade. 

( Capitalism  meets  the  barter  system.  Specialization  means 
people  can  make  something  well  at  less  cost.  You  can 
make  10  palm  frond  hats  a  day  but  you  have  only  one 
head.  So  you  trade  the  hats  for  goods  that  you  want  and 
need.  Market  interaction,  competition,  and  entrepreneur- 
ship  complicate  the  simple  beauty  of  this  transaction. 

6.  Public  policy  affects  your  pocketbook  -  analyze  the  financial 
implications  of  your  vote. 

Most  people  agree  that  their  elected  officials  nca.\  to 
understand  economics.  It  is  also  necessary  for  voters  to 
understand.  The  economic  policies  you  support  are 
critical  to  setting  the  direction  of  the  nation.  A  framework 
for  analysis  for  decisions  about  the  national  economy  is 
necessary.  The  same  framework  can  be  used  for  deciding 
among  candidates.  How  will 
candidate  A's  position  on  health 
care  change  the  quality  of  the 
care  available  to  your  family, 
for  example?  How  will  a  trade 
agreement  result  in  lower 
produce  prices  at  the  grocery 
store,  or  better-paying  jobs 
in  your  community? 

THE  CONSEQUENCES  OF  ECONOMIC  ILLITERACY 

The  consequences  of  economic  illiteracy  can  be  staggering, 
for  individuals  and  for  the  nation.  There  are  stark  lessons 
to  be  learned  from  the  20th  Century.  During  the  1920's,  a 
thousand  economists  signed  a  petition  urging  Congress 
to  reject  the  Smoot-Hawley  Tariff  Act.  Congress  passed  the 
Act,  erecting  high  barriers  to  world  trade,  which  deepened 
a  world  recession  into  the  Creat  Depression. 

Economic  illiteracy  increases  the  probability  that  a  growing 
number  of  adults  will  experience  money,  credit,  and  career 
problems.  Young  adults  are  not  prepared  to  become  wise 
consumers,  investors,  savers,  and  members  of  the  workforce. 
Economically  illiterate  citizens  and  voters  are  less  likely  to 
make  informed  decisions. 


ECONOMIC    LITERACY 

How  do  you 
score? 


These  questions  were  excerpted  from  the  survey 

conducted  for  the  National  Council  on  Economic 

Education  by  Louis  Harris  &  Associates.  Test  your  own  , 

economic  knowledge.  (Answers  at  the  end.) 

Take  the  whole  quiz  on  the  National  Council's  web  site: 

www.nationalcouncil.org/cel. 

1.  For  most  people,  the  largest  portion  of  their 
personal  income  comes  from: 

a)  wages  and  salaries  from  their  job; 

b)  interest  from  stocks  and  bonds  they  own; 

c)  rent  paid  to  them  from  property  they  own. 

2.  The  resources  used  in  the  production  of  goods  and 
services  are  limited,  so  society  must: 

a)  make  choices  about  how  to  use  resources; 

b)  try  to  obtain  additional  resources; 

c)  reduce  their  use  of  resources. 

3.  The  stock  market  is  an  example  of  an  institution 
within  our  economy  that  exists  to  help  people, 
achieve  their  economic  goals.  The  existence  of 
this  institution: 

a)  results  in  an  increase  in  the  price  of  stocks; 

b)  brings  people  who  want  to  buy  stocks 
together  with  those  who  want  to  sell  stocks; 

c)  helps  predict  stock  earnings. 

4.  Which  of  the  following  are  most  likely  to  be  helped 
by  inflation? 

a)  people  living  on  fixed  incomes; 

b)  people  who  borrowed  money  at  a  fixed  rate 
of  interest; 

c)  banks  who  loaned  money  at  a  fixed  rate 
of  interest. 

5.  When  the  federal  government  expenditures  for  a 
year  are  greater  than  its  revenue  for  that  year,  the 
difference  is  known  as: 

a)  the  national  debt; 

b)  a  budget  deficit; 

c)  a  budget  surplus. 
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\re  you  a 
iwn  in  your 
401  (k)  money 
nanager's 

game? 

You  are  if  they  don't  have  a 
retirement-only  strategy. 


plan  ahead. 


Most  mutual  funds  lump 
investors  together  whether  they're 
saving  long-term  for  retirement 
or  short-term  for  a  ear.  But  the 
Prineipal  Finaneial  Group'  takes 
a  different  approach.  When  your 
company's  plan  invests  with  The 
Principal8;  you  can  choose  options 
that  focus  only  on  retirement 
plan  money-and  nothing  else. 
This  investment  strategy,  backed 
by  over  a  century  of  financial 
expertise,  recently  resultedin 
The  Principal  family  of  pension 
accounts  outperforming  all 
fund  families  in  a  commissioned 
study  by  Lipper 
Analytical  Service* 
Combine  this 
with  our  low  fees,  out- 
standing guaranteed  service, 
and  an  impressive  array  of 
investment  options  and  you've 
got  one  of  the  best  values  in 
retirement  planning.  No  wonder 
more  employers  choose  us  for 
their  401(k)  plans  than  any  bank, 
mutual  fund,  or  insurance  com- 
pany!. For  more  information, 
call  1-800-255-6613.  Then  tell 
your  current  provider,  checkmate. 


Plan  Ahead.  Get  Ahead, 


get  ahead. 


Principal 


Financial 
Group 

)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages  •  life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Rinds 

)'>n  Principal  i  iii  Insurance  (  ompany,  Des  Moines,  IA  50392  *Krom  a  study  of  leading  mutual  fund  families  by  Upper  Analytical  Service  commissioned  h\ 
iniipal  Results  based  on  a  5-year  track  record  through  12  31  97,  using  Upper's  criteria  as  applied  by  The  Principal  for  their  separate  accounts  as  a  lamih 

(id  niag.i/inc,  April  May  I'WB,  Senior  financial  Executive  Ranking   Products  and  services  offered  through  Principal  life  Insurance  ( "ompany  (The  Principal! 

Us  subsidiaries  and  affiliates   Mutual  funds  and  securities  distributed  through  Prlncor  financial  Services  Corporation  (member  Sll't  | 

Securities  and  health  care  products  not  available  in  all  states 

www.principal.com 
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Economic  Literacy 


AMERICA  NEEDS  ECONOMIC  EDUCATION 

A  recent  national  survey  of  adults  and  high  school  students, 
commissioned  by  the  National  Council  on  Economic 
Education,  funded  by  Merrill  Lynch  and  conducted  by 
Louis  Harris  &  Associates,  revealed  that  we  are  a  nation 
of  economic  illiterates.  Americans  get  failing  grades  on 
questions  about  basic  economics. 

•  Nearly  two-thirds  of  those  surveyed  did  not  know  that, 
in  times  of  inflation,  money  docs  not  hold  its  value. 

•  Half  of  adults  and  almost  two-thirds  of  the  students  did 
not  know  that  the  stock  market  provides  a  venue  for 
people  to  buy  and  sell  stocks. 

•  Only  54%  of  adults  and  23%  of  students  knew  that  when 
a  government  spends  more  money  than  it  raises,  that 

is  a  deficit.  One  quarter  of  those  surveyed  confused 
"budget  deficit"  with  "national  debt." 

According  to  John  T.  Dillon,  chairman  and  CEO  of 
International  Paper  Company  and  chairman  of  the  National 
Council's  board,  the  number  of  "Don't  Know"  responses  is 
the  most  troubling  evidence  from  the  survey.  Dillon  notes, 
"More  than  25%  of  the  students  don't  know  that  society 
makes  choices  about  its  use  of  resources.  Nearly  a  quarter  of 


the  adults  and  35%  of  the  students  don't  know  they  have 
a  role  in  deciding  what  goods  and  services  will  be  produced| 
in  the  country. 

"People  who  are  economically  illiterate  decide  things  - 
important  things  -  by  chance.  Those  who  do  not  have  the 
opportunity  to  learn  economics  are  shortchanged.  People 
can't  work  successfully  in  the  world  if  they  don't  know  how| 
the  world  works.  Economic  literacy  is  the  passport  to  a 
bright  future." 


MCI  WORLDCOM  FOUNDATION 


The  Goal:  To  provide  Internet-based  educational  materials  that  would  be  embraced  by  teachers,  parents,  and  students  alike. 

Plan  of  Action:  EconEdLink        www.nationalcouncil.org 

EconEdLink  was  developed  by  the  National  Council  on  Economic  Education  through  a  unique  partnership  with  MCI  WorldCom 
Foundation.  Created  for  Internet  use,  the  MarcoPolo  Project  provides  an  innovative  approach  to  educational  materials  in  a  well- 
researched  and  screened  delivery  system.  The  site  is  used  in  schools  and  teacher  workshops  conducted  by  the  EconomicsAmerica® 
network  of  over  300  affiliated  state  Councils  and  university-based  Centers  for  Economic  Education. 

The  materials  can  easily  be  applied  across  the  K-12  curriculum  for  math,  science,  language  arts  and  social  studies.  The  Economics- 
Minute  provides  a  lesson  and  resources  for  a  topic  to  be  explored  in  a  single  classroom  session.  NetNewsLine  is  an  on-line  resource 
for  discussion  of  current  topics  in  economic  education.  CyberTeach!  is  an  interactive  guide  providing  sample  lessons  and  step-by-step 
assistance  for  building  an  Internet  lesson  in  economics.  In  addition,  DataLinks  provides  current  economic  data  for  teachers  to  use 
in  the  classroom.  EconEdLink  also  provides  links  to  select  web  sites  reviewed  by  a  Blue  Ribbon  panel  of  educators. 

MCIWorldCom,  a  Champion  of  the  Campaign  for  Economic  Literacy,  partners  with  a  number  of  prestigious  organizations  through 
its  MarcoPolo  Project,  to  provide  innovative  Internet  resources  for  education. 

"The  MarcoPolo  Project  and  EconEdLink  help  teachers  develop  their  students'  skills  in  thinking  and  solving  problems  -  skills  they 
can  use  throughout  their  lives,  especially  in  today's  global  and  technologically-challenging  world.  EconEdLink  safely  steers  students 
into  the  21st  Century  of  learning  through  technology." 
Bert  C.  Roberts,  Jr.,  chairman,  MCI  WorldCom 
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CITIBANK 
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They    get    all    the 

returns 

on    our    $1,  0  0  0,  0  0  0 

investment. 


tibank — encouraging  and  promoting 
pnomic  literacy  in  our  schools. 

ligned  to  bring  real-world  economics  into  the 
Isroom,  The  Fed  Challenge  is  a  national  competition 
Insored  by  participating  Federal  Reserve -Banks 
I  ms  of  high  school  students  develop  and 

lommend  monetary  policy  for  the  United  States. 
I  will   present   to   the   Federal   Open   Market 

nmittee    at    the    Federal    Reserve    Board    in 

ihington,  D.C. 


Citibank's  sponsorship  of  scholarships  and  grants  fo 
The  Fed  Challenge,  now  in  its  third  year,  is  one  example 
of  our  commitment  to  education.  One  we  pian  to 
continue  well  into  the  future. 

To    participate    or   obtain    more    informatioi 
The   Fed   Challenge,   call  1-877-FED-CHLG   Bi 
the   Web   site  at  www.ny.frb.org. 
information  on  education  financing  with  CitH 
go  to  www.studentloan.com 
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ECONOMIC  EDUCATION  FOR  GRADES  K  12 

In  1994,  the  U.S.  Congress  designated  economics  as  one  of 
the  nine  core  subjects  to  be  taught  in  America's  schools. 
As  a  result,  the  National  Council  on  Economic  Education 
developed  the  Voluntary  National  Content  Standards  in 
Economics  for  use  in  economics  curricula  in  the  states.  Yet, 
almost  five  years  later,  although  39  states  include  economics 
in  their  adopted  educational  standards,  only  27  mandate 
that  the  standards  be  implemented  in  their  schools.  Sixteen 
states  require  an  economics  course  in  the  school  system 
and  just  14  make  it  a  requirement  for  graduation. 

According  to  AT&T's  chief  economist,  G.  Mark  Dadd, 
"We  need  to  set  uniform  standards,  provide  professional 
development  to  teachers,  create  high  quality  programs  to 
engage  students,  reach  children  at  younger  ages,  reward 
excellent  teachers  and  use  technology  to  extend  our  reach. 
We  have  to  be  pragmatic  about  reaching  out  in  the  most 
effective  ways." 

ECONOMIC  EDUCATION  FOR  EMPLOYEES 

The  Business  Roundtable  recently  commissioned  a  study 
of  seven  companies,  conducted  by  the  National  Council,  to 
test  employees'  knowledge  of  basic  economics.  More  than 
28%  of  the  employees  failed  to  see  the  connection  between 
their  companies'  interests  and  their  own.  They  would  have 


A  SHORT  GLOSSARY  FOR  ECONOMIC  LITERACY 

Economic  literacy  -  the  knowledge  and  ability  to  assess 
problems,  make  choices,  and  understand  the  choices  of  others 
as  consumers,  workers  and  citizens  in  local,  national  and 
global  economies. 

Deficit  -  an  excess  of  expenditure  over  revenue. 

Demand  -  how  much  a  consumer  is  willing  and  able  to  buy 
at  each  possible  price. 

Entrepreneur  -  a  person  who  organizes,  operates  and  assumes 
the  risk  for  a  business  venture. 

Marginal  analysis  -  making  decisions  based  on  the  impact 
of  the  next  dollar  spent,  or  the  change  one  more  unit  would 
bring  about. 

Market  -  any  setting  in  which  exchange  occurs  between 
buyers  and  sellers. 

Money  supply  -  currency,  checks  and  deposits  that  are  used 
to  make  purchases  and  payments. 

Opportunity  cost  -  the  value  of  the  next  best  alternative  that 
must  be  foregone  when  a  choice  is  made. 

Price  stability  -  an  economy  without  inflation  or  deflation. 

Scarcity  -  Insufficient  amount  or  supply.  A  good  or  service  is 
scarce  if  there  is  less  of  it  than  people  would  like  to  have. 

Supply  -  how  much  a  producer  is  willing  and  able  to  offer  for 
sale  at  each  possible  price. 
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MORTGAGE  BANKERS  ASSOCIATION  OF  AMERICA 


The  Goal:  To  provide  young  people  with  the  economic  reasoning  and  decision-making  skills  they  need  to  make  personal 
financial  decisions  in  their  lives. 

Plan  of  Action:  The  Economics  of  Homeownership 

Research  shows  that  the  American  Dream  of  homeownership  is  still  high  on  the  list  for  young  people.  But  wouldToe  homeowners 
do  not  have  the  skills  to  understand  the  choices  necessary  to  secure  that  dream.  Mortgage  Bankers  Association  of  America, 
a  partner  with  the  National  Council  on  Economic  Education,  is  underwriting  the  addition  of  more  personal  finance 
economics  to  the  National  Council's  web  site.  These  teacher  resources  will  help  students  understand  how  to  use  credit  in  a 
responsible  manner,  to  manage  their  finances  well,  and  to  be  prudent  savers  and  investors  -  so  they  will  be  better  prepared  to 
purchase  a  home. 

NetNewsLine,  EconomicsMinutes,  and  DataLinks  will  give  teachers  new  lessons  and  resources.  The  EconEdLink  portion  of  the 
project  will  develop  nine  EconomicsMinutes,  lessons  that  can  be  taught  in  a  single  class  session.  They  can  be  accessed  through 
EconEdLink  at  the  National  Council's  web  site  (www.nationaIcouncil.org).  Current  information  will  be  added  to  the  NetNewsLine 
and  DataLink  sections  of  the  site.  In  addition,  lessons  for  a  new  personal  finance  economic  section  of  the  National  Council's 
site  are  in  development.  State  Councils  and  state  MBAs  are  also  creating  partnerships. 

The  Mortgage  Bankers  Association  of  America  is  a  Champion  in  the  Campaign  for  Economic  Literacy.  For  more  information  on  the 
economics  of  home  ownership,  visit  www.economicsamerica.org/econedlink. 
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H's  never  too  earty  to  teach  our  kids  about  economics. 
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AMERICA'S  PROMISE 

,K  YOUTH 


TheMcGrawHill  Companies 

Keeping  the  world  up  to  speed. 


The  McGraw-Hill  Companies  is  keeping  America's  Promise. 
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failed  if  the  survey  had  been  a  test.  Those  are  adults  who 
are  likely  to  make  poor  personal  financial  decisions. 

"I'm  living  so  far  beyond  my  income  that  we  may  almost 
be  said  to  be  living  apart,"  wrote  the  poet  e  e  cummings. 
That  is  the  distinctly  unfunny  situation  of  many  working 
people  who  never  learned  economics.  Employers  are 
beginning  to  provide  opportunities  for  their  employees  to 
acquire  the  analytic  skills  that  will  increase  workers' 
personal  options  and  keep  the  workforce  competitive. 

A  NATIONWIDE  SOLUTION: 

THE  CAMPAIGN  FOR  ECONOMIC  LITERACY 

A  coordinated,  concerted  effort  to  make  America  econom- 
ically literate  is  what's  needed.  Armed  with  those  alarming 
survey  results  and  the 
recognition  of  most  adults 
that  economics  is  essential, 
the  National  Council  on 
Economic  Education  launched 
the  Campaign  for  Economic 
Literacy  through  its  nationwide 
EconomicsAmerica®  network. 


The  Campaign  for 

Economic 
Literacy 


The  Campaign  meets  the  challenge  head-on  with  a  program 
of  advocacy  and  educational  reform.  Its  goals  and  its  actions 
are  simple  but  revolutionary. 

What  the  Campaign  will  do: 

•  Ensure  that  economic  literacy  becomes  a  top  priority  on 
the  education  agenda  of  the  nation  and  every  state. 

•  Expand  the  effective  teaching  of  high-quality,  standards- 
based  economic  education  into  every  state  and  every 
school  district. 

•  Teach  all  Americans  the  economic  reasoning,  problem- 
solving,  and  decision-making  skills  they  need  and  can  use 
in  their  lives. 

How  to  do  it: 

•  Elevate  economics  to  the  fourth  "R,"  making  it  part  of 
the  core  curriculum. 

•  Give  students  throughout  the  country  uniformly  excellent 
economic  education. 

•  Develop  innovative  approaches  for  reaching  the  nation's 
youth  and  teaching  economics. 

•  Mobilize  people  to  endorse  and  support  economic 
education  in  our  schools,  communities,  and  the  workplace. 


INTERNATIONAL  PAPER  COMPANY 


The  Goal:  To  expand  teachers'  professional  development  in  economic  education  using  new  technologies.  • 

Plan  of  Action:  Economics  for  All  Teachers 

Through  International  Paper  Company  funding,  the  National  Council  on  Economic  Education  provides  support  to  30  Economics- 
America®  Councils  to  conduct  professional  development  workshops  in  the  use  of  the  CD-ROM,  Virtual  Economics™ 

Virtual  Economics™  originally  produced  with  a  grant  from  the  National  Science  Foundation  and  updated  with  support  from 
SIFEE  and  MBAA,  provides: 

•  30,000  pages  of  resources  for  teachers  to  use  in  designing  classroom  lesson  plans  for  grades  K-12; 

•  a  gallery  of  interactive  activities  to  teach  the  economics  principles  everyone  should  know; 

•  a  quick  and  easy  way  to  select  lessons  to  teach  grades  K-12  using  the  Voluntary  National  Content  Standards  in 
Economics; 

•  newsreel  footage  and  films  that  bring  economics  to  life; 

•  detailed  information  about  The  Stock  Market  Game™ 

International  Paper  Company  is  a  Champion  in  the  national  Campaign  for  Economic  Literacy. 

"We  at  International  Paper  Company  are  committed  to  supporting  the  efforts  of  the  National  Council  to  expand  its  reach  and 
grow  its  excellent  delivery  system  through  the  national  Campaign  for  Economic  Literacy." 
John  Dillon,  chairman  &  CEO,  International  Paper  Co. 

For  more  information  about  the  CD-ROM  Virtual  Economics,  visit  www.nationalcouncil.org/catalog. 
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WE'VE  ALWAYS  SAID  THE  MIDWEST 
IS  A  GOOD  PLACE  TO  RAISE  A  FAMILY. 


Kids  need  a  good  environment  growing  up.  Especially  if  they  can  grow  to 
over  15  feet  tall.  So  when  the  International  Center  for  the  Preservation  of  Wild 
Animals  needed  a  location  for  an  endangered  animal  conservation  and  research 
center,  we  knew  just  the  place.  The  Wilds  is  in  southeastern  Ohio  on  more  than 
9.000  acres  of  reclaimed,  mined  land  donated  by  AEP.  Supplying  a  good  home 
for  animals  like  giraffes,  rhinos,  scimitar-horned  oryx  and  Bactrian  camels  is 
another  way  we're  using  ideas  to  make  the  world  better.  Ideas  with  power." 
To  find  out  more,  visit  AEP  and  The  Wilds  at  www.aep.com. 


AEP:  ■America's  tuerg]-  hirli- 
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Who  will  do  rt: 

Partnerships.  There  is  strength  in  numbers.  In  order  to 
bring  standards-based  economic  education  to  our  schools, 
we  will  have  to  band  together  to  influence  Congress,  state 
governments,  and  local  school  districts.  The  commitment 
of  a  variety  of  constituencies  will  create  the  necessary 
momentum  -  leadership  and  vision  from  educators, 
corporations,  labor,  government,  and  families.  We  need 
economic  education  on  the  agenda  at  the  next  school  board 
meeting  -  and  on  the  report  card  at  the  end  of  the 
school  year. 

Many  of  the  nation's  largest  companies  are  already 
sponsoring  programs  to  expand  economic  education 
through  partnerships  with  individual  schools,  economics 
fellowships  for  teachers,  and  development  of  high-tech 
teaching  materials. 

What  you  can  do: 

Get  involved  with  your  state's  EconomicsAmerica®  state 
Council  on  Economic  Education  and/or  regional  Centers  for 
Economic  Education.  They  lead  the  development  of  state 
economics  standards,  infusing  content  and  decision-making 
skills  into  the  K-12  curriculum,  and  providing  professional 
development  and  resources  for  teachers.  Get  involved  with 


other  economic  education  non-profits  who  are  Campaign 
partners,  such  as  the  National  Academy  Foundation 
internship  program  and  high  schools  of  economics  and 
finance  in  your  area.  There  are  any  number  of  ways  you  can 
help,  including  bringing  information  to  public  officials  and 
decision-makers. 

Join  the  national  Campaign  for  Economic  Literacy. 
Organizations  and  foundations  can  become  Champions 
through  projects  and  support,  and  individuals  can  become 
Associates  in  the  effort. 

Your  voice  counts.  Speak  out  for  a  brighter  future  for 
our  young  people.  You  can  be  a  financial  supporter,  a 
communicator,  an  advocate  for  change,  a  parent-organizer 
at  the  school  board  level,  a  teacher  in  search  of  a  better 
curriculum  for  students,  a  student  who  wants  that  bright 
future  unlocked.  The  key  is  economic  literacy.  Economic 
education  opens  minds  and  opens  doors.  It's  time  we  made 
it  available  to  everyone. 

You  can  reach  the  National  Council  on  Economic  Education 
and  its  EconomicsAmerica®  network  of  affiliated  state 
Councils  and  university-based  Centers  for  Economic 
Education  through  the  Internet  at  www.nationalcouncil.org, 
or  by  telephoning  1-800-338-1 192. 


THE  MCGRAW-HILL  COMPANIES 


The  Goal:  To  provide  educators  in  grades  K-12  with  models  on  how  to  infuse  economics  into  their  curricula  and  to  provide 
virtual  access  through  the  Internet  to  corporate  volunteers. 

Plan  of  Action:  Economics  in  Schools  and  Virtual  Volunteering 

The  partnership  program  with  The  McGraw-Hill  Companies  targets  economic  literacy  through  model  demonstration  projects  that 
provide  standards-based  economic  education  for  K-12  students  in  selected  school  districts  across  the  nation.  A  key  component  to 
the  program  includes  web-based  lessons,  with  virtual  connections  to  McGraw-Hill  employee-mentors. 

Other  aspects  of  The  McGraw-Hill  Companies'  Program  include 

•  an  economics  curriculum  project  with  at-risk,  inner-city  youth  at  Morris  High  School  in  the  Bronx  (McGraw-Hill's  adopted 
school);  and 

•  in-kind  support  to  the  National  Council  to  further  the  Campaign  for  Economic  Literacy. 

The  McGraw-Hill  Companies  is  a  Champion  in  the  national  Campaign  for  Economic  Literacy. 

"Economic  literacy  unlocks  the  doors  to  opportunity.  Today,  the  driving  forces  of  global  growth  and  technological  innovation  are 
transforming  our  world  and  shaping  our  future.  Our  young  people  need  to  become  full  participants  in  the  global  economy  and 
to  create  a  brighter  future  for  us  all." 
Harold  McGraw  III,  president  &  CEO,  The  McGraw-Hill  Companies 

For  more  information  about  the  project,  visit  www.mcgraw-hill.com/corpinfo/philanthropy/partners.html. 
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Our  best  thinking  usually  happens  out  here. 


We're  not  just  about  boxes.  Or  paper.  Or  building  materials.  We're  about  developing  innovative 


solutions 


for  each  and  every  one  of  our  customers. This  approach 


has  earned  us  over 


1107  patents  that  have  helped  our  customers  transform  the  way  they  do  business. 
How  can  we  help  you  grow  your  business?  Find  out  at  www.internationalpaper.com. 
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From  innovation  to  results. 

©1999  International  Papei 
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The  appeal  of  Tl  DSPs 

is  their  perfect  combination 

of  excellent  development 

tools  for  a  multitude  of 

applications  and  a  stockpile 

of  software  libraries. 

55 


The  Tl  TMS320C5000  DSP 
platform  offers  reprogram- 
mability,  code  reutilization 
and  low  energy  consumption, 
making  it  the  driving  force  for 
gaining  an  advantage  over 
the  competition. 

44 

Coupled  with  the  flexibility 

afforded  by  Tl  DSPs, 

you  get  accelerated 

time  to  market,  making 

a  fast  market  entry  possible 

from  anywhere. 

55 
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HDW  SDLITDN  SYSTEMS 
QUICKLY  CAUGHT  THE  VoIP  WAVE 

THEIR  CHOICE:  DSPs  FROM  Tl. 


Tl  DSPs  and  third-party  software  enabled  Soliton  Systems  to 
rapidly  introduce  Japan's  first*  VoIP  telephone  system. 


VoIP  (Voice  over  Internet  Protocol)  for 
voice-signal  interchanges  of  transmissions 
over  data  networks  has  been  drawing 
considerable  attention.  One  of  the  reasons 
is  the  introduction  of  the  Internet  telephone. 
Since  it  can  also  dramatically  reduce  long- 
distance charges,  especially  international 
calls,  this  technology  has  become  a  topic  of 
great  interest  at  large  companies,  as  well  as 
to  small-office/home-office  users. 

With  its  Solphone  1000  series,  Soliton 
Systems  K.K.  has  become  the  first  company 
in  Japan  to  develop  such  a  VoIP/Internet 
telephone.  All  the  functions  have  been  con- 
solidated into  a  compact  design.  The  result: 
customers  in  Japan  using  Solphone  1000s 
•  an  make  telephone  calls  over  the  Internet 


without  the  need  for  special  equipment, 
routers  or  switches.  The  TMS320C5000 
DSP  from  Texas  Instruments  enabled 
the  early  market  debut  of  the  Solphone 
1000  series.  A  deciding  factor  in  selecting 
the  'C5000  was  the  availability  of 
leading-edge,  third-party  software 
developed  specifically  for  Tl  DSPs.  That 
and  the  unique  combination  of  the  high 
performance,  low  power  consumption 
and  competitive  pricing,  plus  program- 
mability  for  a  variety  of  audio  processing 
standards,  made  the  'C5000  DSP  from 
Tl  the  perfect  choice.  Let  us  show  you 
how  a  Tl  DSP  can  be  your  perfect 
choice  and  help  you  catch  the  next 
wave  of  product  innovation. 


The  'C5000  platform  has  become 
the  de  facto  standard  in  the 
field  of  VoIP  It's  driving  the 
fusion  of  voice  and  data  in  the 
world  of  communications. 


lEl!-^ 


Software  available  from  over  250 
third-party  sources  and  easy-to-use, 
highly  code-efficient  development 
tools  make  it  possible  to  cut  costs 
and  enter  markets  fast 


A 


The  low-power-consumption 
performance  of  the  C5000  makes 
it  ideal  for  portable  digital  products 


fwww.ti.com/dspj 


1  i-'n  I  Introduced  the  ( pon  voice/fax  support  H.323  standard  equipped  model  lr  lapan     16-9189 
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INTERNET-BASED  LEARNING 

The  Goal:  To  help  students  understand  the  functions  of  a  market  economy  and  to  help  them  become  informed  investors 
and  savers. 

Plan  of  Action:  NationalCouncil  www.nationalcouncil.org 

The  Stock  Market  Game™     www.smgww.org 
and  The  Mint  www.themint.org 

The  Stock  Market  Game"  (SMG  WORLDWIDE)  is  a  popular  interactive  educational  tool  used  primarily  in  grades  4-12.  It  motivates 
learning  about  economic  principles,  finance,  and  the  American  economic  system.  Students  meet  core  educational  requirements 
while  participating  in  an  exciting,  interdisciplinary  simulation  of  the  stock  market. 

The  Securities  Industry  Foundation  for  Economic  Education  (SIFEE),  an  affiliate  of  the  Securities  Industry  Association  (SIA), 
works  in  partnership  with  the  National  Council  on  Economic  Education  to  deliver  The  Stock  Market  Game."  For  two  decades, 
the  game  has  helped  more  than  seven  million  students  in  the  U.S.  and  in  15  other  countries  learn  how  financial  markets  work  and 
how  capital  is  raised  to  fund  business  growth.  In  most  cases,  The  Stock  Market  Game™  is  distributed  through  EconomicsAmerica® 
the  non-profit,  national  network  of  state  Councils  and  university-based  Centers  for  Economic  Education  affiliated  with  the  National 
Council  on  Economic  Education. 

The  Mint  is  a  new  web  site  sponsored  by  the  Northwestern  Mutual  Life  Foundation  and  the  National  Council  on  Economic 
Education.  It  is  designed  to  teach  middle  and  high  school  students  financial  and  economic  literacy  skills.  The  site  provides  on-line 
information  about  topics  such  as  budgeting,  investing,  saving,  and  spending,  and  offers  quizzes,  games,  and  even  a  glossary  of 
basic  terms. 
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LASSES  ON 
POCKS  AND 
ITFOLIOS  OF 
)ND  FUNDS 


I  Want  My  NYSE: 
Teens  Meet  the  Market 

More  and  more  schools  are  teaching  kids  how  to  invest 


BY  JOAN  OLECK 

It's  the  first  week  of  school  at  Aquinas  High 
in  New  York's  South  Bronx.  Floors  are  pol- 
ished to  a  glossy  sheen,  white  blouses  and 
gray  skirts  are  freshly  pressed,  and  students 
in  Ann  Murray's  G  period  economics  class 
are  encountering  for  the 
first  time  this  thing  called 
the  stock  market.  Sure,  they've 
heard  of  it.  But  stocks,  bonds, 
and  dividends  remain  largely  alien  concepts.  "I 
only  know  what  I  see  on  cnn — where  [traders 
are]  throwing  papers  at  each  other,"  says  Kariba 
Lang,  16. 

That  knowledge  barrier  is  about  to  fall.  Murray 
will  soon  have  her  students  at  this  Catholic  all- 
girls  school  reading  stock  tables  like  pros.  They'll 
also  be  trading  shares  using  real  money.  This  is 
the  sixth  year  Murray  has  imbued  kids  with  the 
ways  of  Wall  Street.  Along  the  way,  her  pupils 
have  run  up  a  record  that  should  be  the  envy  of 
more  seasoned  investors  (table,  page  230).  In- 


Kids  &  Money 


deed,  Murray  is  one  of  a  growing  number  of 
teachers  exposing  young  people  to  stock  market 
simulations  or  showing  them  how  to  read  corpo- 
rate financial  statements.  The  goal:  making  them 
better  investors  and  students  of  the  economy. 
Why  now?  "The  impact  of  the  market  we're  in 
is  that  lots  more  people  are  in- 
terested in  investing  and  sav- 
ing," says  Richard  Brueckner, 
chief  executive  of  the  Securi- 
ties Industry  Foundation  for  Economic  Educa- 
tion, which  sponsors  a  popular  teaching  tool 
called  The  Stock  Market  Game.  The  game  al- 
lows teams  of  students  in  grades  4  to  12  to  in- 
vest an  imaginary  $100,000  in  actual  stocks  and 
compete  to  build  a  winning  portfolio.  Some  25,000 
schools  participate  in  the  10-week  simulation, 
which  is  now  on  the  Internet  (www.smgww.org). 
The  Stock  Market  Game  is  hardly  the  only  in- 
dex of  growing  interest  in  teen  financial  educa- 
tion. Jeffery  Fox,  director  of  youth  education 
for  the  National  Association  of  Investors,  says  a 
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UNFORTUNATELY,  IT 


TAKES  A  LOT  MORE  THAN 
THIS  TO  MAKE  IT  IN  THE 

DIGITAL  ECONOMY. 


In  an  Internet-driven  economy,  it  takes  a  lot  more  than  a  web  site  to  succeed.  It 
takes  a  whole  new  strategy.  But  which  strategy?  Should  you  integrate  e-business  with 
your  existing  operations?  Spin  off  an  e-business  subsidary?  Or  transform  completely 
into  an  e-driven  company?  What  will  work  for  you?  And  what  are  the  leaders  doing? 

Get  the  answers  at  the  Fourth  Annual  Business  Week  Conference  on  the  Digital 
Economy.  You'll  hear  from  e-business  experts  such  as: 


■  Carly  Fiorina,  Hewlett-Packard  Company 

■  George  Bell,  ExciteOHome 

*  Jonathan  Bulkeley,  barnesandnoble.com 

•  John  T.  Chambers,  Cisco  Systems,  Inc. 

■  Halsey  Minor,  CNET 

■  Charles  S.  Feld,  Delta  Air  Lines,  Inc. 


s  Sateesh  B.  Lele,  Avon  Products,  Inc. 

■  John  B.  McCoy,  Bank  One  Corporation 
*  Gideon  Sasson,  Electronic  Brokerage, 

Charles  Schwab  &  Co.,  Inc. 

■  Don  Tapscott,  The  Alliance  for 
Converging  Technologies 

Discover  their  distinct  business  models,  the  challenges  they  face,  and  the  lessons 
they've  learned.  Join  us  December  1-2,  1999,  at  the  Fairmont  Hotel  in  San  Francisco  to 
find  out  how  your  company  can  become  an  e-business  machine.  For  more  information, 
or  to  register: 

Go  to:  http://conferences.businessweek.com/  1999/digital 

e-mail:  julie_terranova@businessweek.com 

phone:  888-239-6878 

fax  on  demand:  888-239-6878,  document  #120 


THE  FOURTH  ANNUAL  BUSINESS  WEEK  CONFERENCE  ON 

THE  DIGITAL  ECONOMY 

DECEMBER  1-2  ■  SAN  FRANCISCO,  CALIFORNIA 


Presented  by: 


BusinessWeek 


In  partnership  with: 

IEWLETT 
PACKARD 
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l  /  Hvision  o/  77ic  McGraw  Hill  ( 'omptmks 

Sponsored  by: 

CNET,  Lawson  Software,  Legato  Systems,  Inc., 
Lucent  Techologies,  Inc.,  Novell,  StorageTek,  USWeb/CKS 
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Kids  &  Money 


Had  anyone 
with  big  money 
invested  in  the 
kids'  stocks, 
they  "would 
have  made  a 
fortune,"  says 
one  adviser 


push  from  teacher-mem 
hers  helped  prompt  his 
organization  to  pioneer 
a  home-study  course  for 
kids  called  "Investing 
for  Life."  Even  Wall 
Street's  traditional  in- 
stitutions  are   focusing  on 
youth  education.  Salomon 
Smith  Barney  introduced 
Take    Your    Parents    to 
School   Day  in   February, 
featuring  a  special  finance 
curriculum.  Merrill   Lynch 
declared  April  International  Saving 
Month    to    encourage    savings 
among  kids.  And  the  New  York 
Stock     Exchange    reports    in- 
creased participation  in  its  annu- 
al teacher  workshops. 
SIXFOLD  JUMP.  Yet  for  all  these 
efforts,  only  a  few  add  real  cash 
to  the  mix.  In  a  depressed  area 
of  North  Philadelphia,  teacher 
David  Kaplan  set  up  the  Pro- 
gram for  Economic  Development 
at  Julia  de  Burgos  Bilingual  Mid- 
dle Magnet  School  and  William 
Penn  High  School.  Kids  work  in 
concessions    selling    food    and 


Junior  Moneymakers 

Ann  Murray's  stock-pickers 
at  Aquinas  High  School 
in  the  Bronx,  N.  Y,  have 

bested  many  of 

Wall  Street's  stock-pickers. 

Here's  their  record: 


YEAR 


PERCENTAGE 


1995 
1996 
1997 


85.9% 

10.5 
__. 


hope  will  be  an  inc 

value.  Murray  doesn' 

draw  any  money  fro 

stock  portfolio.  Instea 

pays  the  students  on 

cash  box  that  contair 

ceeds  from  the  original 

sale.  Any  shortfalls  co: 

of  her  own  pocket. 

And    boy,    have    the 

jumped.  The  portfolio's  valu 

recently  $3,361,  a  sixfold  in 

over  five  years.  Says  Pain 

ber  broker  Craig  Biszick,  who 

the  class:  "The  stocks  the  kids  sel 

had  anyone  invested  big  r 

with  them,  would  have  m| 

fortune." 

The  portfolio  has  had  so 
and  downs,  however,  an 
fund's  shares  have  ranged 
930  to  $1.86  apiece.  Rec 
they  were  worth  $1.13. 
time  they  have  approach 
the  "stockholders"  have  vol 
split  to  keep  shares  affor 
Students  are  required  to  o 
least  one  share,  but  a  few 
bought  as  many  as  40.  If 
one  can't  afford  the  cost  of 


school-logo  items  in  return  for  1998  —11.3  Murray  advances  the  casr 

stock.  At  the  end  of  the  semes-  1999*  116.8  lets  the  student  work  ofj 

ter,  they  share  in  the  profits.  .      Annual  Return 352 "loan"  by  doing  odd  Jobs  ar 

Murray's  investment  club  in  the  the  classroom. 


Bronx  began  after  she  had  been 

using  a  simulation  for  the  stock  market,  then  one 
day  mused:  "Wouldn't  it  be 
great  to  really  do  it?"  Thus 
was  born  the  Aquinas  Eco 
stock  portfolio  and  invest- 
ment fund. 

Murray  started  by  per- 
suading a  vice-president  she 
knew  at  PaineWebber  to 
get  the  firm  to  manage  the 
students'  portfolio.  She 
raised  the  $500  minimum 
by  getting  150  girls  and  fac- 
ulty members  to  kick  in  $1 
each,  and  a  donor  to  add 
$360.  The  brokerage  agreed 
to  waive  its  commission  and 
charge  only  the  Securities 
&  Exchange  Commission 
minimum — then  $3.80  a 
trade,  now  $4.50. 

Then  she  set  up  the 
Aquinas  Eco  fund.  At  the 
beginning  of  each  semester, 
students  pay  around  $1  per 
share  to  buy  into  the  fund, 
whose  results  mirror  the 
performance  of  the  stock 
portfolio.  When  the  semes- 
ter ends,  students  cash  out 
their  shares — at  what  they 


*YTD    DATA  PAINEWEBBER;  BUSINESS  WEEK 


Since  Aquinas  Eco  shares 
or  fall  depending  on  the  portfolio's  results^ 
dents  feel  the  impact  of  their  decisions 
which  stocks  to  buy  and  sell.  In  November, 
after  a  spirited  debate,  they  bypassed  Dell 
puter  at  30%  in  favor  of  Compaq  Comput^ 
34fc  Today,  Dell  is  trading  at  48M,  while  Cor 
is  around  23.  They  felt  much  happier  about 
move  to  buy  one  share  of  America  Online  | 
same  month  at  93%  Shortly  after,  the  stock 
and  now  it's  back  up  around  89.  Other  wir 
have  been  Microsoft,  Intel,  and  Merck, 
losers  have  included  Toys  'R'  Us  and 
The  best  student  move,  Murray  says,  wasl 
decision  to  reinvest  their  Microsoft  gains  in[ 
er  stocks. 

Murray  says  the  investing  exercise  helps  | 
dents  understand  the  importance  of  long- 
goals.  "What  students  used  to  do  was  go 
check-cashing  store  and  spend  an  enorr 
amount  to  cash  their  paychecks,  then  put| 
money  in  an  envelope  or  a  shoebox."  Pay 
disappeared  into  clothes  and  CDs.  Now, 
save  in  a  bank  account.  Paula  Washington, 
sophomore  at  City  University  of  New 
chose  to  keep  her  30  Aquinas  Eco  shares 
graduating.  She  says  she  wants  to  stay  cor 
ed  to  Murray  until  she  turns  18  and  can 
the  real  thing"  via  a  broker  with  money  she  I 
saved  from  typing  student  papers.  Then,  if| 
says  she's  making  an  educated  guess  aboi 
stock,  you'd  better  believe  her. 
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When  you're  not  informed,  it  shows. 


We've  all  been  there.  Not  having  that  crucial  piece  of  information  can,  shall 


we  say,  leave  a  less  than  favorable  impression.  Presenting  Hoovers  Online. 


With  original,  penetrating  editorial  coverage  that  includes  company  profiles, 


industry  snapshots  and  business  news,  you'll  never 


find  yourself  at  a  loss  again.  Know  thy  stuff.  www.hoovers.com 
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BusinessWeek  Investor 


Mutual  Funds 


I  HS9 


Creating  a  Better 
Bond  Fund  Mix     4 

Online  tools  help  you  find  the  right  combo 


BY  JEFFREY  M. 
LADERMAN 


Bond  funds  should  be  a  natural 
choice  for  income-oriented  in- 
vestors. But  so  many  funds  have 
disappointed  over  the  years,  with 
their  steep  sales  fees,  high  ex 
penses,  and  ho-hum  returns, 
that  many  people  opt  for  U.S. 
Treasury   notes   or  investment- 
grade  municipal  bonds. 

In  so  doing,  however,  investors  are 
missing  opportunities.  How  else  but  in 
a  mutual   fund   could   all   but  the 
wealthiest  people  invest  in  a  pool  of 
adjustable-rate  mortgages,  a  slice  of  a  syndicat- 
ed bank  loan,  or  a  New  Zealand  government 
bond?  Indeed,  if  you  build  an  income-oriented 
portfolio  using  low-cost  funds  that  exploit  these 
less  familiar  corners  of  the  bond  market,  you 
can  achieve  a  significantly  higher  yield  with  only 
a  modest  pickup  in  interest-rate  and  credit  risk. 
How  much?  business  week  constructed  a  di- 
versified bond-fund  portfolio,  and  its  results  are 
gratifying:  Had  you  gone  into  it  a  year  ago,  you 
could  have  picked  up  about  1.7  percentage  points 
in  yield  over  a  portfolio  of  short-term  Treasuries. 
That  may  not  sound  like  much,  but  in  the  bond 
realm,  it's  a  virtual  home  run. 

The  portfolio  we  built  has  an  average  credit 
rating  of  about  A-  to  BBB+,  the  lower  end  of 
the  investment  grade.  Sure,  the  portfolio,  like 
any  fixed-income  investment,  could  suffer  if  rates 
move  up.  But  the  damage  might  not  be  too  bad. 
Even  though  long-term  rates  jumped  more  than 
one  percentage  point  over  the  last  year,  this 
portfolio  lost  only  1.6%  of  its  value.  The  principal 
on  a  pure  Treasury  portfolio  would  have  dropped 
2%.  We  went  through  a  similar  exercise  with 
tax-free  bond  funds  and  built  a  portfolio  with  a 
4.84%  yield  over  the  past  12  months.  That's  a  lit- 
tle better  than  1  percentage  point  over  a  port- 
folio of  short-term  munis.  But  alas,  the  portfolio 
took  a  bigger  hit  to  its  value  than  the  bonds. 

To  assemble  this  sort  of  portfolio  takes  some 
thought  and  planning,  and  the  tools  to  sort 
through  thousands  of  funds  efficiently.  For  ex- 
ample, visit  the  Interactive  Mutual  Fund  Score- 
board at  Business  Week  Online  (go  to  www.busi- 
nessweek.com/investor/,  then  click  on  Mutual 
Funds).  Once  there,  you'll  be  able  to  sort  funds 
by  category  and  check  total  returns  for  a  variety 


of  periods,  the 
trailing  12-month 
yield,   expenses,   sales 
charges,  and  business  week  mu- 
tual-fund ratings,  which  are 
based  on  five-year  risk-ad- 
justed total  returns. 

That's  enough  for  the 
first  cut.  But  you'll  want  to  go  deeper,  getting 
look  at  the  credit  quality  of  a  fund's  bond  hok 
ings  and  its  sensitivity  to  changes  in  interes 
rates.  The  BW  scoreboard  also  has  links  to  Mon 
ingstar.com's  "QuickTake"  pages,  which  contai  R 
that  information.  jjjrr 

CORE  POSITION.  You  also  need  to  know  wha-' 
you're  trying  to  build — a  portfolio  that  tries  t  ™ 
squeeze  out  the  most  yield  for  the  least  risk.  1  WHEN 
high-yield  bond  fund  is  going  to  be  a  core  posi  jjjj 


tion,  because  of  its  generous  payout.  But  you' 


need  to  offset  the  fund's  credit  risk  with  a  lik 
position  in  a  high-grade  fund.  For  true  diversifi  ® 
cation,  you'll  also  want  to  add  smaller  alloca  ltf\ 
tions  in  areas  such  as  international  bonds,  mort 

1- 


SS 
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•;e-backed  securities,  and  assorted  short-term 

w  it  instruments. 
?or  our  taxable  portfolio,  we  started  with  a 
i>  allocation  to  Fidelity  High-Income  Fund. 
;  fund  sports  a  BW  rating  of  A  when  com- 
ied  with  all  taxable  funds,  and  an  A  when 
asured  against  its  high-yield  peers.  Over  the 


12  months,  the  Rind  has  earned  ■  I  L389  total 
return  and  a  L0.229E  yield.  That's  not  a  guarantee 
of  future  returns,  but  its  history  shows  it's  usu- 
ally a  leader  in  high-yield.  The  average  credit 
quality  of  the  bonds  in  the  portfolio  is  M  (BB  is 
the  highest  rating  among  high-yield  bonds),  so 
you  are  taking  on  credit  risk.  But  Fidelity's  high- 
yield  research  staff  is  among  the  largest  and 
best  in  the  fund  business. 

ROCK-BOTTOM.  To  offset  the  high-yield  credit 
risk,  we  allocated  25%  to  Vanguard  gnma.  Ginnie 
Maes — the  main  ingredient  of  this  fund — are 
government-backed  mortgage  securities.  Their 
credit  quality  is  nearly  as  good  as  Treasuries,  but 
they  pay  a  higher  yield.  True,  they're  interest- 
rate  sensitive:  Over  the  last  12  months,  the 
fund's  principal  lost  value.  But  the  yield  was 
high — 6.76%.  Vanguard's  rock-bottom  expenses 
are  another  plus.  Indeed,  another  Vanguard 
fund,  Vanguard  Total  Bond  Market  Index,  would 
also  make  a  good  choice  for  this  slot. 

Then  we  put  15%  in  an  international  bond 
fund.  Such  funds  can  be  scary  if  they  buy 
emerging-markets  bonds  or  take  foreign  cur- 
rency bets.  But  Payden  &  Rygel  Global  Fixed- 
Income  does  neither.  It's  big  on  high  quali- 
ty— German  government  bonds  are  major 
holdings — mainly    hedges    against    adverse 
moves  in  the  dollar.  The  fund  also  adds  di- 
versification, as  moves  in  overseas  bond  mar- 
kets don't  always  correlate  with  America's. 
Over  the  last  year,  Payden  &  Rygel's  yield  was 
7.78%.  The  fund  rates  business  week's  A  rat- 
ings, both  in  comparison  to  all  taxable  funds  and 
to  those  in  its  category. 

We  filled  the  rest  of  the  portfolio  with  "ul- 
trashort" funds.  This  is  one  area  where  interest- 
rate  risk  is  nrinimal,  but  so  are  the  yields.  That's 
why  the  funds  we  choose  are  those  that  demon- 
strated an  ability  to  uncover  a  little  extra  yield. 
They  are  Strong  Advantage  Fund,  to  which  we 
give  a  15%  allocation;  Asset  Management  Ad- 
justable Rate  Securities,  10%;  and  Eaton  Vance 
Prime  Rate  Reserves,  10%. 

Strong  Advantage  invests  in  instruments  that 
are  too  long  in  maturity  for  a  money-market 
fund  and  too  short  for  a  short-term  fund.  The 
fund  keeps  its  average  maturity  below  one  year 
and  seeks  out  undervalued  securities.  One  mi- 
nus: The  average  credit  quality  is  just  A.  We 


The  Right  Stuff  for  Your  Bond  Fund  Portfolio 


Had  you  gone 

into  BUSINESS 

week's  bond- 
fund  portfolio 
a  year  ago, 
you  could  have 
picked  up  1.7 
percentage 
points  in  yield 
over  a 
portfolio  of 
short-term 
Treasuries 


TAXABLE 


TAX-FREE 


NU 


ALLOCATION 


12-MO. 
YIELD* 


TOTAL 
RETORN* 


DELITY  HIGH-INCOME 

25% 

10.22% 

14.38% 

INGUARDGNMA 

25 

6.76 

0.78 

IYDEN  &  RYGEL  GLOBAL  FIXED-INC.  R 

15 

7.79 

1.90 

iRONG  ADVANTAGE 

15 

5.80 

4.43 

BET  MANAGEMENT  ADJUSTABLE  RATE 

10 

-5.41 

5.66 

\T0N  VANCE  PRIME  RATE  RESERVES 

10 

6.56 

6.32 

FUND 

ALLOCATION 

12-M0. 
YIELD* 

TOTAL 
RETURN** 

DREYFUS  SHORT-INTERMEDIATE  MUNI. 

20% 

4.13% 

2.74% 

SIT  TAX-TREE 

20 

5.02 

-0.51 

STRONG  HIGH-YIELD  MUNI. 

20 

5.90 

-1.05 

USAA  TAX-EXEMPT  INTERMEDIATE 

20 

5.44 

0.13 

VANGUARD  SHORT-TERM  TAX-EXEMPT 

20 

3.75 

3.03 

/ERAGE 


7.48 


5.84 


AVERAGE  4.84  0.89 

*  Based  on  fund  distributions.  Sept  1,  1998  Aug  31.  1999 
**  Appreciation  plus  reinvestment  of  dividends  and  capital  gains     DATA.  MORNINCSTAR  INC ..  BW 
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COMPUTERS    HEALED 


O   CHICKEN    BLOOD    REQUIRED. 


MCAFEE.COM 


defends  against  nasty  new  viruses 


\\  lien  something  goes  wrong  w  ith  you] 


and  worms  while  wiping  oul  old  one-.. 


computer,  ii  doesn'l  lake  long  to  reach  a 


UPDATE  AND  UPGRADE 


point  where  you'd  do  anything  to  fix  it. 


McAfee.com  knows  your  machine 


REPAIR  YOUR  PC  ONLINE 


Meet  McAfee.com,  the  Internet's  only 


online  PC  manager.  Ii  automatically 


diagnoses  your  entire  sysl 


cm. 


then  instant!)   repairs  all  kinds  of 


software  and  hardware  problems. 


CAST  OUT  VIRUSES 


Willi  a  Will  version  of  VirusScan.  the 


world's  #1  virus  protection,  McAfee. con 


So  it  recommends  software,  hardware, 
book*  and  upgrades  specific 

to  you.  Fins  it  can  automatically 

update  your  current  softw  are. 

VISIT  RELIGIOUSLY 

For  everything  your  computer  need 
gel  it  online  at  www.mcafee.com. 


McAfee 


THE  PLACE  FOR  YOUR  PC 


BusinessWeek  Investor 


Bonds 


also  took  on  credit  risk  with  Eaton  Vance  Prime 
Rate  Reserves,  one  of  several  prime-rate  funds 
(box).  These  funds  invest  in  syndicated  bank 
loans  whose  interest  rates  are  reset  every  three 
or  six  months,  so  rising  rates  don't  hurt  the 
principal.  There  is  credit  risk,  but  you  get  paid 
to  take  it — the  yield  over  the  last  12  months 
was  a  tidy  6.56%. 

PLUMPER  YIELDS.  For  the  final  piece,  we  offset 
the  credit  risk  in  the  Strong  and  Eaton  Vance 
funds  with  Asset  Management  Adjustable  Rate 
Securities.  Unlike  other  funds  of  this  type,  Asset 
Management  buys  private  as  well  as  govern- 
ment-backed securities.  Its  average  credit  quali- 
ty is  AAA,  and  it  sports  a  5.41%  yield  for  the 
last  12  months. 


For  a  tax-free  portfolio,  the  job  is  a  lill 
ier  because  the  muni-fund  market  is  m| 
verse  as  the  taxable.  But  the  building  pi;; 
same.  Buy  two  funds  that  invest  in  interi 
maturities,  two  in  shorter  maturities, 
that  takes  on  high  risks. 

Whether  you  choose  taxable  or  muni  I 
lios,  keep  an  eye  on  your  allocations  t\ 
sure  they  don't  get  too  far  out  of  line.  If ; 
capital  gains  distributions,  plow  them  bal 
the  fund — that  helps  maintain  the  portfolil 
ital  base.  And  you  need  to  keep  up  wj 
funds'  performance  to  make  sure  you're 
the  best  risk-adjusted  returns  in  the  sectl 
with  some  effort,  you  should  be  rewarded  [ 
plumper  yield. 


PRIME-RATE  FUNDS:  READY  FOR  PRIME  TIM 


Money-market  funds  preserve 
your  principal,  but  the  yield  is 
low:  only  4.6%  over  the  last  12 
months.  If  you  could  live  with  a 
little  fluctuation  in  net  asset  value 
(nav),  however,  you  could  earn  two 
percentage  points  more  yield.  That's 
the  pitch  for  "senior  loan"  or  "prime- 
rate"  funds. 

You  won't  find  them  at  the  no-load 
fund  companies.  Eaton  Vance  and 
Van  Kampen  Investments  are  among 
the  big  players.  There  are  no  up- 
front loads,  but  sales  charges  are 
levied  via  higher  expenses.  Even 
with  a  1.4%  average  expense  ratio, 
yields  are  still  appealing  because 
they're  reported  net  after  expenses. 

These  funds  buy  pieces  of  loans 
that  banks  make  to  major  corporate 
borrowers.  The  interest  rate  resets 
every  three  to  six  months  at  a  fixed 
amount — now  an  average  of  about 
2.6%  over  the  rate  that  international 
banks  pay  on  overnight  loans.  So  the 
funds  are  sheltered  from  principal 
loss  due  to  rising 
rates.  That 
means  there's 
not  much  change 
in  nav.  Since 
1989,  shares  of 
Eaton  Vance 
Prime  Rate  Re- 
serves Fund 
have  ranged  be- 
tween $9.95  and 
$10.07. 

Of  course,  you 
don't  get  extra 
yield  without  any 
risk.  The  loans 


Prime  Opportunities 


AIM  FLOATING  RATE 
CYPRESSTREE  SR.  FLOATING  RATE 
EATON If^IlraiMEluTE^ESEimES 


FRANKLIN  FLOATING  RATE 
MERRILL  SR.  FLOATING  RATE 

MSDW  PRIME  INCOME 


are  made  to  companies  whose  bond 
ratings  are  below  investment  grade. 
But  unlike  junk  bonds,  the  loans  are 
secured  by  corporate  assets,  such  as 
accounts  receivable,  inventories,  and 
properties.  And 
they're  "senior," 
meaning  lenders 
get  paid  before 
bondholders. 
"Until  the  se- 
cured creditors 
are  finished  eat- 
ing, no  one  else 
gets  a  bite,"  says 
Scott  Page,  who, 
with  Payson 
Swaffield,  man- 


12-MO.  YIELD* 


6.97% 

6764" 

6796" 

6.46 

6.64 


6.92 


VAN  KAMPEN  AMERICAN  CAPITAL  PRIME  6.60  ser]^or  loan 


*As  of  Aug.  31 


DATA:  MORNINGSTAR  INC 


funds  for  Eaton 
Vance. 


To  mitigate  troubl 
with  any  one  credito 
the  funds  diversify. 
Eaton  Vance,  for  in- 
stance, has  364  comp 
nies  in  66  industries. 
And  there  have  only 
been  15  defaults  in  it 
10-year  life.  But  ever 
then,  the  fund  has  re 
covered  about  80%  ol 
what  was  owed.  "We' 

been  tested  and  we 
i 

know  it  works,"  says 

Swaffield. 

HIGHER  YIELDS.  Prim< 

fund  investors  have  t< 
give  up  some  liquidity 
You  can  put  money  in 
any  time,  but  you  can 
withdraw  it  only  quar 
terly.  That's  because  the  funds'  in- 
vestments cannot  be  immediately 
turned  to  cash. 

Those  who  want  liquidity  can  bu 
an  exchange-traded  closed-end 
fund — Eaton  Vance  Senior  Income 
Trust,  Pilgrim  Prime  Rate  Trust, 
Travelers  Corp.  Senior  Loan,  or 
Van  Kampen  Senior  Income  Trust. 
These  funds  can  be  sold  anytime, 
but  not  necessarily  at  nav.  Pilgrim 
recently  traded  at  a  4%  premium, 
but  Travelers  was  at  a  nearly  7% 
discount. 

The  closed-ends  also  leverage  thei 
portfolios,  so  they  offer  higher  yields 
In  either  format,  prime-rate  funds 
look  like  the  nearest  thing  to  a  free 
lunch:  a  high  return  with  just  a  bit 
of  risk  to  your  principal. 

Jeffrey  M.  Ladermai 
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Our  industry  s  brightest  and  innovative  thinkersgather  to  help  shape  and  predict  advertisings  futur\ 
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Money 


It's  a  Tech  Stock? 
Bring  It  On! 

Craig  Ellis  keeps  a  wide  portfolio.  It  serves  him  well 


Defining  technology  broadly  lias  been  a  win- 
ning strategy  for  Craig  Ellis,  whose  Orbitex 
Info-Tech  &  Communications  Fund  is  up 
70%  so  far  this  year  after  jumping  52%  in 
1998.  Its  5.75%  sales  charge  would  liave  clipped 
about  nine  percentage  points  off  this  year's  re- 
turn to  a  hypotlietical  investor.  Tliat  will  turn  off 
many  do-it-yourself  fund  pickers,  but  others  still 
may  want  to  tune  in  to  how  Ellis,  a  former 
telecommunications  analyst,  sees  the  market  in 
tech  stocks.  He  spoke  recently  with  Senior  Writer 
Robert  Barker.  Some  excerpts: 


High-Tech  Standout 


Q:  Wliy  is  the  fund  up  so  much? 
A:  Diversity.  The  Internet  played  a  big 
part  in  it  the  first  part  of  the  year. 
But  that  was  only  a  portion  of  it.  In 

!™™!t....t_ :._..?}; A10.11 the  wireless-communications  arena, 

YEAR-TO-DATE  TOTAL  RETURN  61%*      Omnipoint  was  a  big  hit  for  the  fund. 

In  the  networking  area,  the  buyout  at 
fore  Systems  was  a  big  hit.  And  Jan- 
uary's buyout  of  AirTouch  Communi- 
L„:l..„„...  cations  was  a  big  hit.  So  it  has  been 

across  the  space  of  network  systems, 
Internet,  and  communications  services. 


Orbitex  Info-Tech  &  Communications 
Fund  (OITAX) 


TOTAL  RETURN  SINCE  INCEPTION 

55%** 


KEY  HOLDINGS  Oracle,  Microsoft, 
Juniper  Networks 

PHONE  (888)" 672-4839  " ' 

Through  Sept.  15, 1999,  adjusted  for  loads 
**  Annualized  for  October,  1997-Sept.  15, 1999, 
adjusted  for  loads      data;  orbitex  management 


Q:  In  market  caps,  too,  I  see.  You've 
owned  mega-caps  such  as  AT&T  and 
little  stocks  such  as  JDS  Uniphase. 
A:  Exactly.  The  only  thing  I  tend  to 


stay  away  from  are  micro-cap  stocks  thi)  J 
have  much  of  a  following. 


Q:  So  what  have  you  bought  lately? 
A:  Oracle  is  a  big  name.  That's  the 
thing  we  started  adding  back  in  midsij 
Oracle,  Microsoft,  Intel.  We're  ramping  H 
into  Sun  Microsystems.  And  there  was 
er  area  we  went  after  very  hard — tlj 
work-infrastructure  group:  Juniper  Net* 
Extreme  Networks,  and  two  new  nan 
the  fund,  F5  Networks  and  Packeteer. 

Q:  Let's  take  those  last  two  in  turn 
why  would  you  buy  that? 
A:  [It]  came  to  me  via  another  holdin 
treme  Networks,  [which]  makes  a  switc 
competes  with  Cisco  Systems'.  F5  shov 
as  a  major  component  supplier  to  Ex 
We  added  it  around  $64  a  share. 


Q:  How  abotit  Packeteer? 

A:  Packeteer  is  about  network  bandwidtl 
agement  tools.  When  corporations  are  try 
get  these  data  networks  connected  to  the 
network,  they  run  into  bottlenecks.  Who  ca 
you  prioritize  the  information?  Get  the  imp 
stuff  through  and  recognize  that  data  as  mi 
critical?  Packeteer  showed  up  as  best  of  bre 

Q:  WJutt  is  Packeteer's  competition? 
A:  Names  like  Virtual  Networks,  Check  Point 
ware  Technologies,  and  some  of  the  big  c< 
nies:  This  is  a  space  Cisco  is  very  focused  or 


Q:  The  fund  has  grown  swiftly,  from  ne 
nothing  last  year  to  more  than  $100  mi 
When  will  you  close  it? 
A:  We  have  a  long  way  to  go  before  we  ha 
worry  about  that.  But  I  think  a  tech  fund 
the  $700  million  space  is  a  good  fund.  That 
you  the  respect  and  credibility  of  the  in 
ment  community.  It  certainly  gives  you  th 
tention  of  most  companies  out  there.  Yet  th 
still  enough  liquidity  in  the  marketplace  foi 
to  work  a  fund  like  that. 

Q:  What's  the  holding  you're  most  worried  al 
A:  Juniper  Networks.  It's  up  a  lot.  Here': 
predicament:  I  have  a  $2  million  gain.  Now,  I 
have  a  role  in  being  tax-efficient,  and  I  ne 
really  good  fundamental  reason  for  me  to  be  si 

off  or  just  trading  away  my  gains I  don'i 

that  reason.  I  also  think  the  estimates  are  o 
geously  low.  The  [earnings]  consensus  right  nc 
$150  million  for  2000.  [Juniper]  could  easil; 
$300  million. 


schyoui 


BusinessWeek  0NUNEi 


Listen  to  the  la 
market  news  a 
analysis  at  Business  Week  Online  (www.businessweek.ci 
investor/).  MORNING  CALL  Standard  &  Poor's  experts  dis 
the  latest  market  trends.  Live  every  Monday  at  8:15  a.m 
An  audio  transcript  is  available  shortly  afterward.  HOURfhe  f 
RADIO  REPORTS  Business  Week's  Ray  Hoffman  delivers 
ket  news  and  insights  throughout  the  day, 
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Is  waiting 

for  financial 

results 

costing 

you  the 

game? 


Your  finance  team  plays  a  pivotal  role  in  helping  your 
company  reach  its  goals... a  role  that  goes  far  beyond 
scorekeeping.  And — as  CFO — you  need  timely  and 
accurate  information  to  ensure  that  your  team — and  your 
enterprise — gain  true  competitive  advantage. 

CFO  Vision"  from  SAS  Institute  brings  you  the  software, 
the  support,  and  the  strategy  you  need  to: 

React  quickly  to  changing  business  drivers:  acquisitions, 
mergers,  and  organizational  realignments 

Visualize  your  business  from  every  angle — by  customer, 
product  line,  market  sector,  geographic  boundary,  and 
more — in  any  currency  including  the  euro 

Turn  dispersed  financial  and  non-financial  data  into 
business  information  that's  accessible  to  every  corner 
of  your  enterprise 


loi 


ach  your  business  goals 

CFOVision™ 


Put  your  finance  team  at  the 
center  of  enterprise  decision 
making  with  our  integrated 
financial  management  solution. 

Learn  more  with  our  free  guide 
and  video,  available  by  visiting 
www.sas.com/cfogoal  or  giving 
us  a  call  at  919.677.8200. 


he  Business  of  Better  Decision  Making 


M 

SAS  Institute 


www.sas.com/cfogoal       E-mail:   bw@sas.com      919.677.8200 


)  md  all  othai  BA8  Inaffluta  Ira   product  a  larvtca  nantM  ."»■  ragfatarad  tntfamarka  a  trutwnvka  ol  sas  inaffluta  In    Intha  USA  and  ottw  countriaa  I  todft  mm  us  a  np^n  ttl  m  Ottiw  brand  and  pi 
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Business  with  Pleasure  by  Lincoli 
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ACROSS 

1.  IRS  employees:  Abbr. 

5.  "Goodbye,  Mr.  Chips"  star 

10.  Savings-bank  insurer:  Abbr. 

14.  Major  copper  exporter 

15.  Fictional  Arden 

16.  _  Bell  (TRICON  division) 

17.  Unique  individual 

18.  Income,  in  France 

19.  Computer-screen 
primary  color 

20.  Employees,  collectively 
22.  CIO  partner:  Abbr. 

24.  Word  ignored  by 
alphabetizers 

25.  Be  in  session 

27.  Working  without 

(acting  riskily) 


28.  Health-care  professionals: 
Abbr. 

29.  Joseph  Kennedy  was 
its  first  head:  Abbr. 

32.  Iranian  statesman  Bani- 

34.  Statistician's  stock-in-trade 
36.  Box  with  a  newspaper's 

motto 
37  Rise,  as  costs 
39.  Think-tank  output 
42.  "Look  what  fell  out  of  the 

family "  (see  page  at  right) 

44.  HMO  member's  concern 

46.  Pen  pals,  perhaps 

47.  Risky  business,  for  short 

48.  Accumulated,  as  debts 
50.  Statistician's 

stock-in-trade:  Abbr. 


51.  Aggressive  marketing 
campaign 

54.  Accounting  period 

55.  Canada's  sales  tax:  Abbr. 

56.  Federal  budget 
administrator:  Abbr. 

58. down  (demolish) 

60.  Japan's  largest  PC  seller 

62.  Cultural  activity  funding 
source:  Abbr. 

63.  Columbus'  port 
65.  NASDAQ  unit 
69.  Hankering 

71.  Turnpike  charges 

73.  Opera  solo 

74.  Soap  shape 

75.  In  the  dark 

76.  Sermon  subjects 


77.  Otherwise 

78.  Annoying  ones 

79.  Competitive  advanj 

DOWN 

I.  Naval  noncoms:  Abb| 
2. -up  demand 

3.  Field  of  expertise 

4.  Browses  the  Internet 

5.  " Stern" 

(German  publication! 

6.  Top-rated 

7.  Employment  report  H 

8.  Take,  as  advice 

9.  There's  a  lot  of  inten] 
its  work 

10.  Antitrust  enforcer: 

I I.  High-risk  way  to  pla^ 
the  market 

12.  Former  TWA  owner| 

13.  Highway  markers 
21.  Royal  treasury 
23.  Like  blimps:  Abbr. 
26.  Soft  mineral 

29.  Complete  collectionl 

30.  Legendary  lawman 

31.  Secret  rehirings  of 
laid-off  workers 

33.  Haute  couture  comp| 

familiarly 
35.  Practical  fact 
38.  Ruination  » 
40.  Teamwork  inhibitorsl 
4L  Secretary,  for  example:  j 
43.  Common  Market  mc 
45.  Chinese  coin 
49.  Board  member,  usually: 

52.  Car-care  brand  ownej 
by  Clorox 

53.  Intensify,  as  competit 

56.  In  abeyance 

57.  Chrome  or  copper 
59.  Solo 
61.  #2  U.S.  bank 
64.  Thin  cut 

66.  Extremely  dry 

67.  Phone  call 

68.  Simplify 
70.  Haw  preceder 
72.  State  and  La  Salle, 

in  Chicago:  Abbr. 


For  answers  to  this  puzzle: 

Turn  to  page  249  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 
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The  Barker  Portfolio 


: 


A  FUND  COMPANY 
OF  HIS  VERY  OWN 


BY  ROBERT  BARKER 

John  Bogle  Jr., 
son  of  Vanguard's 
founder,  is 
striking  out  with 
Bogle  Investment 
Management. 
His  first  offering: 
a  small-cap 
growth  fund 


Small  Stocks,  Big  Returns 

How  Bogle's  last  small-stock 
growth  fund  beat  the  competition 

FUND  TOTAL  RETURN 


N/l  HUMERIC 
INVESTORS  MICRO  CAP 

25.1% 

AVERAGE  SMALL 
GROWTH  STOCK  FUND 

7.5 

RUSSELL  2000 
GROWTH  INDEX 

4.0 

•ANNUALIZED,  FROM  JUNE  1996  INCEPTION  THROUGH 
JANUARY,  1999                       DATA:  MORNINGSTAR 

Talk  about  great  expectations.  Since  John 
Bogle  Jr.  suddenly  left  his  post  last  winter 
as  quant-in-chief  at  the  Numeric  Investors 
mutual-fund  group,  fundland's  cognoscenti  have 
been  chat-chat-chattering  away  on  Internet  mes- 
sage boards  about  what  Bogle  would  do  next.  It 
got  so  bad  that  one  Morningstar.com  poster 
asked,  "Can  anybody  please  coherently  explain 
the  fascination,  nay,  fetish,  with  the  whereabouts 
and  future  plans  of  one  Bogle  Jr.?" 

Well,  there's  obvious  curiosity  about  the  son  of 
an  industry  legend,  in  this  case  Vanguard  Group 
founder  John  Bogle,  who  is  succeeding  in  Dad's 
world.  But  the  real  reason  is  even  simpler:  Bogle 
Jr.  knows  how  to  make  money — especially  in 
small  stocks,  where  he 
crushed  rivals  with  N/l 
Numeric  Investors  Mi- 
cro Cap  Fund  (table). 
Now,  such  fund  afi- 
cionados as  Laguna 
Niguel,  Calif.,  attorney 
Steve  Dunn  are  itching 
to  dump  shares  in  the 
N/l  fund  and  send  the 
dough  to  Bogle.  He 
even  phoned  Bogle  at 
his  Wellesley,  Mass., 
home.  "When  is  the 
new  fund  starting?"  he 
wanted  to  know.  "Who 
do  I  call?" 

The  answers  are  Oc- 
tober, and  877-BOGLE- 
IM.  I  learned  that  and 
a  lot  more  the  other 
day  after  visiting  suite  206  at  57  River  St.  in 
Wellesley,  where  Bogle  Investment  Management 
has  just  set  up  shop.  There's  not  much  to  see: 
2,200  square-feet  of  blue  carpet,  a  black  Dell 
2300  PowerEdge  server  still  sitting  on  the  floor, 
three  partners,  and  one  anxious  Bogle.  "Can  I 
give  you  the  tour?"  he  asked  me.  "It'll 
take  all  of  15  seconds." 
A  FALLING  OUT.  Three  hours  later,  I  had 
a  good  sense  of  where  Bogle  has  been, 
and  where  he's  headed  this  fall  as  he 
turns  40.  At  Numeric  since  1990,  Bogle 
fell  out  in  February  with  its  president, 
Langdon  Wheeler,  in  a  management 
clash.  Bogle  was  left  reeling.  He  didn't 
set  a  new  course  until  April,  when  he 
met  Keith  Hartt,  a  PhD  statistician  and 
trader  with  six  years  in  Fidelity  In- 
vestments' quant  group.  What  ensued 
was  one  of  those  Vulcan  mind-melds  out 
of  Star  Trek:  Hartt  soon  quit  Fidelity. 


The  two  spent  all  summer  in  Bogle's  houfc] 
ing  models  they  hope  will  slay  the  mark 
want  to  make  sure  it's  dead  right,"  Bog's 
"We  need  performance  right  out  of  the  1:m 
Along  with  a  private  hedge  fund,  theyaj 
by  Oct.  1  to  begin  running  Bogle  Sm;|| 
Growth  Fund,  with  a  $10,000  minimum  ■ 
ment.  Bogle  also  is  in  talks  to  run  some 
lios,  including  a  mid-cap  growth  fund,  on 
of  two  other  fund  companies — neither  o 
Vanguard,  he  notes.  Eventually,  he  hopes 
offer  a  series  of  "tax-efficient"  funds  tha 
mize  investors'  tax  bills.  His  goals:  to  ru 
million  within  one  year,  $250  million  in  t\ 
Should  some  of  that  be  yours?  Not 
your  money  is  in  a  taxable  account.  Bog 
the  fund  holding  stocks  on  average  eight  l 
or  less,  so  most  gains,  if  any,  would  be  ta 
high  rates.  But  if  you  want  part  of  your 
ment  or  other  tax-deferred  savings  in 
growth  stocks,  the  fund  is  worth  a  look. 
From  a  pool  of  1,100  domestic  stock: 
market  values  c 
billion   or  less, 
aims  to  put  100 
in  the  fund  at  an 
en  time.  His  new 
puter  model  is  bi 
rank  them  on  doz 
quantitative  critei 
eluding  such  "m< 
turn"  measures  a 
much  a  company'; 
it  reports  surprise 
Street  analysts 

That's,  common 
these  days.  So  ] 
hopes  to  get  an 
by  looking  at 
trading  of  corpora 
siders  and  chang 
dividend  policy  tha 
nal  management's 
look  on  earnings.  He  also  is  applying  statist 
the  "quality,"  or  reliability,  of  a  company's  p 
and  its  financial  strength,  criteria  that  have 
been  popular  with  pencil-and-paper  investor 
not  quants.  Absent  those  checks,  most  comp 
driven  portfolios  are  vulnerable  to  profit  blo\ 
such  as  Sunbeam's  or  Cendant's.  By  cont 
Bogle  is  happy  to  override  his  computer's 
elusions  at  any  moment. 

Will  all  this  work?  It's  hardly  riskless.  Ev 
Bogle  picks  winners,  small  growth  stocks 
lagged  since  1994  and  figure  to  plunge  in 
market  break.  High  interest  rates  or  reces 
could  be  killers,  too.  Yet  Bogle's  new  fund 
two  big  things  going  for  it.  First,  a  plan  to 
small  and  close  at  $150  million,  which  offe 
huge  leg  up.  More  important,  Bogle  Jr.  kr 
he's  now  all  on  his  own:  Those  great  expectat 
are  his  alone  to  fulfill,  or  not. 

For  barker. online,  go  to  www.businessu 
com/investor/  or  AOL,  keyword:  BW  Daily. 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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We  wrote  the  book  on 


^ALUE  GROWTH 


£ 


o 


<3 


(In  fact,  we've  written  jour  oj  them.) 


i995 


i996 


(998 


i999 


But  our  thought  leadership  on  the 
topic  of  sustained  shareholder 
value  growth  goes  well  beyond 
agenda-setting  management  books. 
Every  day,  we  apply  this  thinking 
to  demanding  business  situations, 
using  proprietary  techniques 
to  help  our  clients  identify 
opportunities  for  future  value 
growth  and  then  redesign  their 
businesses  to  seize  those 
opportunities.  If  you'd  like  to  know 
how  we  can  help  your  company, 
call  us  at  1-800-500-4737. 


MERCER 

Management  Consulting 


Boston  •  Buenos  Aires  •  Chicago  •  Cleveland  •  Hong  Kong  •  Lisbon  •  London  •  Madrid  •  Montreal 
Munich  •  New  York  •  Paris  •  Pittsburgh  •  San  Francisco  •  Toronto  •  Washington,  DC  •  Zurich 

www.  mercermc.com 
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AOIMORK? 

It's  easy  to  enjoy  the  same  AOL  benefits 
you  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


STEPI: 

Connect  to  the  Internet  using  your  local  Internet 
Service  Provider  or  by  using  the  Local  Area 
Network  (IAN)  Internet  Connection  at  work. 


NetMail  lets  you  check 

your  AOL  e-mails  from 

your  Web  browser! 

Go  to  www  aol.com  for  details. 


STEP  3: 


STEP  2: 


Start  up  your  AOL  software*  Before  signing-on  to 
AOL,  you  will  first  need  to  reconfigure  your  AOL 
connection  setup  to  connect  via  TCP/IP.  Here's  how: 

1.  On  the  Sign-on  screen,  click  "Setup." 

2.  Choose  Create  a  location  for  use  with  new 
access  phone  numbers  or  an  ISP  option 
and  click  "Next." 

3.  In  the  "Add  Location"  window,  type  a  name 
for  the  location  (for  example,  TCP/IP 
location). 


Sign-on  to  America  Online.  If  you  are  already  an 
AOL  member,  use  your  existing  screen  name  and 
password  and  sign  on  as  normal.  If  you  are  not 
an  AOL  member,  you  can  download  the  current 
software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  to  get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for  customers 
who  use  AOL  exclusively  via  TCP/IP.  The  Bring 
Your  Own  Access  Plan  is  just  $9-95  per  month 
for  unlimited  use  of  America  Online** 

Next  time  you're  looking  for  the  best  of  the  Internet 
and  more  at  work,  check  out  AOL. 


4.  Choose  Add  a  custom 
connection  (for 
example  TCP/IP)  and 

click  "Next."  A  TCP/IP 
location  will  be  created 
automatically. 


Includes 

0 


AME  tUCA 

So  easy  to  use, 
no  wonder  it's  #1 


To  receive  FREE  AOL 
software  call, 


1-800-4-ONLINE 


'  II  you  are  not  an  AOL  member  you  can  download  the 
current  software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  to  get  software  delivered  to  you 

"Additional  charges  apply  il  you  do  not  conned  through 
TCP/IP  Go  to  AOL  Keyvwnt  Billing  to  switch  to  this  plan. 

©  1999  America  Online,  Inc 
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DCO'S  SECOND  WIND? 


NE  G.  MARCIAL 

}-gear  maker 
)  has  a  new 
ppliance. 
:  you  be  glad 
ought  Dial? 
ble  TV, 
ler  Tongue 
has  a  pact 
Cablevision 


A  SCORCHING 
HOT  SUMMER 


A  stock  you  might  wish  you  had  discovered 
earlier — in  March,  to  be  precise,  when  it 
was  trading  at  around  4 — is  CIDCO  (ci)CO). 
This  developer  and  maker  of  devices  for  caller-ID, 
voice-mail  navigation,  and  Internet  access  has 
since  soared  above  13.  Is  the  game  over,  then,  for 
this  fast-rising  stock?  Some  investors  bailed  out 
after  the  upswing.  But  Brion  Tanous,  a  senior  an- 
alyst at  First  Security  Van  Kasper,  thinks  the 
fun  has  just  begun.  His  original  target  for  the 
stock  of  20,  made  when  cidco  was  at  8,  may  be 
conservative  at  this  point,  he  says.  Surging  de- 
mand for  its  products  and  a  hot  new  Internet  de- 
vice, he  adds,  could  boost 
the  stock  to  34  in  a  year. 

"cidco's  recently  intro- 
duced Internet  appliance, 
MailStation,  could  generate 
major  sales — as  well  as  a 
recurring  revenue  stream," 
says  Tanous.  cidco  has 
rolled  out  its  MailStation  to 
phone  companies  and  retail 
channels.  The  MailStation  is 
a  portable  device  the  size 
of  a  computer  keyboard  that  enables  a  user,  with- 
out a  PC,  to  communicate  over  the  Web  for  info 
services  such  as  stock  market  quotes,  weather 
reports,  and  sports  headlines,  and  to  send  and 
receive  e-mail.  It  uses  a  small  LCD  screen  for 
writing  and  reading  e-mail.  One  company  that 
makes  a  rival  Internet  appliance  is  privately  held 
Landel  Telecom,  whose  product  is  called  Mailbug. 
cidco's  customer  base  includes  the  Baby  Bells 
as  well  as  Sprint,  Sweden's  Telia,  and  Mexico's 
Telmex.  Tanous  thinks  cidco  could  ship  50,000 
MailStations  to  telcos  in  the  third  quarter  and 
about  4,000  units  to  direct  retailers.  MailStation 
alone,  says  Tanous,  could  add  7?  to  14<2  a  share 
to  earnings  in  the  third  quarter.  For  1999, 
Tanous  expects  cidco  to  earn  49<2  a  share  on  to- 
tal sales  of  $184  million,  and  in  2000,  earnings  of 
$1.05  on  $232  million.  These  estimates  may  be 
low,  he  adds,  if  MailStation  tops  expectations. 

WITH  DIAL,  CLOROX 
COULD  CLEAN  UP 


MAR.  26,  '99         SEPT.  21 
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hares  of  Dial  (dl)  are  scraping 
bottom — at  27,  not  far  from  this 
year's  low  of  26.  It  was  flying  high 
at  38  in  late  June,  when  rumors 
swirled  that  the  soap-and-detergent 
maker  was  a  possible  takeover  target. 
As  often  happens,  the  hot  money 
jumped  ship  when  the  rumors  got  cold. 
And  fears  about  competition  from  Wal- 
Mart  Stores'  private-label  detergent 
added  to  the  pressure  on  the  stock. 
But  with  the  raging  consolidation  in 


the  household-product  Industry,  some  pros  believe 

that  those  early  takeover  rumors  were  founded 
on  more  than  just  froth. 

One  money  manager  at  a  major  Wall  Street 
investment  bank,  who  has  been  snapping  up 
shares,  insists  that  Clorox,  a  diversified  produc- 
er of  household-cleaning  and  grocery  product.-,  is 
"interested  in  acquiring  Dial  to  add  more  brand 
names  to  its  line."  Clorox  wants  to  expand,  he 
says,  its  stable  of  brands,  all  of  which  are  either 
No.  1  or  No.  2  in  their  product  categories.  Dial's 
Purex  detergents,  Dial  bar  soap,  Breck  hair 
products,  and  Armour  canned  meats  are  among 
the  products  that  Clorox  covets,  according  to 
this  pro.  Clorox  is  "great  global  marketer  that 
needs  more  brands  to  manage,"  he  adds.  He 
thinks  Dial  is  worth  30  to  40  in  a  buyout. 

Analyst  Andrew  Shore  of  Paine  Webber  says 
that  at  its  current  price,  Dial  is  too  cheap  to  ig- 
nore: "It  is  now  vulnerable  to  a  takeover."  But  he 
doesn't  see  it  happening  over  the  next  six  to  nine 
months.  Dial  and  Clorox  both  declined  comment. 

THIS  CABLE  OUTFIT 
IS  GETTING  TUNED  IN 

No,  Blonder  Tongue  Laboratories  (bdr)  isn't 
in  the  hair-coloring  or  meat-processing  busi- 
ness. The  company,  named  after  two 
founders,  makes  electronic  equipment  for  the 
franchised  and  private  cable-TV  industries.  It  re- 
cently attracted  attention  when  it  announced  a 
$16  million  pact  to  supply  Cablevision  Systems 
with  its  HomeControl  "interdiction"  units 
for  100,000  cable  subscribers  in  New  York.  In- 
terdiction products  allow  cable  operators  to 
control  service  at  the'  cable  office  rather  than 
the  subscriber's  location — so  that  operators  don't 
have  to  dispatch  costly  technicians  to  remedy 
trouble. 

Blonderis  stock,  trading  at  5  in  early  August, 
moved  up  to  nearly  9  on 
news  of  the  Cablevision 
deal.  It  has  since  dropped 
to  7%.  The  betting  is  that 
Blonder  will  soon  announce 
another  agreement  larger 
than  Cablevision.  One  big 
investor  says  Blonder  has 
been  in  talks  for  such 
agreements  with  several 
large  operators,  including 
Time  Warner  and  Tele-Com- 
munications. He  figures  that  sales  from  interdiction 
products  alone  could  hit  $40  million  in  2000,  with 
overall  sales  rising  to  $100  million,  up  nicely  from 
1999's  estimated  $65  million.  This  investor,  who  has 
been  accumulating  shares,  figures  that  2000  earn- 
ings will  jump  to  $1.20  a  share,  up  from  1999's  es- 
timated 40^. 

Blonder,  says  this  investor,  has  yet  another 
hidden  attraction:  Management,  which  controls 
65%  of  the  stock,  disclosed  in  its  proxy  statement 
in  May  that  it  received  two  acquisition  offers. 
The  board  dismissed  the  offers  as  inadequate. 
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Figures  of  the  Week 


I  STOCKS 

S&P  soo 

Sept.  Mar.  Sept.  Sept. 16-22 


U.S.  MARKETS 


Sept.  22 


%  change 
Week  Year 


GLOBAL  MARKETS 


Sept.  22 


%  cr  1 
Week 


I™ 


rl310.5t 

1300 


Dow  Jones  Industrials  10,524.1 

Nasdaq  Composite  2858.2 

Nasdaq  100                      .  2513.9 

S&P  MidCap  400  394.0 

S&P  SmallCap  600  176.0 

S&P  SuperComposite  1500  275.4 

SECTORS  Sept.  22 


-2.6 
1.6 
2.1 
-1.8 
-2.2 
-0.7 


33.3 
68.3 
88.1 
27.1 
14.0 
26.9 


%  change 
Week         Year 


52-week  change  1  -week  change 
+22.9%  -0.6% 

COMMENTARY 

It's  too  soon  to  fret  about 
third-quarter  earnings,  so  the 
jittery  market  focused  on  the 
widening  trade  deficit  and  the 
dollar's  fall  against  the  yen. 
The  Dow  Jones  industrials  fin- 
ished the  week  at  10,524.1,  a 
three-month  low.  Even  a  Fed 
survey  that  showed  brisk  eco- 
nomic growth  with  no  infla- 
tion couldn't  jump-start  a  ral- 
ly. Only  technology  stocks  were 
able  to  buck  the  downtrend. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth  765.0  0.8  34.8 

S&P/BARRA  Value  569.1  -2.1  18.9 

S&P  Basic  Materials  124.5  -2.9  14. o 

S&P  Capital  Goods  1009.7  0.1  37.6 

S&P  Energy  833.3  -3.3  19.2 

S&P  Financials  123.9  -1.5  11.1 

S&P  REIT  77.2  -1.9  -16.3 

S&P  Transportation  600.8  -5.4  -3.9 

S&P  Utilities  245.8  -3.0  -1.3 

GSTI  Internet  436.5  3.6  197.0 

Morgan  Stanley  Cyclical  550.7  -3.7  34.4 

PSE  Technology  651.0  1.1  101.6 


S&P  Euro  Plus                              1337.7  -1.6 

London  (FT-SE 100)                       5913.9  -2.5 

Frankfurt  (DAX)                            5238.8  -2.8 

Tokyo  (NIKKEI  225)                       17,325.8  -2.5 

Hong  Kong  (Hang  Seng)              13,187.6  -1.8 

Toronto  (TSE  300)                         6886.1  -2.5 

Mexico  City  (IPC)                         4991.8  0.4 

Week 

FUNDAMENTALS Sept.  21  ago 


S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Revision* 

*First  Call  Corp. 

TECHNICAL  INDICATORS 


1.29% 

1.26% 

31.0 

31.5 

22.9 

23.4 

3.07% 

5.80  % 

Sept.  21 


Week 
ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1301.2      1297.4 
34.0%      37.0% 
0.63  0.54      i 

1.13  1.11 


ft  HI* 


BEST-PERFORMING        Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 


GROUPS 


month  % 


Defense  Electronics 
Computer  Software 
Instrumentation 
Communications  Equip. 
Semiconductors 


11.7 

10.6 

9.8 

9.5 

7.9 


Instrumentation 
Semiconductors 
Communications  Equip. 
Computer  Systems 
Invest.  Banking/Brkrge. 


131.3 

130.4 

107.6 

82.4 

72.3 


Furnishings  &  Appliances  -23.8 
Housewares  -23.4 

Apparel  Manufacturing  -21.7 
Metal  &  Glass  Containers  -17.1 
Specialty  Appar.  Retailers  -15.7 


Pollution  Control 
Manufactured  Housing 
Food  Wholesalers 
Tobacco 
Life  Insurance 


Mil 

BLOOMBERG  MUNI  YIELD  EQUIVALI 

Taxable  equivalent  yields  on  AAA-rated,  tax-exe 
municipal  bonds,  assuming  a  31%  federal  tax 
10-yr.  bond  30-yr 


.A 


rM 


bKffl 
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MUTUAL  FUNDS 


■■s&p  soo*-  m 

4-week  total  return 


I  All  Equity  Week  ending  Sept  21 

52-week  total  return 


%      -8       -6       -4-2        0        2 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


12       18      24       30      36 
"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return 


Laggards 

Four-week  total  return 


% 


Japan  9.6 

Diversified  Pacific/Asia  5.5 

Technology  4.3 

Precious  Metals  4.2 

Latin  America  1.7 

Leaders 

52-week  total  return  % 


Financial  -9.1 

Large-cap  Value  -5.8 

Mid-cap  Value  -5.8 

Health  -4.7 

Natural  Resources  -4.4 

Laggards 

52-week  total  return  % 


Technology 

Japan 

Diversified  Pacific/Asia 

Pacific/Asia  ex-Japan 

Communications 


113.2 

108.7 

87.5 

85.7 

69.3 


Real  Estate 
Precious  Metals 
Financial 
Small-cap  Value 
Domestic  Hybrid 


-0.6 

4.8 

8.5 

11.2 

12.8 


INTEREST  RATES 

Week      Year 


KEY  RATES 

Sept.  22 

ago 

ago 

MONEY  MARKET  FUNDS 

4.86% 

4.83% 

5.06% 

90-DAY  TREASURY  BILLS 

4.80 

4.75 

4.68 

1-YEAR  TREASURY  BILLS 

5.23 

5.25 

4.59 

10-YEAR  TREASURY  NOTES 

5.91 

5.94 

4.67 

30-YEAR  TREASURY  BONDS 

6.09 

6.11 

5.17 

30-YEAR  FIXED  MORTGAGE  i 

7.83 

7.85 

6.78 

it: 

iu 

Ittn 


GENERAL  OBLIGATIONS     4.92% 


(CiM 


TAXABLE  EQUIVALENT 


7.13 


INSURED  REVENUE  BONDS  5.07 


TAXABLE  EQUIVALENT 

tBanxQuote,  Inc. 


7.35 


BW  PRODUCTION  INDEX 


Change  from  last  week;  -0.1% 


155   INDUSTRIAL  OUTPUT 

150 Sept.  11  =  149.7 

1992=100 

145 


Change  from  last  year:  5.4% 


The  index  is  a  4-week_ 
moving  average 


Sept. 
1998 


Jan. 

1999 


May 
1999 


Sept. 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  and  the  unavera; 
both  slid  in  the  week  ended  Sept.  11 
calculation  of  the  four-week  moving 
the  index  fell  0.3%,  to  149.2,  from  149  jj 
previous  week.  Auto  and  truck  productioi  i 
deeply  after  seasonal  adjustment,  and 
bor  Day  holiday  closings  didn't  help 
production  fell  3.1%,  and  rail-freigh 
was  down  0.7%,  with  6.1%  fewer  carl 
this  week  than  last  week.  Output  of  ste 
tricity,  oil,  and  coal  increased. 
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I  THE  WEEK  AHEAD 


CONSUMER  CONFIDENCE  Tuesday.  Sept.  28, 
10  a.m.EDT>  The  Conference  Board's  index 
of  consumer  confidence  was  likely  un- 
changed in  September  from  its  August  read- 
ing of  135.8.  That's  the  median  forecast  of 
economists  surveyed  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hill  Companies. 
Confidence  is  historically  high,  thanks  to 
strong  labor  markets  and  a  rising  stock 
market. 

DURABLE  GOODS  ORDERS  Wednesday,  Sept. 
29,  8:30  a.m.EDT>-  New  orders  taken  by 
durable-goods  manufacturers  probably  fell 
0.5%  in  August,  after  a  large  3.6%  advance 
in  July. 


NEW  HOME  SALES  Thursday,  Sept.  30, 
10  a.m. edt*-  New  homes  likely  sold  at  an 
annual  rate  of  960,000  in  August,  down 
from  a  980,000  pace  in  July.  Despite  the 
expected  fall,  home  sales  are  on  track  to 
have  their  best  year  ever. 

PERSONAL  INCOME  Friday,  Oct.  1, 
8:30  a.m.EDTP-  The  s&p  mms  median  fore- 
casts expect  that  personal  income  increased 
by  0.4%  in  August  and  consumer  spending 
advanced  0.6%.  The  strong  spending  gain  is 
suggested  by  the  1.2%  jump  in  retail  sales 
for  the  month.  In  July,  personal  income 
grew  a  modest  0.2%,  while  spending  was 
up  by  0.4%. 


NAPM  SURVEY  Friday,  Oct.  1,  10  a.m.Eot 
The  National  Association  of  Purchasing 
Management's  business  index  probably  h 
54.5%  in  September,  a  bit  better  than  tl 
54.2%  reading  in  August. 


CONSTRUCTION  SPENDING  Friday,  Oct.  1 
10  a.m.EDT>  Building  outlays  likely  edg 
up  0.3%  in  August,  following  a  0.5%  drc  >. 
in  July. 
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For  more  investment  data  and  the 

components  of  the  production  index, 

visit  www.businessweek.com. 
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ex  to  Companies 

•x  gives  the  starting  page  for  a  story  or 
vith  a  significant  reference  to  a  company, 
osidiaries  are  indexed  under  their  own  names. 
:es  listed  only  in  tables  are  not  included. 
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Diamond  Technology  Partners 
(DPI)  120 

Disney  (Walt)  (DIS)  39, 
Doubleclick  (DCLK)  108 
Drugstore  com  (DSCM)  39 
DuPont  (DO)  46 


Earthlink  Network  (ELNK)  6 
Eaton  Vance  232, 236 
eBay  (EBAY)  84,120,132,188 
200 

E-Loan (EELN)  120 
Embanet  164 
Ernst  &  Young  164 
e-STEEL  84 
eToys(ETYS)  84 
E*Trade  (EGRP)  72,84 
Extreme  Networks  (EXTR)  240 


Federal  Express  (FDX)  8,108, 

164, 170, 

F5  Networks  (FFIV)  240 
Fidelity  Investments  170,232, 

244 

First  Albany  (FACT)  64 
First  Security  Van  Kasper  247 
Flextronics  (FLEX)  103 
Ford(F)  8,64,84,103 
FORE  Systems  (GEO  240 
Forrester  Research  (FORR)  39, 84, 

120, 154 
FreeMarkets  Online  84 


Gangao  Securities  132 

Gap  (GPS)  64 

GE  Capital  (GE)  36, 42,  52 

General  Electric  (GE)  42,51.164 

General  Motors  (GM)  84,103 

Giga  Information  (GIGX)  72 

Gillies  188 

Go  Bet  6 

Goldman  Sachs  (GS)  36,48,120 

Gomez  Advisors  84 

Goodyear  Tire  &  Rubber  (GT)  12 

Greenfield  Online  6 

H 


Haagen-Dazs  8 
Hambrecht  &  Quist  (HQ)  36 
Hanbo  52 
Haworth  164 
Hertz  (HRZ)  18 

Hewlett-Packard  (HWP)  48,  84, 
103,108,164,170 
HSBC  Holdings  52 

I 


IBM  (IBM)  44,48,103,108,200 
Ice  Cream  Bar  8 
ICF  Kaiser  (ICF)  51 
Imperial  Chemical  Industries 
(ICI)  164 

Intel  (INTO  38,108,227,140 
International  Data  164,200 
InterVU  (ITVU)  6 
Intuit  (INTU)  120 
i-traffic  39 
iVillage  (Ml )  39 

J,  K 


J.D.  Edwards  (JDEO  103 
JDS  Uniphase  (JDSU)  240 
Juniper  Networks  (JNPR)  240 
Jupiter  Communications  72 
Kia  Motors  52 
Kmart  (KM)  227 
Korea  First  Bank  52 
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30,  120 


Magex  154 

Mattel  (MAD  13 

Maytag  (MYG)  64 

McGraw-Hill  (MHP)  64 

McKinsey&Co   108.120 

Mercata  84 

Merck  (MRK)  64,227 

Merrill  Lynch  (MER)  34,84,120. 

227 
Microsoft  (MSFT)  6,13,40,42. 

51,64,84.120,132,154,178, 

200,  227,  240 
Mobil  (MOB)  108 
Moody's  Investors  Service  52 
Moovies  188 
Morgan  Stanley  Dean  Witter 

(MWD)  72,  84 

Morningstar  47,170,232,144 
Motorola  (MOT)  44 

N 


Navistar  (NAV)  64 
NBC  (GE)  42 
Nelson  Information  14 
NeoPoint  18 
Nesbitt  Bums  46 
Net  Perceptions  (NETP)  200 
Netscape  Communications 
(AOL)  13,40 
Net2Phone  (NTOP)  132 
Newbridge  Asia  52 
New  York  Times  Co.  (NYT)  19 
Nokia  (NOK)  108 
Nordstrom.com.  (JWN)  84 
Northwest  Airlines  (NWAC)  8 
Numeric  Investors  244 


Omnipoint  (OMPT)  240 
OnlineLearning.net  164 
Opel(GM)  8 

Oracle  (ORCL)  64,103,240 
Orbitex  Info-Tech  & 

Communications  Fund 

(OITAX)  240 

O'Reilly  Automotive  (ORLY)  200 
Oxford  Health  (OXHP)  52 


Pacrfic  Century  CyberWorks  38 
Packeteer  (PKTR)  240 
PaineWebber  (PWJ)  64, 227, 247 
Palabora  Mining  14 
Paxson  (PAX)  42 
Payden  &  Ftygel  232 
Penguin  Computing  13 
Pensare  164 
PeopleSoft  (PSFT)  103 
Peugeot  (PEUGY)  8 
Phelps  Dodge  (PD)  46 
Philip  Morns  (MO)  48 
Planet-lntra.com  108 
planet  U  84 
Porsche  6 
Powertel  (PTEL)  48 
priceline.com  (PCLN)  84 
PncewaterhouseCoopers  44, 72 
Procter  &  Gamble  (PG)  46 
Prudent  Bear  Fund  47 
Prudential  Securities  42 
Puma  Technology  (PUMA)  18 

Q,R 


Quaker  Oats  (OAT)  48 

Qualcomm  (QCOM)  18 

Regional  Financial  Associates  120 

Renault  8,170 

Restaurant  Associates  6 

RJ  Reynolds  Tobacco  (RJR)  48 

Roger  Baker  &  Partners  72 


108 
8,47. 

227 

SAP  (SAP)  103 
Stppi  14 

.  '.o  42 
Schwab  (Charles)  (SCH)  72,84 
SCI  Systems  (SCI)  103 
Sears (S)  103 
Seoul  Bank  52 
Shanghai  Information 

Industry  132 
Shanghai  Lin  Gao  132 
Shanghai  Online  132 
Shanghai  SOIM  Online 

Publishing  132 
Shanghai  WebTV  132 
Shanghai  ZS  Information  132 
Silicon  Graphics  (SGI)  103 
Sinacom  38 

Sinking  Creek  General  Store  188 
SMR  Research  47 
Sohucom  38 
Solectron  (SLR)  103 
Sprint  (FON)  247 
Sprint  PCS  (PCS)  18 
Ssangyong  Secunties  36 
Standard  &  Poors  (MHP)  31,248 
Staples  (SPLS)  39 
State  Street  (STT)  64 
Stockstar.com  132 
Strategic  Vision  170 
Strategos  84 

Strong  Advantage  Fund  232 
Sun  Microsystems  (SUNW)  13,38, 

40, 64, 84. 200. 240 
Sunbeam  (SOC)  244 


Tegic  Communications  18 
Tektronix  (TEK)  48 
Tele-Communications  (T)  247 
Telia  247 
Tellabs  (TLAB)  64 
TelmexfJMX)  247 
Texas  Pacific  Group.  52 
Thai  Farmers  Bank  36 
Third  Voice  200 
Thomas  Weisel  Partners  84 
3Com  (COMS)  48 
Tice  (David)  47 
Time  Warner  (TWX)  108,247 
Toys  'R'  Us  (TOY)  84,227 
Travelers  (0  236 
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Editorials 


GROWING  PAINS  OF  THE  INTERNET  AGE 


It  is  the  most  dazzling  and  dizzying  time  of  our  lives.  For 
most  people,  the  Net  didn't  even  exist  five  years  ago,  but 
here  it  is — generating  faster  economic  growth,  lower  inflation, 
amazing  job  opportunities,  and  more  wealth  than  ever  antic- 
ipated. It's  also  proving  to  be  wildly  exciting — a  cool,  untamed 
creature  that  is  spawning  the  greatest  digital  gizmos,  forging 
business  models  that  shouldn't  make  sense,  flipping  the  most 
basic  economic  theories  on  their  heads,  collapsing  time,  re- 
defining work,  and  tying  together  just  about  everybody  on  the 
globe  inside  a  single  cybermarket  that's  open  all  night.  Whew! 

It  may  seem  churlish  to  focus  on  problems  when  we're  all 
having  so  much  fun.  But  even  Internet  bliss  will  fade  unless 
some  hard  decisions  are  made.  Here  are  our  major  worries. 

One  danger  is  that  the  Internet  Age  is  creating  a  prosper- 
ity gap  that  could  split  the  body  politic.  Peel  back  the  overall 
statistics  for  the  dynamic  U.  S.  and  you  will  find  a  tale  of  two 
economies:  slow  growth  in  investment,  productivity,  profits  and 
pay  for  Old  Economy  industries,  fat  salaries  and  oodles  of 
options  for  Net  companies.  The  divergence  is  startling.  The 
single  most  important  challenge  ahead  is  to  close  that  gap.  But 
what  policies  should  be  used?  The  New  Economy  folks,  for 
example,  are  lobbying  Washington  to  increase  the  quota  for 
H-1B  visas  mostly  for  foreign  software  writers.  More  for- 
eign high  tech  workers,  they  say,  will  help  their  Internet 
Age  companies.  But  labor  unions  oppose  the  visas  and  want 
more  government  money  spent  on  schools  to  train  people  in 
Internet  skills.  In  the  most  recent  round  of  visa  negotiations 
in  Congress,  Old  Economy  forces  defeated  the  New. 

The  policy  split  spills  over  into  taxes.  Unions  and  most 
state  governors  want  to  tax  sales  on  the  Internet  to  help  fund 
schools  and  and  link  libraries  to  the  Net.  But  Net  people,  sup- 
ported so  far  by  many  members  of  Congress,  oppose  net 
taxation.  The  great  success  of  e-commerce  proves  this  posi- 
tion, they  say.  Who's  right?  We  must  decide — and  soon. 

Another  problem  facing  the  Internet  Age  is  a  real  doozy. 
Technology-driven  growth  cycles  often  lead  to  technology-dri- 
ven recessions.  The  next  downturn  in  the  economy — and 
current  prosperity  shouldn't  blind  us  to  the  inevitable — could 
be  unlike  anything  seen  in  recent  decades.  Histories  of  earli- 
er high-tech  economic  booms  show  that  at  some  point,  too 
much  capacity  gets  built,  triggering  a  recession  that  is  ex- 
tremely severe.  In  the  next  recession,  the  economy  could 
fall  much  further  and  longer  than  anyone  is  now  expecting. 

BLINDERS 

But  what  tools  exist  to  bring  the  U.  S.  out  of  a  Net  recession? 
Will  policies  that  ease  money  and  boost  government  spending 
work?  Will  some  form  of  high-tech  government  spending 
program  be  needed  if  things  get  really  bad,  and  what  form 
should  that  take?  One  thing  is  certain:  The  transition  from 
one  kind  of  economy  to  another  can  be  treacherous,  and  the 
burden  of  overcapacity  can  be  overwhelming.  Who  in  Wash- 
ington is  worrying  about  the  tech  cycle? 


Another  concern:  frontier  justice.  As  on  all  frontij 
and  order  is  a  sometime  thing  on  the  Net — mostly 
old  rules  don't  appeal"  to  fit  but  also  because  frontier  fd 
want  outsiders  messing  with  them.  The  amazing  expa 
the  Net  is  testimony  to  this  openness.  The  deconstr 
business,  the  irrelevance  of  middlemen,  the  inventionl 
forms  of  auction  pricing,  the  partnering  of  customJ 
sellers,  and  a  host  of  other  changes  show  that,  so  far,| 
neglect  has  been  effective  government  policy  for  the  ij 

PRIVACY  ABUSES 

But  frontiers  require  self-policing,  and  e-commerce 
have  failed  to  corral  themselves.  The  Net  is  the  grar 
marketplaces  because  it  places  the  customer  at  the  ej 
of  transactions.  To  function  efficiently,  it  must  there] 
two  things:  guarantee  customer  privacy  and  ensure  thl 
ibility  of  the  information  customers  use  to  make  decisi| 
date,  the  Net  has  done  both  jobs  poorly. 

Data  from  children  using  Web  sites  have  been  collect] 
sold  without  parents'  knowledge.  Data  on  individual! 
been  packaged  and  sold  to  third  parties  without  their  cl 
Privacy  policies  have  been  promised  and  not  delivered! 
livered  and  not  administered.  And  major  difference) 
Europe  on  privacy  policies  have  gone  unresolved.  If  t\ 
is  to  flourish,  its  users  must  feel  comfortable — and  cor 

Customers  require  objective,  balanced,  and  transpar| 
formation  to  make  their  decisions.  Many  Web  sites  are 
ways  that  create  conflicts  of  interest — when  a  suppose*] 
jective  product  review  leads  to  an  e-commerce  site 
that  product.  Others  routinely  steer  people  to  their  bv. 
partners'  sites. 

At  the  least,  the  consumer  should  know  all  about  | 
practices  and  relationships.  Full  disclosure  and  transpare 
business  ties  must  be  the  sine  qua  non  of  the  Internet 
to  garner  customer  respect  and  dollars.  At  the  mc 
they're  not.  Yet  consumers'  obsession  with  brand  nar 
fleets  a  desire  for  credibility  and  legitimacy  online.  No  o\ 
pecially  GenY  Web  surfers,  wants  to  be  "taken."  This  is 
worry  for  e-commerce  on  the  Net. 

The  shape  of  the  Internet  Age  is  only  now  coming 
cus.  Policy  debates  are  occurring  just  as  a  major  politic] 
alignment  is  taking  shape.  A  new  political  nexus  is  erne 
in  America,  tying  together  Silicon  Valley  and  Was! 
as  power  shifts  from  the  Old  Economy  to  the  New 
my — and  the  Old  Economy  fights  back.  New  wealth  | 
the  Netzone  is  flowing  into  Presidential  and  congres 
campaign  coffers  for  2000.  Unlike  Old  Economy  ecoJ 
interests,  such  as  labor  unions,  small  business,  or  tobacc^ 
Net  is  not  tied  to  either  Democrats  or  Republicans.  Ho\ 
will  affect  the  Internet  Age  is  anybody's  guess. 

Moving  from  one  economic  era  to  another  is  never  sr 
The  Internet's  dazzle  hides  some  serious  problems, 
quickly  and  capably  we  face  them  will  determine  its 
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Solutions. 

If  you  could  bring  together  all  your 
business  resources  with  everything 
you  know  about  your  customers 
(whether  they  contact  you  by 
mail,  e-mail,  Web  site,  phone  or 
fax),  what  would  it  amount  to? 

A  more  consistently  satisfying 
experience  for  your  customers 
(keep  em  coming  back).  A  more 
profitable  revenue-generating 
opportunity  for  your  business. 

That's  the  idea  behind 
Lucent  Customer  Relationship 
Management  Solutions. 

Now  the  company  that  helps  more 
businesses  connect  with  their 
customers  (in  more  ways  than 
anyone  else)  can  help  you  do 
more  business  with  each  of  your 
customers. 


How?  Lucent  CRM  Solutions  focus 
every  part  of  your  enterprise 
(from  Internet,  to  call  centers, 
to  databases,  to  fulfillment  and 
beyond)  on  customers'  needs  and 
preferences,  building  long-term 
customer  loyalty  to  deliver  on 
your  business  goals. 

Our  leading-edge  intelligent 
software  links  customer 
interactions  across  your  entire 
company.  We  have  technology  to 
integrate  your  voice  and  data 
applications  (around  the  block 
and  around  the  world),  eliminating 
barriers  to  doing  business. 
It  adds  up  to  a  more  seamless 
experience  for  your  customers. 


The  power  of  our  strategic 
alliances  with  leading  software 
applications,  technology  and 
integration  partners  assures  you 
a  total  CRM  Solution. 

And  (rest  easy)  Lucent  NetCare® 
CRM  Professional  Services 
can  help  you  plan,  design, 
integrate  and  manage  your 
solution  (24x7x365). 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
BIG  TOBACCO 

WINNING  HEARTS 
AND  LUNGS 

IT     MAY     BE     EMBROILED     IN 

lawsuits  and  controversy,  but 
somehow       tobacco       giant 
Brown    &    Williamson    still 
thinks  that  love  rules 
the  world — or  at 
least  the  smokers 
in  it. 

B&w  says  that 
people      calling 
one  of  its   cus- 
tomer-service 
lines  were  get- 
ting testy  with 
operators    after 
navigating     the 
standard  "press 
zero  if  you  want 
to   speak  to  an 
operator"  option 
menu.  So,  after 
warning  those  who  are  un- 
derage and  nonsmokers  to 
hang   up,   a   message   from 
Chairman  Nicholas  Brookes' 
company    states:    "We,    the 
Brown  &  Williamson  Tobacco 
Corp.,  are  in  love — with  you." 


Music  swells  in  the  back- 
ground. Then:  "We're  a  giant 
corporation,  and  you  make  us 
feel  like  a  little  kitten.  Thank 
you,  lover. 

"By  the  way,  the  other  to- 
bacco companies  hate  you  and 
think  you  are  ugly.  They  told 
us  so." 

So  what  gives?  A  B&w 
spokesman  says,  "We  think 
we  are  a  fun 
company.  We 
are  human 
beings  with 
families  and  a 
sense  of 

humor." 

Not  every- 
one is  laughing. 
Says  Patrick 
Reynolds, 
grandson  of  to- 


bacco mag- 
nate R.J.  Reynolds  and  an 
antismoking  activist,  "If  you 
don't  think  people  in  tobacco 
companies  are  a  little  warped, 
call  this  number." 

Hear  it  for  yourself:  1-800- 
578-7453.  Roy  Furchgott 


THE  LIST  HEY,  BIG  TECH  SPENDER 


Financial  institutions  were  the  biggest  e-commerce  spenders  last 
year,  but  ranked  only  11th  in  income  growth  out  of  21  industries 
surveyed.  Income  at  telecom  companies  actually  fell.  In  contrast, 
the  food  and  beverage  industry  devoted  a  mere  5.4%  of  its  corpo- 
rate expense  to  e-commerce  and  enjoyed  strong  income  growth. 
Lesson:  E-commerce  isn't  best  for  everyone — yet. 


INDUSTRY 
CATEGORY 


%  OF  CORPORATE 

EXPENSE  DEVOTED 

TO  E-COMMERCE 


RANK* 


1998  INCOME 

GROWTH 

OVER  1997 


RANK* 


FINANCIAL 

25.6% 

1 

29.6% 

11 

TELECOMMUNICATIONS 

16.9 

2 

-22.3 

21 

BANKING 

15.6 

3 

25.2 

12 

ELECTRONICS 

10.1 

4 

10.4 

19 

INFORMATION  TECH. 

9.7 

5 

48.4 

3 

MEDIA 

9.7 

6 

44.9 

4 

PHARMACEUTICALS 
INSURANCE 

9.6 

7 

11.2 

18 

9.5 

8 

34.0 

8 

PROF.  SERVICES 

8  9 

9 

35.0 

7 

UTILITIES 

8.7 

10 

20.8 

16 

*  Out  of  21  industries  (a  total  of  832 

companies)  si 

rveyed 

DATA:  META  GROUP/RUBIN  SYSTEMS 

TALK  SHOW  ttThe  content  of  this  exhibition  may  cauj 
shock,  vomiting,  confusion,  panic,  euphoria,  and  anxieh 

— Brooklyn  Museum  of  Art's  warning  about  ad  man  Charles 
Saatchi's  collection,  which  includes  a  dung-encrusted  Virgin  Mi 


PRODUCT  PEEK 

HEY,  LITTLE 
SURFER 

THE  NEXT  TIME  YOU 

go  online,  instead  of 
sitting  at  a  desk 
you  could  be  brows- 
ing a  mall  for  bar- 
gains or  checking 
the  weather  fore- 
cast while  you  wait 
at  the  airport  for  a 
flight.  That's  the 
promise  of  3Com's 
Palm  VII:  the  In- 
ternet in  your  hand. 

The  national  rollout  of  the 
gizmo  on  Oct.  4  marks  the 
coming  of  age  of  wireless  Net 
access,  says  the  company.  But 
don't  expect  unlimited  Web 
surfing  quite  yet.  Neither 
wireless  handheld  computers 
nor  Internet-ready  cell 
phones  can  handle  that. 
Users,  however,  can  glean 


PALM  VII:  Handy 


such  snippets  from  the 
ocean   of  Internet  da 
stock  quotes,  sports  s 
headlines,  air 
ules,  and  sorr 
tail  shopping. 
Despite  crit 
that   Palm   V 
too  costly,  it 
out  in  a  New 
marketing  tes 
spring.  And 
has   since   cul 
base  price  $,1( 
$499,  and  Ne 
cess     charges 
"  one-third. 
Experts    believe    ths 
least  20  million  American 
be  heavy  users  of  wir 
data  by  2004.  The  Palm 
interconnectivity    puts 
Palm  line  ahead  of  its  nc 
rival,  Handspring's  Visor 
online  capability  has  a 
The  Palm  VII  sells  for 
the  cost  of  a  top-of-thc 
Visor.  Janet  Rae-Di 


THE  RAT  RACE 

PICK  UP  SOME  EGGS 
AT  THE  OFFICE,  DEAR 

it's   not   unusual   for   a 
tired  employee  to  stop  and 
pick  up   some   takeout   for 
dinner.  But  how  about  some 
ripe  tomatoes  or  fresh  corn 
on  the  cob  with  that  brief- 
case full  of  work?  Some  com- 
panies are  now  offering^ 
workers  the  option  of 
picking  up  milk,  bread, 
fruit,  and  veggies  at  the 
office. 

Employees  love  the 
convenience  of  the  idea, 
says  retailer  J.  C.  Pen- 
ney, which  recently 
began  selling  fresh 
produce  to  employ- 
ees at  its  Piano  (Tex.) 
headquarters.  Workers 
call  in  their  orders  from  their 
desks  during  the  day,  then 
stop  by  the  cafeteria  in  the 
evening  to  pick  up  their  food. 
With  produce  selling  up  to 
30%  cheaper  than  at  local 
markets,  the  program  has 
been  popular,  says  Penney. 


In  Baltimore,  Sod 
Marriott  Services,  a 
food-service  company,  sa 
is  already  running  tesi 
fresh-food  sales  at  six 
companies.  And  to  rouro 
the  at-work  shopping  e: 
ence,  industry  experts 
foresee  more 
proprietary  con- 
venience stores. 


such  as  Owens 
ing's  at  its  Toledo  head<j 
ters.  Some  companies 
long  had   onsite   day 
Now  there's  the  move  to| 
onsite     grocery     shopj 
Soon,  you'll  never  nee 
leave  work.      Dennis 
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Dewars.  profile 

Wint  Alexandei  ft  I 

itors  of  Cranl 


FiN>;3r  Scotch 


RflSHz 


>\ 


J& 


}' 


it  and  Richard 
talked  out  the  gates  of  a  major  software  developer  to  build  a  board  game,  friends 
(ought  they'd  lost  it.  But  they  put  their  heads  together  with  an  art  guru,  a  wordsmith 
pd  a  talkative  mime  -  and  the  result  was  Cranium?  It's  the  first  game  designed 
j  use  both  sides  of  the  brain.  It's  selling  like  crazy,  and  they're  looking  pretty  smart. 

i  They're  Dewars. 


p=. 


^™ 


Up  Front 


ROAD  RACES 

BATTLE  OF  THE 
MUSCLE  BIKES 

HONDA  HAS  DECLARED  WAR  ON 

its  rivals  in  the  U.  S.  over  the 
hot  market  for  "sportbikes." 
Sales  of  high-performance  mo- 
torcycles should  surpass  76,000 
this  year,  up  27%  from  1998, 
predicts  industry  analyst  Don 
Brown  of  djb  Associates. 

Honda's  weapon?  A  newly 
designed,  more  powerful 
CBR929RR,  a  response  to 
archrival  Yamaha's  YZF-R1, 
introduced  in  1998.  The 
Yamaha  model's  design, 
speed,  and  handling  boosted 
the  company's  share  from 
12.2%  to  18.2%  in  1999,  while 


CONTEST:  Honda  vs.  Yamaha 

market  leader  Honda's  25.2% 
share  moved  up  only  slightly, 
to  27.4%,  says  Brown.  Honda 
is  blunt  in  its  intentions  for 
Yamaha:  "It's  time  to  put 
them  in  their  place  again," 
says  Ray  Blank,  vice-presi- 
dent of  sales  for  Honda  mo- 
torcycles. So  Honda  is  hold- 
ing the  new  model's  price  at 
last  year's  $9,999.  Yamaha's 
2000  model  remains  at 
$10,199.  Honda  also  has  to  be 
concerned  about  new  bikes 
from  Kawasaki  and  Suzuki. 

Can  Honda  hold  off 
the  surging  Yamaha  mar- 
que? "You  can  never 
count  out  Honda,"  says 
Brown.  Rob  Doyle 


CLASS  NOTES 

WHICH  B-SCHOOLS 
CARE  THE  MOST? 

ALTRUISM  AND  SOCIAL 
responsibility  are  finding  a  big- 
ger place  in  B-school  curricu- 
lums.  So  says  a  study  to  be 
released  on  Oct.  7 
by  World  Re- 
sources Institute 
and  the  Aspen  In- 
stitute's Initiative 
for  Social  Inno- 
vation Through 
Business. 

The  two 
groups  rated  313 
graduate  business 
schools  on  faculty 
research,  support 
for  courses  on 
environmentalism 
and  social  issues, 
and  student  interest  in  those 
courses,  wri  and  isib  then 
developed  two  lists  of  B- 
schools  on  the  "cutting  edge" 
of  social  responsibility.  Nine 
make  the  grade  for  environ- 


ENVIRONMENTAL 
HOT  SPOTS 

Cornell 

George  Washington 

U.  of  Michigan 

U.  of  North  Carolina 

U.  of  Pennsylvania 

Rensselaer  Polytech 

U.  of  Texas 

Tulane 

Vanderbilt 


mentalism,  10  for  social  is- 
sues. A  decade  ago,  few 
schools  offered  courses  in  ei- 
ther area. 

The  University  of  Michigan 
and  the  University  of  Penn- 
sylvania ranked  high  on 
both  counts,  while  Vanderbilt 
University  and  Rensselaer 
Polytechnic  In- 
stitute were  cit- 
ed for  innova- 
tive teaching  of 
"green"  issues. 
"You're  going  to 
see  these  pro- 
grams ramp  up 
in  a  very  signif- 
icant way,"  says 
Stuart  Hart, 
who  teaches 
a  popular  "sus- 
tainable-devel- 
opment" course 
at  the  Universi- 
ty of  North  Carolina,  also 
highly  ranked  by  the  study. 
Is  such  optimism  warranted? 
WRI  and  isib  plan  to  conduct 
a  follow-up  in  2001  to  find 
out.  Mica  Schneider 


HE  WONT    * 

EMBARRASS 

YOU! 


mm 


UNION  DUES 

A  UNION  TAKES  OFF 
ATTHEFAA 

AS  IF  CROWDED  SKIES,  AGING 
technology,  and  an  antagonis- 
tic Congress  weren't  enough, 
Federal  Aviation  Administra- 
tion top  gun  Jane  Garvey  is 


in  a  dogfight  with  her  staff 
over  a  proposed  merit-pay 
system.  To  dodge  the  plan, 
hundreds  of  faa  employees 
are  seeking  to  unionize. 

They  fear  the  plan  could 
limit  salary  hikes  to  only  15% 
of  the  workforce  and  penalize 


long-term  employees. 
100  attorneys  and  staff  I 
FAA's  Office  of  Chief  cd 
joined  the  American 
ation  of  State,  County 
nicipal  Employees  in 
Three  more  departme 
about  500  people — arl 
pected  to  follow  suit  if 
October,  says  afscme. 
Garvey    says 
pay     will     make  I 
salaries       compel 
with  industry  and  [ 
the  agency  away| 
a  civil-service   sj 
that  rewards  lonj 
Labor  says  that's 
long  as  it's  invoh 
the  process.  Carl 
man,  executive' director 
scme  Council  26,  says: 
vey    can    look    at    thi| 
blowing  up  in  her  face 
an  opportunity  to  invoh 
employees."  That's  an  ol 
tunity  Garvey  may  well! 
to  pursue.  Lorraine  Wo\ 


THE  BIG  PICTURE 


MEDICAL  COSTS  STILL  HURT 


The  rate  of  growth  in  health- 
care costs  has  slowed  from  at 
least  8%  annually  in  the  early 
1990s,  to  less  than  6%  in  1998. 
But  it  still  outpaces  the  2.3% 
core  rate  of  inflation  in  1998. 


450 


400 


REVENUE  FOR  HEALTH  SERVIC 

TAX  EXEMPT 

HEALTH 

SERVICES. 


350 


TAXABLE 

HEALTH 

SERVICES 


TAX-EXEMPT  SERVICES  INCLUDE 
NONPROFIT  HOSPITALS  AND 
CERTAIN  OTHER  SERVICES 


90  '91  '92  '93  '94  '95  '96  '97 
▲  BILLIONS  OF  DOLLARS 
DATA:  CENSUS  BUREAU,  BUREAU  OF  LA80R  STATU 


FOOTNOTES    Americans  who  rate  their  local  schools  positively,  52%;  who  rate  schools  nationwide  positively,  26  ^ 
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DATA:  THE  SHELL  POLL/SHELL  OIL 


An  ounce  of  prevention. 


A  pound  of  cure. 


A  world  of  possibilities. 


/*r- 


\ 


& 


km 


www.admworld.co 


fhat  the  world  needs  now 

moro  homoxrovvn  he-alfjo 

At  ADM,  we're  growing  new  solutions  for  a  healthier 
.  world.  Taking  farm-raised  crops  like  corn  and 

soybeans  and  processing  them  into  enriched  food 
I  ingredients,  natural-source  vitamin  E  and  isoflavom 

For  a  natural  level  of  health  you  can't  get  from 
,  man-made  supplements. 


f 


^ 


It's  true.  Five  Star  dealerships 
do  things  differently. 


E& 


When  you  visit  a  Five  Star  dealership,  you'll  be  pleased  to  know  that  everyone  you  mee 
sales  manager  to  the  service  advisor— has  completed  an  extensive  training,  testing  and  evlp| 
process,  all  to  be  the  very  best  they  can  be.  And  they're  all  working  together  to  ensure  one  th  e| 
satisfaction.  -  Five  Star  is  an  all-new  process  that  totally  redefines  how  cars  and  trucks  are  J 
serviced.. It's  a  third-party  certification  process  so  rigorous,  only  the  best  make  the  cut.  •  ^| 


■ ::'..], .; 


be  proud  to  showcase  one  employee  of  the  month,  at  Five  Star  dealerships,  we  feel  is... 

>yee  is  worthy  of  this  distinction.  And,  when  our  employees  are  performing  at  their  best, 
jnce  is  going  to  be  the  best  it  can  be.  •  For  more  details  or  for  the  dealer  nearest  you,  call 
f  7-5-STAR  or  visit  www.fivestar.com.  Get  a  better  experience-at  a  certified  Chrysler,  Plymouth, 
njtodge  dealer  where  you  see  the  Five  Stai  sign.     Five  Star.  It's  Better.  We'll  Prove  It. 
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WHAT  TO  DO 

ABOUT  THE  BRAIN  DRAIN 

"Brain  Drain"  (Cover  Story,  Sept.  20) 
fails  to  mention  the  cause  of  this  crisis. 
We  have  failed  to  develop  a  systematic 
method  for  developing  those  who  will  be 
in  charge.  We  have  relied  on  personal-de- 
velopment programs,  subjective  feedback 
mechanisms,  and  MBA  programs  taught 
by  people  who  have  never  -worked  in 
business  to  develop  the  knowledge  re- 
quired to  lead.  We  have  settled  for  the 
use  of  abstract  terminology  to  define  the 
skills  and  abilities  required  and  then  em- 
barked on  development  paths  that  have 
precipitated  this  current  dilemma. 

The  math  is  easy:  There  are  not 
enough  retiring  managers  choosing  to 
remain  in  the  workforce  to  bridge  the 
gap  between  skills  required  and  skills 
needed.  The  consequences  of  this  will 
become  apparent  in  the  years  to  come 
as  our  best  companies  become  unable 
to  seize  opportunities  in  the  future. 

Michael  Laddin 
Shawnee,  Kan. 

Your  article  overlooked  a  particularly 
effective  way  to  retain  the  knowledge 
and  expertise  of  departing  executives: 
capturing  their  "war  stories"  and  lessons 
learned  in  a  digital  video  database.  Us- 
ing technology  originally  developed  to 
preserve  the  knowledge  of  logistics  plan- 
ners from  the  gulf  war  air-and-sea  lift, 
we  have  conducted  on-camera  inter- 
views for  government  agencies  like  the 
Environmental  Protection  Agency  and 
Veterans  Administration,  as  well  as 
dozens  of  private-sector  firms.  And  un- 
like retired  executives  retained  to  coun- 
sel only  senior  decision  makers,  this  can 
provide  every  employee  with  instant 
access  to  an  organization's  best  experts. 

Kemi  Jona 

Cognitive  Arts  Corp. 

Chicago 

ARE  TWO  INCOMES 

REALLY  NECESSARY? 

As  a  nation  we  are  suffering  from 
our  own  success.  If  our  overstuffed 


E 


economy,  with  more  jobs,  more  n 
and  more  stuff,  has  left  us  with  toi 
time  and  too  much  stress,  it's  ti 
question  our  priorities.  A  smaller 
omy  with  fewer  (full-time)  jobs,  s 
houses,  not  so  many  cars,  and  less 
is  a  logical  solution  to  the  time  sc  . 
("Wooing  minivan  moms,"  Workinj 
Sept.  20). 

When  a  minivan  is  a  family's 
access  to  life  outside  the  home, 
waste  of  thousands  of  dollars 
countless  hours  of  leisure  time 
year.  Sprawling  suburbs  helped 
today's  economy,  but  they  are  a 
place  to  live. 

Greg 
Brandon, 
I 

We  seem  to  be  so  focused  on  h  te, 
houses,  sports-utility  vehicles,  elah  a 
vacations,  etc.,  that  two  incomes 
become  a  necessity.  I  don't  conside  i 
self  a  "religious  righter"  by  any  st 
of  the  imagination,  but  I  have  to  c 
that  someone  needs  to  stay  at     feinJi 
with  the  kids.  A  recent  survey 
year-old  boys  claims  that  they  consi 
mom  at  home  as  the  No.  1  status 
bol — not  Nintendo  or  an  Expeditio 

Perhaps  the  politicians  should 
their  efforts  on  getting  one  paren 
of  the  workforce,  maybe  with  a 
credit  for  a  parent  who  stays  at  h 

Tony  H 
Temecula, 


WORK  AND  FAMILY: 
A  DIFFICULT  DANCE 
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Thank  you  for  "9  to  5  isn't  wor  pent 
anymore"  (Working  Life,  Sept.  s to  covi 
However,  I  take  issue  with  two  a|  ent  sur 
tions.  First,  the  Family  &  Me  s with 
Leave  Act  (fmla)  provides  up  t  that  tt 
weeks  of  leave,  not  six  months.  Se<  ling  pa 
the  statement  that  the  fmla  is  j  ;^( 
easing  the  burden  for  working  pan  long ;. 
is  simply  untrue.  Since  1993,  the  F  d. 
has  helped  an  estimated  24  mi  da;  , . 
women  and  men  care  for  their  9  k  cost 
ones  without  losing  their  jobs  or  h( 
insurance. 

On  the  other  hand,  author  Micl 
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iterview  with  French  finance  czar  Do- 
c  Strauss-Kahn  listed  in  the  Oct.  4 
!  of  contents  was  inadvertently  dropped 
the  magazine  but  appears  in  this 
l's  International  Business  section. 


-[  is  right  to  point  out  the  limits  of 

lji|d  leave:  Too  many  people  still  can- 
fford  to  take  the  unpaid  leave  the 
provides.  The  bipartisan  Family 
I  'ommission  found  that  cost  is 
nain  reason  people  do  not  take 
d  leave.  It  also  found  that  1  out  of 
'  10  KM  la  users  is  forced  on  to 
•  assistance  while  on  leave.  As  the 
ation  ages,  the  need  for  family 
is  only  going  to  rise, 
e  good  news  is  that  across  the 
ry,  concerned  policymakers,  re- 
hers,  and  advocates  for  women, 
en,  senior  citizens,  caregivers,  peo- 
ith  disabilities,  business,  and  la- 
re  joining  the  Campaign  for  Fami- 
eave    Income,    launched    by   the 

[uiinal  Partnership  for  Women  & 
Hies  in  June,  1999.  Promising  ap- 
hes  to  the  problem  of  unpaid  leave 

ni  ;le:  letting  people  collect  unem- 
lent  insurance  or  disability  insur- 
while  on  family  leave;  subsidies  or 
redits  to  make  family  leave  more 

rf  .able;  and  state  and  private  policies 
make  it  easier  for  people  to  use 

it* own  sick  leave  when  family  mem- 
are  ill. 

pport  for  commonsense,  cost-effec- 
iolutions  is  growing  on  all  fronts. 
ral  states,  including  California, 
jchusetts,  Vermont,  and  Washing- 
re  considering  extending  state  un- 
•yment  or  disability  insurance  pro- 
>  to  cover  unpaid  leave.  Meanwhile, 
?nt  survey  found  that  84%  of  com- 
s  with  100  or  more  employees  re- 
that  their  family-leave  programs, 
ling  paid  leave,  either  save  them 
y  (42%)  or  are  cost-neutral  (42%). 
long  as  working  women  and  men 
choose  between  their  families  and 
■ial  crisis,  we  all  pay  the  price — in 
re  costs,  lost  employee  productivi- 
■•  health-care  costs  for  children, 
68,  and  elders.  For  the  sake  of  our 
es  and  our  economy,  policymakers 
mployers  must  find  ways  to  make 
/  leave  more  affordable. 

Judith  L.  Lichtman 

President 

National  Partnership  for 

Women  &  Families 

Washington 


ur  article  on  workplace  flexibility 
';.«^  employer-sponsored  child  care  as 

cample  of  what's  not  working  to 
;*  the  burden  for  working  parents. 


This  is  not  true  A  >iudy  by  the  Sim 
inoiis  College  Graduate  School  of  Man 
agemenf  showed  thai  939S  of  working 
parents  believe  work  site  child  care  is 
an  important  factor  when  considering  a 
job  change;  VI' i  say  work-site  child  care 
was  an  important  factor  in  their  decision 
to  join  the  company  they  work  for. 
Moreover,  several   of  the   companies 

you  cite  as  successful  at  helping  em- 
ployees balance  work  and  family  re- 
sponsibilities (such  as  IBM  and  Merck  & 
Co.)  offer  child  care  as  a  part  of  their 


work/family  and  arc  rapidly 

expanding  i  heir  offerin 
To  be  sure,  flexibility  ii  an  extremely 

important    piece  of  I  lie  puzzle     I  i 

anyone  who  h  ed  at  home  while 

caring  for  children  understand-  the  in- 
herent challenges  of  such  a  situation. 
Flexibility  is  not  a  substitute  for  the 

care  and  education  children  need.  I  -till 
recall  the  paternity  leave  I  took  with 
my  first  daughter.  I  had  planned  to  ex- 
ercise every  day,  read  books,  write,  and 
catch  up  with  friends.  To  my  surprise, 
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It's  virtually  impossible  to  demonstrate  the  kind  of  power 
$20  billion  gives  Williams.  Wanda  here  will  try. 


Pardon  while  we  flex.  Williams'  coast-to-coast  gas  pipelines,  and 
our  expanding  fiber-optic  network  make  it  easy  to  see  we're  a 
national  force  in  energy  and  communications.  And  we  hardly 
had  to  show  off  our  brawny  $20-billion  backbone. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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dr&a^i  made  real. 


?xt  Internet  is  under  construction. 
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on  our  dust. 


n  just  five  years, 


net  will  have  to  handle  twenty 
uiore  traffic.  So  Agilent  is  already 
iding  technologies  that  will  help  it 
ictly  that.  Creating  a  high-speed, 

pacity  Internet  that  was,  until 

■ 
.ay,  just  a  pipe  dream. 


Agilent  Technologies 

Innovating  the  HP  Way 


Agilent  Technologies  is  a  subsidiary  of  Hewlett-Packard  Company,  www.agilent-tech.com 
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being  at  home  with  my  daughter  was 
all-consuming  and  all  of  my  plans  were 
waylaid.  I  had  a  great  experience,  but 
work  definitely  took  a  back  seat. 

A  successful  work/family  program  will 
help  employers,  parents,  and  children 
be  successful.  Employer-sponsored  child 
care  is  a  critical  element  of  a  solution 
that  can  do  just  that. 

Roger  Brown 

Chief  Executive  Officer 

Bright  Horizons  Family  Solutions 

Cambridge,  Mass. 

Your  photo  portraying  Joanne  Dap- 
kevich  on  a  conference  call  while  her 
toddler  sits  nearby  doesn't  represent 
reality.  As  a  working  mom  who  works 
from  my  home  office  quite  a  bit,  I  am 
constantly  surprised  at  how  many  peo- 
ple assume  my  2-year-old  is  home  with 
me.  It  is  impossible  to  work  from  home 
on  a  regular  basis  without  child  care — 
it's  this  kind  of  portrayal  that  gives  us 
remote-working  moms  and  dads  a  bad 
rap.  It's  no  wonder  more  businesses 
don't  give  flexible  working  arrangements 
a  try — they  are  envisioning  a  scenario 
like  your  photo. 

Sandra  Bauman 
Glen  Rock,  N.J. 
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THE  MAIN  ECONOMIC  THREAT 

IS  A  BURSTING  BUBBLE 

When  reading  "Where  Net  startups 
go  to  be  born"  (News:  Analysis  &  Com- 
mentary, Sept.  13),  I  couldn't  help  but 
think  these  new  venture  capitalists  were 
entering  the  game  just  to  capitalize  on 
the  absurd  level  of  return  given  to  any 
initial  public  offering  with  .com  in  its 
name.  As  for  the  incredible  .returns  of 
most  Internet  newcomers,  what  we 
have  is  a  Securities  &  Exchange  Com- 
mission-sanctioned Ponzi  scheme  where 
most  (if  not  all)  of  the  wealth  accrues  to 
the  early,  behind-the-scenes  investors, 
and  the  general  public  ultimately  may 
be  left  with  little  return  after  an  excit- 
ing ride. 

I  recall  the  days  when,  before  con- 
sidering an  IPO,  a  firm  would  have  solid 
sales  and  at  least  some  earnings.  Now, 
such  financial  considerations  are  irrele- 
vant; what  is  important  is  a  "concept" 
for  the  Net.  Note  the  phenomenon  of 
multiple  venture  capitalists  "investing" 
in  a  Net  firm  just  before  its  IPO  readi- 
ness. The  venture  capitalists  are 
brought  on  board  not  for  injections  of 
cash  but  for  their  network  of  investors, 
bankers,  and  brokers  who  will  help  hype 


the  IPO  into  the  stratosphere.  Of 
should  the  ipo  faulter,  it  can  alws 
merged  (at  a  further  outlandish 
pie)  with  a  firm  within  the  sta 
firms  controlled  by  one  of  the  v« 
capitalists. 

With  all  the  bubble-like  inflati  \ 
implications  of  Internet  startup 
the  high  stock  market  price-ear1 
ratios  accorded  existing  firms  anc 
the  effect  upon  other  assets  (hav 
priced  residential  real  estate  lat 
it's  amazing  that  business  week 
still  believe  that  "Labor  costs  wil 
key  player"  (Business  Outlook,  Sej 
in  overall  prospects  for  the  ecoi 
What  an  archaic  measure  to  carr;  rmdepersa 
the  new  millennium.  A  significant    i 
ing  of  the  stock  market  bubble  is 
greater  threat  to  the  economy  th: 
bor  costs. 

Alfred  Daniel  El 
Santa  Barbara, 


it  to ; 


INNOVATION  WILL  HELP  FILL 
THOSE  INTERNET  NICHES 

We  believe  there  will  always  b 
portunities      for      Internet      se: 
providers  (isps)  that  can  fill  a  nici  * 
offering  differentiated  products  anc 
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led  services.  While  price  is  always 
ir,  even  the  threat  posed  by  free 

I  iet  access  will  never  materialize 
scribers  must  contend  with  poor 
cal  support,  excessive  ads,  and 
able  connections  ("In  a  squeeze  at 
Spring,"  Information  Technology, 
20). 

its  part,  OneMain.com  is  target- 
nailer  metropolitan  markets  and 
communities  that  are  often  under- 
i  by  the  country's  largest  [SPs. 
areas  account  for  65%  of  the  U.  S. 
ition  and  are  currently  the  fastest 

3    ig  segment  in  terms  of  Internet 


independent  isps,  there  is  a  clear 

ative  to  expensive  promotions  or 

out  to  a  larger  competitor:  in- 


FINDING  US  ONLINE 
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ull  text  of  Business  Week,  the  Business  Week 
Briefing,  and  seven  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
jj  ,iign  up  for  BW  on  AOL,  call  (800)  641-4848 


1 


and  mention  Business  Week. 


novation.  In  the  end,  those  companies 

that   innovate  and  focus  0T1  the  ISP  Diod 
el  that  best  meets  the  changing  de- 
mands of  their  customers  will  flourish. 
Those  that  don't  will  not. 

Stephen  E.  Smith 

Chairman  and  CEO 

OneMain.com 

Vienna,  Va. 

THE  RESTRUCTURING  WAVE 

IS  STILL  PAYING  OFF 

One  Federal  Reserve  official  seems  to 
be  reading  the  tea  leaves  correctly 
("The  Fed's  Lone  Star  loner,"  News: 
Analysis  &  Commentary,  Sept.  20).  Liv- 
ing in  Texas,  Robert  D.  McTeer  Jr.  ex- 
periences daily  the  vast  improvements 
in  U.  S.  manufacturing,  something  those 
east  of  the  Appalachians  seem  so  insu- 
lated from. 

The  benefits  of  the  wave  of  corpo- 
rate restructurings  of  the  1980s  and 
1990s  aren't  over:  There's  a  new  strate- 
gic agenda  among  U.  S.  manufacturers 
that  has  propelled  them  ahead  of  their 
European  and  Asian  counterparts. 

That  agenda  is  part  Japanese  (excel- 
lence in  manufacturing  quality  and  effi- 
ciency), part  European  (megamergers 


and  worldwide  alliances),  and  driven  by 

the  mosl  restless  chief  executive  offi- 
cers in  the  world  (U.S.).  It's  a  dyna- 
mite combination  that  promisee  to  keep 
productivity  growing  and  keep  prices 
in  check. 

James  K.  Baker 
Columbus,  Ind. 
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At  Deutsche  Bank  shared  trust  leads 
to  a  deep  understanding  of  our  clients' 
needs.  An  understanding  that  translates 
into  lasting  relationships  and  superior 
solutions. 

Our  aim  is  to  earn  our  clients'  trust, 
daily  -  another  reason  why 
fading  tO  results.™'  Deutsche  Bank  is  leading  to  results™' 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

BOY,  CAN  THIS  BOX 
PLAY  GAMES 


Sega's  Dreamcast 
combines  great 
graphics  and  speed — 
but  it's  not  Networthy 

I  have  to  begin  this  col- 
umn with  a  confession.  The 
last  computer  game  I  was 
any  good  at  was  something 
called  Arknoids,  which  most- 
ly involved  hitting  a  ball  with 
a  paddle,  on  the  Apple  Ilgs. 
So  I'm  probably  not  the  best 
person  to  be  reviewing  the 
games  on  the  new  Dreamcast 
console  from  Sega  Enterpris- 
es. But  I  do  look  at  a  lot  of 
hardware  and  soft- 
ware and  can  say 
with  some  confidence 
that  the  Dreamcast 
is  an  impressive 
demonstration  of  the 
performance  that  can 
be  gotten  from  inex- 
pensive hardware 
that  tries  to  do  one 
thing  really  well. 

The  $199  Dream- 
cast is  Sega's  bid  to 
recapture  a  place  at 
the  top  of  the  TV- 
based  game-console 
market  now  dominated  by  the 
Sony  PlayStation  and  the  Nin- 
tendo 64.  The  first  thing  you 
notice  upon  putting  in  a  CD- 
ROM  game  and  firing  up  the 
console  is  the  amazing  3-D 
graphics.  The  Dreamcast  dis- 
play is  easily  the  equal  of  ar- 
cade consoles  and  superior  to 
even  a  fast  PC.  Key  indica- 
tions of  the  graphics  quality: 
Characters  and  other  objects 
move  smoothly,  both  across 
the  screen  and  forward  and 
backward.  Even  as  objects  ro- 
tate, it's  difficult  to  tell  that, 
like  all  3-D  computer  graphics, 
they  are  actually  made  up  of 
a  large  number  of  triangles, 


not  smooth  curved  surfaces. 
And  backgrounds  almost  nev- 
er break  down  into  blocky 
pixels  the  way  they  do  in  less- 
er displays. 

LIMITS.  This  is  all  accom- 
plished using  what  is  modest 
hardware  by  computer  stan- 
dards. Dreamcast  runs  on  a 
200  MHz  Hitachi  S4  proces- 
sor that  would  probably  be 
dreadful  at  running  Microsoft 
Corp.'s  Word  or  Excel  but  is 
optimized  for  3-D  graphics. 
And  it  gets  a  big  boost  from 
a  specialized  NEC  graphics- 
processing  chip  and  8 
megabytes  of  video  memory. 


It  takes  more  than  great 
graphics  to  make  a  realistic 
game.  For  example,  the 
$49.99  NFL  2K  football  game 
from  Sega  is  based  on  exten- 
sive motion  studies.  The  team 
members  look  like  well-drawn 
3-D  cartoon  figures,  but  they 
run,  pass,  and  block  like  real 
football  players.  Some  clever 
programming  creates  a  TV- 
style  play-by-play  commen- 
tary that  is  closely  tied  to 
the  action  on  the  field — and  is 
even  more  annoying  than  the 
real  thing. 

The  Dreamcast  has  the  po- 
tential to  be  more  than  a 
game  console,  but  it's  not 


clear  where  Sega  plans  to 
take  the  product.  It  includes 
a  56K  modem,  a  Web  brows- 
er, and  a  version  of  Mi- 
crosoft's Windows  ce  operat- 
ing system. 

Right  now,  these  provide 
limited  utility.  The  modem 
and  browser  exist  mainly  to 
let  players  get  the  informa- 
tion on  available  games  and 
play  tips  on  Sega's  Dream- 
cast Network  site.  Owners 
can  connect  either  with  an 
existing  Internet  service  ac- 
count or  use  bundled  soft- 
ware to  set  up  a  new  account 
with  AT&T  World  Net  start- 
ing at  $9.95  for  10  hours  per 
month.  The  Web  browser  can 
also  be  used  to  visit  any  site, 
but  the  quality  of  the  televi- 
sion display  is  poor,  and  nav- 
igation using  a  game  con- 
troller is  difficult.  (An 
optional  $25  keyboard  is  a  big 
help.)  Next  year,  Sega  will 
add  online  gaming. 

The  role  of  Windows  ce  in 
the  Dreamcast  is  a 
mystery.  None  of  the 
games  from  Sega  or 
others  runs  under 
ce,  and  even  the 
Web  browser  comes 
from  Planet  web,  not 
Microsoft.  Sega  says 
,  it  included  CE  to 
\  make  it  easier  for 
developers  to  write 
games  for  both  Win- 
dows 98  and  the 
Dreamcast.  But 

there's  no  evidence 
that  game  makers 
see  that  as  much  of  an  ad- 
vantage— or  that  Sega  has 
any  plans  to  use  the  operat- 
ing system's  ability  to  even- 
tually make  Dreamcast  into 
more  of  a  general-purpose 
computer. 

When  the  Dreamcast 
sticks  to  playing  games,  it  is 
impressive.  That  it  doesn't  do 
other  things  particularly  well 
should  neither  surprise  nor 
disappoint.  The  lesson  of  a 
product  like  Dreamcast  is 
that  a  specialized  device  try- 
ing to  do-  one  thing  well  can 
run  rings  around  a  general- 
purpose  computer  costing  10 
times  as  much. 


BULLETIN  BO. 


HARDWARI 
SMARTER  MICE 

Computer  mice  are  genel 
trouble-free — until  a  bu| 
of  dust  and  other  detritt 
clogs  the  mechanism  thj 
tracks  movement  of  the 
Then  they  become  unreli 
or  just  quit.  Microsoft's 
IntelliMouse  Explorer  solj 


the  problem  by 
eliminating  most  moving 
parts.  Instead  of  a  ball, 
camera  tracks  movemenj 
the  mouse  across  just  a( 
any  surface.  In  addition 
the  standard  two  button^ 
$75  IntelliMouse  has  a 
that  controls  scrolling  inl 
most  applications.  The  n| 
mouse  attaches  to  a  PC 
a  universal  serial  bus  col 
nector,  or,  with  an  adaptj 
a  standard  mouse  port. 

CARRYING  CASES 

If  your  laptop  leads  a  hal 
life  on  the  road,  you  migl 
consider  a  really  tough  cl 
Zero  Halliburton  (800  3l[ 
2247  or  www.zerohallibul 
ton.com),  well  known  fori 
cases,  offers  two  sizes  of 
laptop  holders,  the  $169| 
and  the  $199  Z5.  Design| 
protect  a  computer  in  a 
inch  drop  to  concrete,  thj 
cases  will  let  you  check 
laptop  as  luggage — thoil 
you  may  want  excess-va| 
insurance  against  theft 
loss.  But  security  has  a 
The  cases  weigh  4^and| 
pounds,  empty. 


QUESTIONS?  COMMENTS?  E-mail  tech&ynu@businessweek.com  or  fax  (202)  383-2125 
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SONY 

The  Private  Life 

By  John  Nathan 

Houghton  Mifflin  •  347pp  •  $26 


SONY:  MANAGEMENT 
BY  WHIM 


In  the  late  1980s,  Akio  Morita,  the 
silver-haired,  flamboyant  co-founder 
of  Sony  Corp.,  embarked  on  the 
most  costly  shopping  expedition  of  his 
long  career.  A  visionary  who  believed 
that  Sony's  future  lay  in  the  conver- 
gence of  hardware  and  "content"  such 
as  music  and  film,  Morita  eventually  set 
his  sights  on  Columbia  Pictures  Enter- 
tainment, with  its  two  studios  and  a 
vast  library  of  movie  titles  and  televi- 
sion series.  In  September,  1989,  after 
months  of  on-again,  off-again  negotia- 
tions, Sony  agreed  to  pay  the  inflated 
asking  price  of  $3.2  billion  and  assume 
$1.6  billion  in  debt. 

What  was  the  rationale  for  such  a 
decision?  According  to  John  Nathan's 
Sony:  The  Private  Life,  it  was  motivat- 
ed only  by  senior  executives'  desire  to 
please  the  company  patriarch.  Even 
Morita,  then  Sony's  chairman  and  CEO, 
believed  that  Columbia's  price  tag,  orig- 
inally $35  per  share,  was  exorbitant.  In 
a  closed-door  meeting  in  August,  1989, 
details  of  which  have  never  been  fully 
revealed,  he  told  his  seven  top  aides, 
who  made  up  the  decision-making  exec- 
utive committee,  that  he  was  abandon- 
ing the  idea  of  the  acquisition. 

That  would  have  been  the  end  of  it 
had  Morita  not  voiced  regret  over  din- 
ner that  evening  with  the  committee 
members.  "It's  too  bad,"  he  lamented, 
according  to  one  of  those  present.  "I've 
always  dreamed  of  owning  a  Hollywood 
studio."  The  next  day,  the  group  recon- 
vened and  promptly  decided  that  Sony 
would  purchase  Columbia  after  all.  In 
the  weeks  that  followed,  Sony  upped 
its  bid  from  an  initial  $15  to  $27  a  share 
and,  by  'ate  September,  clinched  a  deal 
that  was  ridiculed  by  industry  experts. 
Initially,  writes  Nathan,  Morita,  the 
"born  showman,"  reveled  in  the  events 
his  studio  managers  staged  for  him  with 
the  likes  of  director  Steven  Spielberg. 
But  by  1990,  he  had  shifted  the  respon- 


sibility for  the  studios  to  Sony  Presi- 
dent Norio  Ohga,  who  then  delegated  it 
to  his  protege  at  the  time,  Michael  P. 
Schulhof,  president  of  Sony  Corp.  of 
America.  In  1994,  mismanagement 
forced  Sony  to  write  off  $2.7  billion  and 
assume  a  loss  of  $510  million  for  its 
Hollywood  experiment. 

Sony:  The  Private  Life  is  filled  with 
such  insiders'  tales,  making  it  the  most 
vivid  and  detailed  account  in  English 
of  the  personalities  who  built  the  $50 
billion-plus  consumer-electronics  giant. 
Nathan,  a  professor  of 
Japanese  cultural  studies 
at  the  University  of  Cali- 
fornia at  Santa  Barbara 
and  a  translator  of 
Kenzaburo  Oe's  difficult 
novels,  got  access  to  dozens 
of  executives  who  had  con- 
tributed to  or  witnessed 
Sony's  development  since 
its  1946  founding  in  war- 
devastated  Tokyo.  He  also 
talked  to  Sony's  former  key 
American  managers,  in- 
cluding Schulhof  and  Peter 
Guber,  the  Hollywood  studio  chief  who 
almost  drove  Sony  Pictures  Entertain- 
ment, as  it's  now  known,  into  the 
ground.  Unfortunately,  Nathan  was  un- 
able to  meet  the  two  founders,  both  of 
whom  were  ailing  when  he  began  his  in- 
terviews in  mid-1997.  Masaru  Ibuka,  the 
brilliant  engineer,  died  in  December  of 
that  year.  Morita  has  been  disabled 
since  a  1993  stroke  and  is  now  in  critical 
condition  in  a  Tokyo  hospital. 

Nathan  offers,  however,  only  limited 
analysis  of  Sony,  the  corporation.  And 
he  tends  to  go  over  well-trodden 
ground:  how  Sony  established  itself  in 
the  U.S.  and  how  it  developed  famous 
products  or  devices,  such  as  the  tran- 
sistor radio,  the  Trinitron  TV  set,  and 
the  Walkman.  Much  of  this  has  ap- 
peared before  in  articles  and,  to  a  lesser 


extent,  in  books — including  Morita  | 
1987  Made  in  Japan. 

This  is  not  to  say  that  Nathan's 
has  no  point  of  view.  The  company 
deriving  problem,  as  illustrated  i  \ 
Columbia  case,  is  "that  the  enviror  ^r 
in  which  the  Sony  Corporation  ha  " 
torically  conducted  its  affairs  is  less 
lie  than  personal:  less  rational  thai 
timental."  Here,  Sony  might  n< 
unique:  Japanese  founders  of  suec 
businesses  tend  to  be  passionate 
vidualists,  often  driven  by  ins 
rather  than  rationality.  This  hold 
at  times  even  at  long-established 
panies  such  as  NEC  Corp.,  whose 
trie  and  imperious  former  chai 
Tadahiro  Sekimoto,  for  years  p 
money    into    pet    projects,    incl 
Packard  Bell  in  the  U.  S. 

Nathan  excels  in  profiling  the 
berant  Morita,  who  for  many 
ranked  as  the  world's  best-known 
ese.  In  1960,  determined  to  ere 
global    business,    he    founded 
American  subsidiar 
built  it  into  a  major 
prise.  In  1963,  he 
his  family  to  New 
where  for  the  next  y 
and  his  wife,  Yoshikc 
mersed      themselves  fl[ 
American  ways  in  ore 
understand      U.  S. 
sumers.  Morita  came 
regarded  as  cosmopo 
but  he  remained  some 
of  a  Japanese  patriot 
became   evident  in 
when  he  co-authore< 
Japan  That  Can  Say  No,  a  book 
attacked  the  U.  S.  for  its  comp 
about  Japanese  imports.  His  son,  ] 
explains:  "He  had  to  act  as  the 
international-understanding  busines 

in  Japan But  it  was  never  reai 

In  conclusion,  Nathan  says  thai 
der  the  current  leadership  of  Pres 
Nobuyuki  Idei,  Sony  is  emerging 
rational  company.  Moreover,  Ide: 
his  practical-minded  managers  ai 
tent  on  reinventing  Sony  as  an  Int 
company.  From  now  on,  says  Na 
"personal  relationships  are  not  ] 
again  to  figure  decisively."  But  ho\ 
this  Sony  fare?  Nathan  admits 
dazzling  future  is  far  from  guaran 
BY  IRENE  M, 
Kunii  covers  Sony  as  a  Tokyo 
spondent  for  business  week. 
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MORITA,  LIKE  MANY  OF  THE  GIANTS  OF  JAPANES 


BUSINESS,  WAS  MORE  PASSIONATE  THAN  RATION^ 
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2onomic  Viewpoint 


OBERT  KUTTNER 


3E  THE  SURPLUS  TO  TRAIN 
)M0RR0W'S  WORKFORCE 
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With  President  Clinton's  veto  of  the 
Republican  budget  plan,  fiscal  poli- 
tics is  playing  out  as  a  simple  two- 
way  choice.  Do  we  use  most  of  the  projected 
federal  budget  surplus  for  a  tax  cut  (the  Re- 
publican position)  or  to  pay  down  the  nation- 
al debt  and  shore  up  Social  Security  and 
Medicare  (the  White  House  position)?  So  far, 
the  Administration  seems  to  be  winning.  Most 
voters  prefer  saving  social  insurance  to  tax 
cuts. 

But  this  framing  of  the  issue  leaves  out  a 
third  option — restoring  some  public  spend- 
ing. The  surplus  derives  from  three  main 
sources:  higher  than  projected  economic 
growth,  reduced  interest  costs,  and  sharp  re- 
ductions in  domestic  spending.  A  third  of  the 
anticipated  surplus  is  the  result  of  the  strin- 
gent caps  that  were  the  enforcement  mecha- 
nism of  the  1997  budget  deal.  Of  the  project- 
ed $2.9  trillion,  10-year  surplus,  about  $900 
billion  reflects  cuts  in  federal  outlays. 

As  a  result  of  the  caps,  both  parties  have 
become  the  party  of  reduced  domestic  spend- 
ing. According  to  an  analysis  by  the  Eco- 
nomic Policy  Institute  (on  whose  board  I 
serve),  the  Republican  budget  would  cut  non- 
defense  discretionary  spending  by  20.1%  over 
10  years.  But  the  Clinton  budget  would  also 
cut  domestic  spending — by  6.4%.  By  2009, 
even  the  Clinton  budget  would  cut  spending 
by  12.5%  relative  to  1997  levels.  For  example, 
the  Republican  budget  would  drop  430,000 
children  from  Head  Start.  President  Clinton's 
would  drop  "only"  112,000.  So  while  Clinton 
proposes  to  use  some  of  the  surplus  for  fa- 
vored domestic  Administration  initiatives  such 
as  100,000  more  schoolteachers  and  50,000 
more  police,  the  White  House  is  actually  rob- 
bing Peter  to  pay  Paul. 

BADGE  OF  PARSIMONY.  EPI  economist  Dean 
Baker,  using  data  from  the  Office  of  Man- 
agement &  Budget  and  the  General  Account- 
ing Office,  finds  that  domestic  public  invest- 
ment is  now  down  to  about  1.4%  of  gross 
domestic  product,  from  an  average  of  2.4% 
two  decades  ago.  Under  the  budget  caps,  it  is 
projected  to  drop  to  1%  a  decade  from  now. 

The  two-way  debate  should  actually  be  a 
three-way  choice:  paying  down  the  debt,  vs.  a 
tax  cut,  vs.  restored  public  investments  in 
human  capital  and  needed  infrastructure.  Pay- 
ing off  the  national  debt  is  a  needless  badge 
of  parsimony.  Yet  both  parties  are  playing 
this  pointless  "fiscal  responsibility"  game,  each 


daring  the  other  to  flinch  first  by  lifting  the 
budget  caps. 

Throughout  the  postwar  economic  boom, 
the  U.  S.  carried  a  very  substantial  national 
debt— over  100%  of  one  year's  GDP  in  the  late 
1940s.  This  debt  was  gradually  reduced  as  a 
share  of  GDP  thanks  to  robust  economic 
growth.  Even  so,  the  annual  deficit  averaged 
about  1.2%  of  GDP  between  the  Presidencies 
of  Truman  and  Carter.  Under  Reagan,  of 
course,  the  national  debt  grew  far  faster  than 
did  the  economy,  leaving  an  enlarged  debt. 
Not  until  Clinton  did  either  party  equate 
budget  surplus  with  fiscal  virtue. 
EDUCATION  FIRST.  Today's  economic  boom  is 
partly  the  result  of  private  entrepreneurship 
and  partly  the  fruit  of  public  investment — in 
education,  infrastructure,  and  research  and 
development.  Under  the  budgets  of  both  par- 
ties, all  these  categories  of  outlay  are  to  be 
cut.  What's  restricting  growth  today  is  a 
shortage  of  skilled  workers.  But  despite  the 
new  philanthropic  interest  in  public  schools, 
the  private  sector  cannot  be  solely  responsible 
for  education.  Whether  one  favors  vouchers, 
charters,  or  traditional  public  schools,  public 
education  must  be  tax-supported. 

Ironically,  increased  outlays  for  such  na- 
tional needs  as  education,  training,  research, 
and  health  care  are  highly  popular  with  the 
voters.  An  ABC/Washington  Post  poll  recently 
asked  voters  to  rank  their  preferred  uses  of 
the  surplus.  Thirty-seven  percent  favored  ed- 
ucation and  health  spending.  Social  Security 
was  next,  favored  by  29%.  Only  19%  wanted 
to  reduce  the  debt,  and  just  14%  wanted  a 
tax  cut.  Polling  by  the  Pew  Center  confirms 
that  the  top  voter  priority  for  the  surplus  is 
education  spending,  followed  by  Social  Secu- 
rity and  Medicare. 

Both  likely  standard-bearers,  Vice-Presi- 
dent Al  Gore  and  Texas  Governor  George  W 
Bush,  are  outdoing  each  other  to  champion 
education.  But  unless  one  of  the  candidates 
challenges  the  spending  caps,  this  will  largely 
be  an  exercise  in  posturing.  Domestic  public 
outlay  is  now  at  its  lowest  level  in  three 
decades  and  heading  still  lower.  Federal  edu- 
cation spending  has  dropped  from  11.9%  of  to- 
tal national  spending  on  education  in  1980  to 
7.6%  in  1999.  This  is  bad  economics  and  not 
even  good  politics.  Only  in  Washington  are 
surplus  and  further  debt  reduction  equated 
with  virtue.  The  voters  want  a  broader  choice, 
and  they  deserve  one. 
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Economic  Trends 


BY  GENE  KORETZ 

THE  MAGIC  OF  U.S. 
VENTURE  CAPITAL 

Research  probes  its  potent  effects 

There's  no  question  that  U.  S.  venture 
capitalists  have  made  big  bucks  in 
recent  years.  But  just  how  effective  is 
venture  capital  in  fostering  innovation  in 
the  economy?  In  light  of  the  link  between 
America's  economic  performance  and  its 
technological  prowess,  this  issue  is  re- 
ceiving increasing  attention  from  both 
economists  and  investors. 

For  one  thing,  the  venture-capital  busi- 
ness itself  is  exploding.  Pricewater- 
houseCoopers,  which  tracks  the  indus- 

A  TORRENT  OF 
INVESTMENT  DOLLARS 


Qll  QUI  QIV 

▲  BILLIONS  OF  DOLLARS 

DATA:  PRICEWATERHOUSECOOPERS 

try,  reports  that  venture-capital 
investment  in  the  second  quarter  of  this 
year  surged  to  a  new  high  of  $7.67  bil- 
lion. That's  76%  above  the  previous  quar- 
ter and  more  than  double  the  year-earli- 
er level  (chart).  Further,  992  companies 
received  such  funding,  a  new  record. 

The  impact  of  this  torrent  of  cash  on 
America's  technological  lead  could  be  con- 
siderable. A  recent  study  of  some  20 
U.  S.  manufacturing  industries  from  1965 
to  1992  by  Samuel  S.  Kortum  of  Boston 
University  and  Josh  Lerner  of  Harvard 
University  found  that  venture  capital 
produces  six  times  as  many  patents  as  a 
similar  amount  of  traditional  corporate 
research  and  development  spending. 

After  new  rules  in  1979  allowed  pen- 
sion funds  to  invest  in  higher-risk  assets, 
Kortum  and  Lerner  note,  venture-capital 
investment  exploded,  rising  tenfold  by 
1986 — and  patenting  activity  took  off.  Al- 
though venture  capital  on  average  has 
accounted  for  less  than  3%  of  corporate 
R&D  in  recent  years,  they  estimate  that  it 
has  generated  as  much  as  15%  of  U.  S. 
industrial  innovations. 

Supplying  cash,  however,  is  only  part 
of  the  venture-capital  story.  Just  as  im- 


portant, say  Thomas  F.  Hellmann  and 
Manju  Puri  of  Stanford  University 
Graduate  School  of  Business,  is  providing 
focus  and  guidance.  In  a  study  of  some 
170  emerging  companies  in  Silicon  Valley 
from  the  mid-1980s  to  the  mid-1990s,  the 
two  professors  found  that  companies  pur- 
suing an  "innovator"  strategy — aimed  at 
being  first  in  their  markets  with  a  new 
product — are  more  likely  to  get  venture 
financing  than  those  developing  a  product 
that  has  existing  competition. 

What's  more,  Hellmann  and  Puri  re- 
port that  among  all  "innovators,"  those 
with  venture  capital  brought  their  prod- 
uct to  market  far  faster  than  those  with- 
out it.  Among  "imitator"  companies,  by 
contrast,  the  presence  of  venture  backing 
had  little  or  no  impact  on  a  product's 
launch  time. 

In  short,  the  evidence  indicates  that 
venture  capital  has  been  especially  bene- 
ficial to  innovative  startups.  "Particularly 
through  their  active  participation  on  com- 
pany boards,  venture  capitalists  provide 
critical  guidance  and  help  recruit  key 
managers,"  says  Hellmann. 

"The  big  question,"  he  adds,  "is 
whether  the  mega  venture  funds  that 
have  sprouted  up  in  recent  years  will  be 
spreading  themselves  too  thin  to  provide 
that  kind  of  hands-on  support." 


GLOBAL  DEMAND 
FOR  MANAGERS 

Asia  and  the  U.S.  are  especially  hot 

If  you  want  proof  that  the  global  econ- 
omy is  on  the  upswing,  take  a  look  at 
the  demand  for  top  managers.  According 
to  Korn/Ferry  International's  latest 
worldwide  survey,  global  demand  for  ex- 
ecs in  the  $150,000-plus  range  was  up 
22%  in  the  second  quarter  over  its  year- 
earlier  level.  Significantly,  Asia/Pacific  led 
the  parade  in  openings,  with  a  sharp  40% 
rise,  followed  by  ■^■■■■■■■■■■■■■■■■i 
26%  and  19%  HELP  WANTED 
gains  in  the  U.S.  AT  THE  TOP 

and  Europe.  Even    demand  for  senior  executives* 
troubled        Latin         second  quarter  1999 

America  posted  a 
7%  rise. 

The  regional  in- 
dustry breakdown 
is  also  revealing. 
Advanced  technol- 
ogy led  all  sectors 
in  hiring  needs  in 
both  North  Ameri- 
ca and  Asia,  but 
lagged  behind  fi- 
nancial-service 
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companies  and  manufacturing  in  EJ 
By  contrast,  industrial  and  c< 
products  companies  accounted  foi 
half  of  Latin  demand. 


INVESTING  IN 
HIGH  R&D  STOC 

It's  a  lot  trickier  than  it  seeml 

Here's  a  puzzle:  One  stock-marl 
vestor  each  year  puts  his  cas^ 
unglamorous  companies,  such  as  u 
or  cement  producers,  that  spen 
tively  little  on  research  and  develo 
Another  invests  only  in  such  industi 
pharmaceuticals,  biotechnology,  ahc 
puters,  that  spend  heavily  on  R&D. 
one  would  have  come  out  ahead  c 
the  1975-98  period? 

The  surprising  answer,  accordin 
new  study  by  economists  Louis 
Chan,  Josef  Lakonishok,  and  The 
Sougiannis  of  the  University  of  Illir 
that  neither  would  have  been  a 
winner.  Both  investors,  they  r( 
would  have  earned  the  same  19.5 
year  over  the  23-year  period.  In 
the  historical  record  suggests  th 
vestors  wouldn't  necessarily  reap  i 
return  over  the  long  run  simply 
vesting  in  high  R&D  spenders. 

That  may  disappoint  those  an; 
who  believe  that  the  market  ten 
undervalue  R&D  outlays.  Such  spei 
they  note,  is  treated  as  a  currer 
pense  in  financial  statements  even  ti 
it  produces  intangible  assets  wit 
tended  lives.  By  reducing  current 
ings  and  book  values,  the  expens 
r&d  raises  price-earnings  ratios  am 
ers  the  book  value  of  equity.  Am 
purportedly  makes  the  stocks  of  R 
tensive  companies  look  inordinatel] 
pensive  to  many  investors. 

The  new  study  suggests,  howeve: 
the  market  overall  does  recognize 
value  of  R&D  spending  and  efficientl 
tors  it  into  prices.  Still,  the  resea: 
do  spy  two  R&D-related  inefficiencie 
could  pay  off  for  canny  investors:  G: 
stocks  with  very  strong  R&D  spe 
relative  to  sales  did  perform  bette: 
other  high-flying  stocks  whose  c 
nies  invested  less  heavily  in  R&D, 
significantly,  low  p-e  and  price-to 
stocks  whose  managements  contim 
spend  heavily  on  R&D  relative  to 
market  value  earned  a  hefty  6.2%  m 
year  than  other  "value"  stocks. 

"Other    things    being    equal," 
Lakonishok,  "if  you're  choosing  bet 
two  glamour  or  low-priced  stocks,  y 
better  off  with  the  higher  R&D  comj 
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I  can  help  build  companies. 
I  can  help  build  futures. 
I  can  do  without  doubters. 


I  can  tolerate  mistakes. 

But  I  cannot  tolerate  repeating  them. 

I  can  "row. 


I  can  be  confident  in  my  answers, 
because  I've  already  asked  the  questions. 
1  can  find  buried  treasure. 


I  work  for  J.P.  Morgan. 


id  m  Japan  py  FSA  J 


JPMorgan  *. 


hnrhea@jpinorgaiurnni    (in 


„  „L"M"  S'f*  E'?!!i T„  ">^Maa  "V  SFA  Morgan  Guaranty  Trust  Company  ol  N«v  York  member  FOIC.  J.P  Morgan  Investment  Management  Inc    i 
|  Ltd.  reguleled  by  SFC  Hon,  Kong.  MAS  ot  Sngaporo  and  FSA  ol  Japan  j  P  Morgan  ,s  ,h.  market,*,  name  tor  J  P.  Morg*,  &  Co.  l^poraWd  and  Us  UtX«Mr», 


SCAN  TO  WEBSITE 


Can't  scan  to  your  company  website. 

Can't  scan  to  Microsoft  Exchange  server. 

Can't  scan  to  anywhere. 

Can't  fax. 

Can't  fax. 

Can't  fax. 

Can'f  offer  an  embedded  Web  server. 

Can't  offer  genuine  Adobe  PostScript. 


HP  Mopier  320 


XEROK  The  Document  Co.pany:  the  ^  X?  Keep  the  -^ 


SCHN  TO  WEBSITE  I 


Can  scan  to  your  company  website  at  40ppm. 

Can  scan  to  Microsoft  Exchange  server  at  40ppm. 

Can  scan  to  Lotus  Notes  at  40ppm. 

Can  fax  at  Super  G3  speed. 

Can  fax  11x17. 

Can  fax  from  desktop. 

Can  offer  an  embedded  Web  server. 

Can  offer  genuine  Adobe  PostScript. 

Can  easily  see  a  demo  by  calling 

1-800-ASK-XEROX  ext.  465 


Xerox  Document  Centre  340ST 


www.xerox.com 

Keep  the  conversation  going. 

Share  the  knowledge. 


THE^f^CfMl^T  COMPANY 
XEROX 


K 


"Some  people  have  a 

transaction  mentality. 
Mine  is  a  relationship  mentality. 

There's  a  Dig  difference." 


Dave  Tornetto 
AXA  Advisors 


"I'm  more  interested  in  a  long- 
term  relationship  than  a  one-time 
commission."  Dave  Tornetto  is  one  of 
thousands  of  AXA  Advisors  professionals 
who  help  clients  meet  then  long-term 
financial  goals.  "No  quick-buck 
approach  is  going  to  come  close  to 
meeting  your  lifetime  goals.  That  takes 
careful  planning  and  building  -  block 
by  block  -  a  strategy  that  can  help  pay 
for  college  and  a  secure  retirement." 
AXA  Advisors  is  part  of  the  global  AXA 
group,  one  of  the  five  largest  asset 
managers  in  the  world.  Reach  one  of  us 
at  1(888)  4-AXA-ADV  (429-2238)  or 
visit  www.axa-advisors.com 
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)T  TOO  HOT,  NOT  TOO  COLD 
[LIST  RIGHT 

momists  see  growth  slowing  just  enough  to  keep  the  expansion  going 


S.  ECONOMY 


You  can  stop  worrying  about 

an  overheated  U.  S.  economy 

:ould  lift  inflation  and  provoke  more  Federal  Re- 

•  interest-rate  hikes.  The  economic  forecasters 
some  good  news  for  2000.  They  say  that,  while 

•  world  growth  will  boost  U.  S.  exports,  U.  S.  de- 
will  finally  cool  off,  and  productivity  gains  will  off- 

ly  potential  inflationary  problems  from  tight  labor 
ets.  So  they  believe  the  Fed  is  on  hold,  probably 
ar.  Ah,  if  they  could  only  be  right  this  time, 
siness  economists,  who  gathered  in  San  Francisco 
pt.  26-29  for  the  National  Association  for  Business 
omics  annual  meeting,  generally  believe  that  U.  S. 
mic  growth  will  slow  from  an  expected  3.8%  this 
:o  2.7%  next  year.  That's  based  on  an  nabe  survey 
forecasters  (table).  Once  again,  it's  the  Goldilocks 
ast:  not  too  hot,  not  too  cold — a  mix  that  will 
everyone  from  Wall  Street  to  Main  Street  sa- 
y  the  longest  expansion  in  the  postwar  era. 

The  details  look  something 
like  this:  The  economists  ex- 
'   AIM  AT  2000  pect  consumer  spending  to 

cool  off  from  its  red-hot  pace 
in  1999,  and  they  foresee  some 
slowing  in  business  investment 

JWION       1.6       2.1       2.3  .  i      mj-  j 

in  new  buildings  and  equip- 
f\ 0YMENT  4 5     43    M      ment,  as  well  as  an  outright 
*easury  4.78   4.70  5.00     dip  in  housing  activity.  Some 
'  reasury  5.58   mo  5.99     95%  believe  that  the  Asian  re- 
covery will  continue  through 
next  year,  but  faster  export 
h  will  not  prevent  the  trade  deficit  from  widening 
ar,  as  imports  keep  gaining  ground.  However,  the 
gap's  drag  on  overall  growth  will  be  considerably 
sr  next  year  compared  with  this  year. 
!  unemployment  rate,  after  averaging  4.3%  in 
will  settle  in  at  4.4%  in  2000,  they  say,  with  only 
ht  pickup  in  consumer  inflation,  from  2.1%  to 
Why  so  tame?  Partly  because  93%  of  the  fore- 
rs  believe  that  the  trend  rate  of  productivity 
h  has  accelerated  to  about  2%. 

[PROBLEM  is  that  forecasters  have  consistently 
j-estimated  economic  growth  in  recent  years.  But 
|  me,  another  undershoot  for  2000  could  have  heav- 
1  plications  for  inflation  and  interest  rates,  as  world 
|.h  begins  to  put  additional  pressure  on  U.  S.  labor 
hts  and  production  capacity.  Unlike  past  years, 


VRECASTERS  TAKE 
AIM  AT  2000 

ACTUAL-  FORECAST' 

1998      1999      2000 

3.9%    3.8*   2.7% 
,-ATION       1.6      2.1      2.3 


REASURY  5.58     5.80    5.99 

•ANNUAL  AVERAGES 
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OPTIMISM  DIPS, 
BUT  REMAINS  HIGH 
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the  Fed  is  already  sufficiently  concerned  about  inflation 
prospects  to  have  put  through  two  rate  hikes  this  year. 

Although  the  forecasters'  best  guess  is  that  the  Fed 
won't  raise  interest  rates  any  further,  they  believe 
that  the  risks  are  all  on  the  side  of  higher  rates.  For 
now,  the  threat  of  another  hike  at  the  Fed's  Oct.  5  pol- 
icy meeting  appears  to  have  receded,  given  tame  Au- 
gust inflation  reports  on  consumer  and  producer  prices, 
cooler  September  readings  on  payroll  gains  and  wage 
growth,  and  the  wait-and-see  tone  of  the  Fed's  state- 
ment following  its  Aug.  24  rate  increase. 

In  addition,  the  stock  mar- 
ket's 8%  drop  since  Sept.  9, 
measured  by  the  Dow  Jones 
industrial  average,  will  likely 
provide  another  reason  for 
holding  off  on  another  hike. 
The  nabe  economists  generally 
agree  that  the  wealth  effect 
from  the  market's  runup  has 
been  a  big  factor  in  propelling 
consumer-spending  growth 
well  in  excess  of  income  gains, 
and  an  extended  flattening  out  of  stock  prices  would 
dampen  spending  growth  next  year. 

If  overall  economic  growth  turns  out  to  be  stronger 
than  projected,  the  economists  think  the  most  likely 
source  will  be  faster-than-expected  inventory  growth, 
given  that  stockpiles  have  become  extremely  lean  rel- 
ative to  sales.  On  the  downside,  the  forecasters  are 
most  worried  about  a  stock  market  correction  that 
could  slam  consumer  spending  and  business  invest- 
ment. Indeed,  40%  of  the  economists  surveyed  think 
that  the  stock  market  is  sufficiently  overvalued  that  it 
represents  a  financial  "bubble." 

CONSUMERS  WILL  BE  THE  KEY  to  achieving  the 

economists'  cooler  pace  of  growth  next  year.  So  far, 
households  show  little  inclination  to  rein  in  their  spend- 
ing, but  consumer  attitudes  may  be  starting  to  shift  at 
least  a  bit  (chart).  The  Conference  Board's  index  of 
consumer  confidence  dipped  for  the  third  month  in  a 
row  in  September,  probably  reflecting  higher  borrowing 
costs,  especially  mortgage  rates,  and  perhaps  some  jit- 
ters over  the  stock  market. 

However,  the  index  is  down  only  five  points  from  its 
June  peak,  which  was  the  highest  reading  in  three 
decades.  The  board  noted  that  consumers  remain  gen- 
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erally  optimistic  about  both  the  economy  and  job 
prospects,  and  that  the  dip  in  confidence  did  not  por- 
tend any  dramatic  shift  in  spending  patterns.  Indeed, 
consumer  spending  in  the  third  quarter  appears  to  be 
growing  at  an  annual  rate  of  greater  than  4%,  down 
only  a  notch  from  the  5%  pace  of  the  previous  year. 

THE  ONE  AREA  where  consumer  demand  is  slowing  is 
housing,  clearly  reflecting  the  rise  in  30-year  fixed 
mortgage  rates  from  6.7%  earlier  this  year  to  8%  re- 
cently. August  sales  of  existing  homes  declined  for  the 
second  month  in  a  row,  and  purchases  of  both  new 
and  existing  homes  are  off  their  recent  peaks.  Fur- 
ther strength  this  year  is  unlikely,  given  the  declining 
trend  in  mortgage  applications  to  buy  a  home. 

Still,  housing  activity  should  remain  at  a  high  level, 
supported  by  strong  job  growth,  high  confidence,  and 
past  stock  market  gains.  Despite  the  recent  leveling  off, 
demand  remains  strong  enough  to  create  spot  shortages 
of  construction  workers  and  some  building  materials. 

Moreover,  there  is  little  evidence  of  any  significant 
waning  in  capital  spending,  especially  in  high-tech  gear. 
Earlier  speculation  was  that  business  expenditures 
would  surge  early  this  year  ahead  of  Y2K,  only  to  fall  off 
sharply  in  the  second  half.  However,  orders  for  com- 
puter-related equipment  and  electronic  components 
have  remained  strong  in  recent  months,  although  orders 
for  more  traditional  heavy  equipment  have  been  softer. 


SPAIN 


CAPITAL  SPENDIN 
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The  latest  evidence:  Manufacturers'  orders  for  d 
goods  rose  0.9%  in  August  after  a  very  strong  4 
crease  in  July,  and  bookings  for  capital  equipment 
ed  large  gains  in  both  months  (chart). 

Ongoing  strength  in  the 
economy  is  consistent  with  the 
nabe  forecasters'  scenario, 
however.  Their  quarterly  pro- 
jections put  economic  growth 
in  the  -second  half  of  1999  at 
3.6%  in  both  the  third  and 
fourth  quarters.  In  early  2000, 
though,  they  expect  "some  gy- 
ration in  economic  growth"  re- 
lated to  the  Y2K  computer 
problem,  which  could  result  in 
some  temporary  loss  of  output,  most  likely  as 
companies  unwind  any  precautionary  inventories 
they  had  built  up  in  late  1999.  The  economists  e? 
growth  to  slow  to  2%  in  the  first  quarter  of  next 

The  ironic  note  at  the  nabe's  meeting  was  that 
year's  theme  was  "Managing  Risk."  At  a  time  whei 
economists  were  releasing  their  blue-sky  forecas 
2000,  they  were  also  concerned  about  how  to  deal 
the  increasing  likelihood  that  something  could  go  wi 
Let's  hope  the  forecasters  are  right.  If  we  could  be 
of  that,  there  would  be  a  lot  less  risk  for  everyor 
worry  about  in  the  first  place 
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SOMEBODY  TURN  DOWN  THE  HEAT 


The  euro  zone's  one-size-fits-all 
monetary  policy  is  proving  to  be 
too  loose  for  Spain,  the  euro  bloc's 
fourth-largest  and  second-fastest- 
growing  economy.  Because  fiscal  poli- 
cy is  not  sufficiently  tight  to  offset 
the  stimulus  from  the 
European  Central  Bank's 
2.5%  policy  rate,  which 
was  cut  in  April  from 
3%,  Spain  is  in  danger  of 
overheating. 

Spain's  Cabinet  ap- 
proved a  2000  budget  on 
Sept.  24  that  projects 
economic  growth  of  3.7% 
next  year,  the  same  as  in 
1999,  and  a  drop  in  the 
budget  deficit  to  0.8%  of  gross  domes- 
tic product,  from  1.4%  this  year.  How- 
ever, deficit  reduction  is  coming  solely 
from  the  revenue  side,  boosted  by  the 
strong  economy,  while  outlays  are  set 
to  rise  4.7%  next  year,  partly  reflect- 


GR0WTH  IS  EXPECTED 
TO  REMAIN  HIGH 
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ing  spending  programs  designed  to 
lift  employment,  civil  service  pay,  and 
minimum  pensions. 

The  budget,  the  last  before  next 
year's  elections,  is  expected  to  be 
passed  in  December.  Unemployment, 
at  15.9%  in  July,  is  pro- 
jected to  fall  to  14.2% 
next  year.  That's  down 
from  a  peak  of  more 
than  24%  five  years  ago, 
but  it's  still  the  highest 
in  the  euro  zone. 

The  government  pro- 
jects inflation  to  fall  to 
2%  in  2000  from  2.4%  in 
1999,  but  private  ana- 
lysts, who  generally 
agree  with  the  government's  growth 
forecast,  say  the  inflation  target  is 
overly  optimistic.  Inflation  accelerated 
to  2.4%  in  August,  above  the  ecb's  2% 
ceiling  and  matching  April's  27-month 
high.  The  government  is  expected  to 


institute  a  second  set  of  inflation-cor 
tainment  measures,  the  first  coming 
April  after  the  ecb's  rate  cut.  The 
surge  in  oil  prices — to  $25  per  barre 
on  Sept.  29 — is  a  particular  concern 

Inflation  will  likely  rise  further 
amid  continued  strong  economic 
growth,  reported  at  3.6%  in  the  sec 
ond  quarter,  compared  with  a  year 
ago.  Growth  continues  to  be  driven 
by  domestic  demand,  up  5.3%.  Reta 
sales  in  July  were  especially  strong 
and  the  stimulus  from  the  ecb's  Ap 
rate  cut  has  not  yet  been  felt. 

But  now  foreign  demand,  which  1 
been  a  drag  on  growth,  is  starting 
pick  up,  thanks  to  recovering  Euro- 
pean economies,  which  account  for 
70%  of  Spain's  exports.  Given  its  ov 
policy  choice,  Spain  would  likely  opt 
for  higher  rates  right  now,  but  the 
ecb  is  unlikely  to  move  until  recove 
ies  in  Germany  and  France  are  mor 
firmly  in  place. 


ti 
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REMEMBER  THIS  NCICIME. 
COULD  SAVE  YOUR  COMPANY 


Baan  is  the  only  global  business  solutions  provider  that  can  turn  your  entire  oper- 
ation into  an  ultra-competitive  e-business.  According  to  AMR  Research  Alert,  "no 
one  can  deny  that  Baan  has  the  broadest  set  of  deliverable  Enterprise  Applications 
in  the  industry."*  So  you  can  be  fully  integrated,  from  the  front  office  to  the  back 
office.  With  the  industry's  fastest  implementations  and  most  agile  solutions,  Baan 
can  transform  your  business.  The  effect  is  extraordinary.  The  idea  is  revolutionary. 


Get  ahead 
W.  baan.com/getaheadnow 
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News:  Analysis  &  Commentary 


in 


hs  do  t 


Any  lingering  thoughts  thM- 
Bradley  is  just  Al  Gore  ft 
basketball  were  dispel  ll« 
Sept.  28.  In  a  major  stt 
Bradley  laid  out  an  amltf 
proposal  to  provide  healtH 
to    almost    all    Americans,    incli 
mandatory  coverage  for  children^ 
sheer  audacity  of  the  plan— and  il 
billion-a-year  price  tag— has  somi 
mocratic  critics  labeling  him  an  u 
istic  opportunist  and  Republican 
missing  him  as  a  dreamy-eyed  lib 
But  Bradley's  health-care  gambi 
got  Gore's  attention.  The  next  day 
acknowledged  that  he  faces  a  "t 
primary  and  challenged  Bradley 
series  of  debates.  The  Veep  als 
nounced  that  his  faltering,  insid 
Beltway  campaign  would  relocate    i 
quarters  from  Washington  to  Nasi   >« 

Suddenly,  the  Democrats  are 
horse  race.  With  his  health  plan,  ai 
lier  campaign-finance  proposal,  and 
on  work/family  issues  and  child  po 
soon  to  come,  Bradley  is  deliver!] 
his  "Big  Promises"  agenda.  Gor 
pleading  for  "a  bunch"  of  debates 
ally  a  ploy  of  underdogs,  is  e\e\ 
his  opponent  to  major-candidate  si 
BROAD  APPEAL  More  important,  Br 
is  making  inroads  outside  the  Dem< 
ic  base:  among  moderates  and  inde  "leys 
ents,  male  baby  boomers,  and  younj  P 
ers.  So  why  is  he  shifting  left  on  i 
ranging  from  health  care  to  gay  ri 
Answer:  Bradley  is  gambling  that  h 
assemble  an  army  of  discontented  lit 
to  pry  the  nomination  away  from  ' 
Once  he  has  that  prize  in  hand,  h 
worry  about  mending  fences  with 
pendents  and  moderate  Republican 

Right  now,  the  Democratic  insui  fctagf 
is  riding  a  wave  of  favorable  publici  him 
Sept.  21-23  CNN/Time  poll  sh< »% 
Bradley  pulling  ahead  in  New  H  fa  h 
shire.  And  in  some  national  polls,  #1  »]j 
faring  better  than  Gore  against  R«  Mj 
lican  front-runner  George  W.  I  ho* 
"Many  Democrats  think  Gore  is  ur  Pfe,  [ 
table,"  says  independent  New  Elkl 
shire  pollster  Dick  Bennett. 

Like  Ronald  Reagan  in  his  succc  tkf 
1980  campaign,  Bradley  is  portre  Ml 
himself  as  a  bold  leader  of  strong  *»«,  a 
character  whom  voters  can  trust  ev  hjbr 
they  don't  always  see  eye-to-eye  Mi 
him.  Indeed,  Bradley  bought  nev,  Antlt 
per  ads  in  Iowa  and  New  Hampshh :  My  »■ 
Sept.  26  that  declared:  "SometfMl 
you'll  agree  with  me  and  sometimes  ht 
won't.  But  at  least  you'll  know  ex;  hi 
where  I  stand 

Even  if  Bradley  is  not  as  charmi  * 
speaker  as  Reagan,  he  exudes  a  con  tan 
with  himself— an  anti-charisma 
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I  rently  appeals  to  voters  weary  of 

aged  pols.  "This  is  the  year  of  the 

candidate,  so  his  lack  of  charm 

his  lack  of  finesse  is  a  real  selling 

m\  ,"  says  Democratic  consultant  Jen- 

altl    Laszlo.  "Reagan  was  'wrong'  on 

f  the  issues,  but  he  won  because 

rea  le  liked  him."  Even  the  co-chair  of 

i,l  il  Senator  John  McCain's  campaign, 

■r  New  Hampshire  Senator  Warren 

ii  m  nan,  concedes:  "You  may  not  agree 

j    [  Bradley],  but  you  can  trust  him." 

lib  lat  image  will  make  it  tough  for 

nbii    backers  to  successfully  portray 

k  ir  Bill  as  a  cynical  opportunist  who 

.ei-sing  many  of  his 
Hey    positions  to  win 
lb     liberal    primary 
;,  rs.    But    in    fact, 
iteflley  has  headed  left, 
s'ashl  Iowa,  he  cozded  up 
are  >rn  growers  by  endorsing  ethanol 
i,  dies,  even  though  he  opposed  such 
;,r,J :  >reaks  in  the  past.  While  Senator 
ley  voted  several  times  for  experi- 
i i|  al  school-voucher  programs,  candi- 
;„ri  Bradley  opposes  all  voucher  pro- 
is  Is — as  do  the  powerful  teachers' 
>levfis.  And  to  appeal  to  Teamsters, 
(jt)  trader  Bradley  now  wants  to  keep 
ran  truckers  from  entering  the 
lemoi — at  least  for  the  near  future. 
njepadley's  most  dramatic  tack  left, 
ljng  di,  is  on  health  care.  Unlike  Hillary 
is  tarn  Clinton's  unpopular  1994  pro- 
vrjo,  Bradley's  would  not  replace  the 
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existing  private  healt  h-insiirance 
tern.  Instead,  he  would  require  parent 
to  purchase  insurance  coverage  for  their 
kids,  with  the  government  subsidizing 
low-income  households.  Families  could 
either  include  children  in  employer-spon- 
sored plans  or  one  offered  by  the  Fed- 
eral Employee  Health  Benefits  Program, 
which  covers  all  government  workers. 
Adults  also  could  opt  into  the  FEHBP. 
Insurance  premiums  would  be  tax-de- 
ductible. And  the  elderly  w^ould  get  free 
prescription  drugs  under  Medicare  for 
chronic  illnesses.  In  essence,  Bradley 
proposes  to  use  the  bulk  of  the  non-So- 
cial Security  surplus  for 
health  care  rather  than 
tax  cuts. 

Business  reaction  to 
Bradley-care  was  most- 
ly favorable.  The  tax- 
credit  approach  is  "well  thought-out  and 
sensible,"  says  R.  Bruce  Josten,  senior 
vice-president  at  the  U.  S.  Chamber  of 
Commerce.  Health  Insurance  Associa- 
tion of  America  President  Chip  Kahn 
praises  the  overall  plan  but  worries  that 
it  "would  lead  to  expensive  patient-pro- 
tection mandates"  by  Washington. 

Certainly,  Bradley's  health  plan  has 
faults.  Critics  immediately  pounced  on 
what  they  see  as  low-ball  cost  estimates. 
Tax  deductions  for  health  premiums 
would  come  to  $5  billion  in  the  Bradley 
plan;  similar  breaks  were  pegged  at  $8.5 
billion  in  the  just-vetoed  gop  tax-cut 


bill.  While  Bradley  saya  he  can  provide 

the  elderly  with  a  prescription  drug 
benefit  under  Medicare  for  just  $10  bil- 
lion, a  similar  proposal  by  President 
Clinton  would  cost  twice  that.  And 
Bradley  is  silent  on  how  he  would  stop 
employers  from  dropping  corporate 
health  plans  and  forcing  employees  to 
buy  government-subsidized  policies. 

Still,  it  may  be  tougher  than  Repub- 
licans think  to  peg  Bradley  as  outside 
the  moderate  mainstream.  He  worked 
closely  with  Reaganites  on  the  1986 
tax-reform  battle  and  has  won  friends 
in  Corporate  America  by  championing 
free  trade,  fiscal  discipline,  and  tax 
reform. 

Thus  far,  Bradley's  deepest  appeal  is 
among  independents.  He  scores  partic- 
ularly well  with  male  boomers  who  re- 
call his  exploits  on  the  basketball  court. 
"I  call  them  the  NBA  Dads,"  says  inde- 
pendent pollster  John  Zogby.  "He  has 
crossover  appeal  that  brings  guys  back 
into  the  Democratic  fold." 

Twenty  years  ago,  Ronald  Reagan 
laughed  off  criticism  that  he  was  a  dan- 
gerous extremist  with  a  jocular  "there 
you  go  again."  Bill  Bradley  is  charging 
ahead  now,  but  like  Reagan,  he  must 
disarm  the  skeptics.  That  will  be  tricki- 
er as  they  realize  that  Big  Promises 
may  also  mean  more  Big  Government. 

By  Richard  S.  Dunham,  with 
Howard  Gleckman,  in  Washington  and 
Lee  Walczak  in  Los  Angeles 
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inutes  after  Bill  Bradley  laid  out 
s  national  health-care  proposal  in 
in  Nuys,  Calif.,  on  Sept.  28,  Wash- 
on  Bureau  Chief  Lee  Walczak 
ught  up  with  the  Democratic  insur- 
nt  and  former  basketball  star  for  a 
tie  one-on-one.  Energized  and  ar- 
'.ulate,  Dollar  Bill  demonstrated 
at  he  hasn't  lost  his  jump  shot. 


:    the  fate  that  befell  the  Clinton 
iministration's  199U  health  re- 
nt/ s,  what  makes  yon  think  your 
an  for  covering  the  uninsured  and 
panding  health  care  to  all  children 

doable? 

My  analogy  is  to  tax  reform.  In 
82,  I  laid  out  a  tax  bill.  We  talked 
■out  it  for  years  and  found  common 
mind.  If  you  do  big  reform,  that's 
hat  you  have  to  do.  Tax  reform 
ought  together  Republicans  and 

■niocrats.  There,  the  objective  was 


the  lowest  possible  rates  and  fewest 
loopholes.  Here,  the  objective  is  to 
see  that  at  least  95%  of  the  Ameri- 
can people  have  health  insurance. 


LEFT  BRAIN 

UThe  objective 

is  to  see  that  at  least 

95%  of  the  American 

people  have  health 

insurance 7  J 


Q:  Isn't  your  plan  vulnerable  as  an 
extension  of  Big  Government!1 
A:  This  is  not  a  giant  federal  bu- 
reaucracy, as  universal  coverage 


would  be  in  the  traditional  Euro- 
pean model.  This  is  not  an  expen- 
sive mandate  on  the  backs  of  small 
business.  This  is  an  effort  to  give 
parents  the  ability  to  insure  their 
children  and  working  families  the 
ability  to  get  [affordable]  health 
care.  Government's  role  is  to  do 
what  government  does  best,  which 
is  to  look  out  for  the  well-being  of 
all  citizens,  while  private  insurance 
provides  coverage  through  the  pri- 
vate sector.  So  I  do  not  see  how  this 
could  be  viewed  as  a  giant  govern- 
ment program.  It  is  a  lot  of  money. 
But  if  wre  can't  do  this  now,  during 
such  a  good  economy,  when  will  we 
be  able  to  do  it? 

Q:  At  $65  billion  a  year,  your  plan 
pretty  much  uses  up  that  part  of  the 
projected  non-Social  Security  budget 
surplus  Republicans  icaut  to  use 
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for  tax  cuts.  So,  no  tax  relief? 
A:  The  goal  is  for  a  plan  at  the  end 
of  the  first  term,  and  the  surpluses 
will  continue  to  be  significantly 
large.  It  certainly  would  preclude  a 
$792  billion  [gop]  tax  cut,  no  ques- 
tion about  that.  That's  something  we 
have  to  face  up  to:  Who  are  we  as  a 
people,  and  what  do  we  want?  Hav- 
ing all  Americans  with  access  to  af- 
fordable health  care  is  something 
that  will  strengthen  our  social  fab- 
ric, which  will  strengthen  the  eco- 
nomic foundation  for  our  country. 
Healthier  workers  are  more  produc- 
tive workers. 


Q:  Isn't  the  current  prosperity 
causing  politicians  to  strain  a 
bit  as  they  search  for  ueic  things 
to  promise  voters? 
A:  There's  a  difference  between 
promising  a  few  big  things  and 
promising  hundreds  of  other 
things  that  appear  small  but 
grow  big  over  time. 

Q:  You're  referring  perliaps  to 
Gore's  "micro-policy"  approach? 
A:  Yeah.  The  two  health  plans 
offered  by  the  Vice-President 
and  me  are  the  best  example 
yet  of  the  difference  between 
a  big  idea  and  creeping  incre- 
mentalism. 

Q:  The  early  take  on  your  cam- 
paign was  that  you  would  blend 
liberal  and  more  conservative 
policies  in  a  form  of  left-right 
fusion.  But  so  far,  most  of  your 
stands  have  been  left-of-center. 
Where's  the  "right"  element  in 
your  fusion  formula? 
A:  Take  Russian  aid — I  say 
that's  money  down  a  rat  hole. 
nato  expansion — against. 


Q:  Do  you  still  intend  to  issue 
an  economic  manifesto  laying 

out  your  plan  for  future  

growth? 

A:  Yes.  The  key  to  economic  growth 

in  the  future  is  open  markets,  free 

flow  of  capital,  the  lowest  possible 

tax  rates,  affordable  health  care,  and 

greater  investment  in  education  and 

research. 

Q:  Can  you  really  promise  to  do 
much  better  than  Bill  Clinton,  Al 
Gore,  and  Alan  Greenspan  when  it 
comes  to  economic  performance? 
A:  One  of  the  President's  soundest 


accomplishments  was  passage  of  the 
1993  budget  act,  which  I  voted  for, 
and  passage  of  NAFTA  and  of  the 
World  Trade  Organization,  which  I 
was  the  point  man  on.  Those  things 
have  produced  a  good  economy.  But 
they're  not  nearly  as  important  as 
the  entrepreneurial  dynamism  and 
technology  behind  the  Information 
Revolution.  You  can't  underestimate 
the  improvement  in  productivity  that 
will  come  from  technological  advance. 
We're  in  a  new  world. 

Q:  Why  haven't  yoti  joined  the  candi- 
date stampede  to  call  for  Greenspan's 


RIGHT  BRAIN 

H  Take  Russian  aid 

— I  say  that's  money 

down  a  rat  hole.  NATO 

expansion — against  I J 


reappointment  as  Fed  chairman? 
A:  As  a  candidate  for  President,  you 
don't  announce  your  appointments  in 
the  middle  of  a  political  campaign.  I 
was  skeptical  at  the  beginning,  voted 
for  him  during  his  second  confirma- 
tion, and  think  he's  done. an  out- 
standing job.  But  America  would  be 
a  poorer  place  if  one  thought  he  was 
the  only  person  who  could  do  that 
job.  The  key  characteristic  of  some- 
one who  is  Fed  chairman  is  the  con- 


fidence of  the  financial  markets. 
Anyone  you  appoint  would  have  t 
have  that  kind  of  stature  and  inst 
credibility. 

Q:  Are  you  concerned  tfiat,  with 
Congress  busting  spending  caps  a 
dreaming  of  ways  to  spend  the  fu 
ture  surplus,  fiscal  policy  is  gettin 
too  loose  and  monetary  policy  ma 
fiave  to  contract? 
A:  What  Congress  is  doing  is  a  lo 
of  small  things.  It's  very  disturbir 
You  have  to  have  some  discipline 
The  key  should  be  not  increasing 
the  deficit.  Some  of  the  surplus 
money  ought  to  be  used  for;r 
ducing  the  federal  debt.  If  it's 
choice  between  tax  cuts  and  i 
ducing  the  federal  debt,  I'd 
choose  the  latter,  because  tha 
really  a  reduction  in  future  in 
terest  rates. 

Q:  You've  told  union  audience 
tlmt  NAFTA  needs  new  worker 
and  environmental  protection 
A  little  Dick  Gepliardt-style  re 
sionism,  maybe? 
A:  No,  no — not  at  all.  What  I 
said  to  labor  audiences  was  th 
there  would  be  winners  and  lo 
ers,  and  we  ought  to  help  the 
losers  through  health  insuranc 
Since  a  lot  of  them  have  healtl 
insurance  anyway,  they  didn't 
seem  too  appreciative. 


Q:  Ever  since  the  General  Agy 
ment  on  Tariffs  &  Trade  and 
NAFTA,  free-trade  expansion  ha 
seemed  at  a  standstill.  Can  th 
agenda  advance? 
A:  I  don't  think  [free  trade]  ha 
topped  out.  But  we  have  to  gh 
a  compelling  reason  why  it  is  i 
portant,  and  that  means  giving 
people  more  economic  security 
a  time  of  this  enormous  chang< 
Globalization  is  positive,  not  nt 
ative.  To  prevent  a  return  to 
protectionism,  you  have  to  dea 

with  the  reality  of  people  who  lost. 

You  do  that  not  by  putting  up  trad 

barriers  but  by  meeting  some  of 

their  direct  needs. 

Q:  Your  new  ads  call  your  crusad< 
"a  different  kind  of  campaign, "  yet 
your  differences  with  Gore  don't 
seem  enormous.  Are  we  just  sellint 
"the  Uncola"  here? 
A:  It's  different  to  tell  people  what 
you  really  believe. 
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Being  the  industry  leader  in  satellite-based  wide  area  networking  is  not  just  about  being  an 
innovator  of  satellite  technology.  It's  about  turning  that  expertise  into  cost  saving,  revenue 
generating  business  solutions.  That's  why  America's  leading  companies  in  retail,  automotive, 
retail  petroleum  and  other  industries  turn  to  Hughes.  And  as  technology  evolves,  you  can 
trust  us  to  deliver  the  latest  innovations,  like  IP-based  broadband  data  and  multimedia  network 
solutions.  Now  that's  leadership  you  can  depend  on.  Let  us  demonstrate  what  we  can  do  for  you. 
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THE  ECONOMY 


WHO'S  AFRAID 
OF  PRICEY 
OIL? 


Why  the  recent  hikes  at  the 
pump  don't  worry  Alan 
Greenspan-or  those 
sport-ute-loving  consumers 


If  you're  looking  for  signs  of  infla- 
tion in  the  U.  S.  economy,  look  no 
farther  than  the  nearest  gas  pump. 
Since  hitting  a  12-year  low  of  $11  a 
barrel  last  December,  oil  prices  have 
more  than  doubled  to  just  above  $25, 
the  biggest  hike  in  such  a  short  time  in 
modern  history,  except  for  times  of  ma- 


jor turmoil  in  the  Middle  East.  What's 
worse,  the  increased  prices  come  when 
the  U.  S.  gets  more  of  its  oil  from  over- 
seas than  ever,  and  the  U.  S.  trade 
deficit  is  hitting  record  highs.  In  an 
economy  already  running  in  high  gear — 
in  giant  sport-utility  vehicles,  no  less — 
the  surge  in  petroleum  prices  certainly 
seems  to  spell  trouble. 

So  far,  though,  hardly  anybody  seems 
to  care.  Consumers  continue  to. buy  gas- 
guzzlers  at  a  record  clip.  The  stock  mar- 
ket has  noticed  the  jump  in  oil,  but  ner- 
vous investors  seem  to  be  responding 
mostly  to  the  dollar,  gold,  and  the  ap- 
prehension over  what's  ahead  for  the 
economy  (page  42).  Even  at  the  Federal 


HEADING  UP:  Airli7ies  ivill  lose  th 
windfall  cheap  fuel  brought  in  1 


Reserve,      where      Chairman 
Greenspan  scans  the  horizon  for 
of  inflation,  oil  prices — at  their  h 
level  since  the  start  of  1997 — bare 
pear  on  the  radar  screen.  Greenspi 
lieves  the  diminishing  role  of  oil 
economy  reduces  the  inflation  thn 
rising  prices.  Now,  economists  and 
ket  watchers  no  longer  expect  the 
Open  Market  Committee  to  raise 
term  interest  rates  on  Oct.  5. 

To  be  sure,  oil  remains  cruch 
everything  from  transportation 
heating  fuels  to  petrochemicals  and 
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IT  HAPPENS  WHEN 
RICES  DOUBLE 

ONOMIC  GROWTH 

estimate,  GDP  growth 
ar  and  next  will  be  0.3 
itage  points  lower  than 
Prices  had  not  surged. 

tPORATE  PROFITS 

I,  it's  a  mild  damper, 
'orst:  Airlines  and  other 
prt  and  shipping  corn- 
Higher  fuel  prices 
|>ly  cut  $116  million 
pajor  airlines'  third- 
r  profits. 

INFLATION 

[six  months  through 
,  overall  energy  prices 
an  annual  rate  of 

Iwhile  everything  else 

'  a  1.9%  rate.  The 
rate:  3.1%. 

EREST  RATES 

he  of  their  volatility,  the 
ll  Reserve  gives  less 
]  to  energy  prices  when 
|ig  whether  to  raise  rates, 
more,  higher  fuel  prices 
hives  cool  the  economy 
|ng  money  from  con- 
pockets. 

DATA:  BUSINESS  WEEK 

'\nd  there's  no  way  to  avoid  the  ef- 
of  higher  energy  prices:  Sooner  or 
they  show  up  in  higher  prices  or 
er  earnings  or  both.  But  there  are 
reasons  not  to  panic.  First,  there's 
larantee  that  these  high  prices  will 
despite  opec's  impressive  compli- 
with  a  production-restraint  deal 
ed  last  March.  Investors  are  bet- 
.hat  prices  will  fall:  The  New  York 
antile  Exchange  contract  for  oil  to 
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be  delivered  a  year  from  now  is 
under  $20  a  barrel.  Even  oil  company 

stocks  arc  still  well  off  their  highs,  de 
spite  strong  indications  of  profitable 
third  and  fourth  quarters. 

Second,  oil  doesn't  matter  as  much  to 
the  overall  economy  as  it  once  did.  As 
Greenspan  puts  it,  America's  t  conomic 
output  is  getting  lighter:  more  software, 
less  steel.  The  result  of  that  shift  is  that 
the  amount  of  oil  and  natural  gas  re- 
quired to  produce 
goods  and  services 
has  fallen  by  nearly 
half  since  the  1970s, 
from  14,600  British 
thermal  units  per  in- 
flation-adjusted dollar 
of  gross  domestic 
product  in  1973  to 
7,700  btus  this  year, 
according  to  the  En- 
ergy Dept.'s  Energy 
Information  Adminis- 
tration (chart). 

What's  more,  even 
if  the  Fed  were  wor- 
ried about  high  oil 
prices  being  inflation- 
ary, it's  not  clear  that 
raising  interest  rates 
would  be  the  right 
response.  After  all, 
the  purpose  of  a  rate 
hike  is  to  cool  an 
overheated  economy. 
But  an  oil-price  rise 
alone  tends  to  do 
just  that.  It  chills  the 
economy  because  it 
diverts  consumption 
spending  offshore,  to 
foreign  oil  producers. 

Even  now,  econo- 
mists are  factoring 
the  effects  of  more  expensive  oil  into 
their  forecasts.  Economic  growth  will 
be  about  0.3  percentage  points  lower 
this  year  and  next  than  it  would  have 
been  if  oil  prices  had  simply  drifted  up 
slowly  from  last  year's  low  point,  ac- 
cording to  Standard  &  Poor's  dri,  a  unit 
of  The  McGraw-Hill  Companies,  pub- 
lisher of  BUSINESS  WEEK. 

Raising  rates  would  exacerbate  the 
chilling  effect  of  costly  oil.  "If  anything, 
the  Fed  would  say,  'Oh,  dear,  oil  prices 
are  taking  money  out  of  consumers' 
pockets.  We'd  better  loosen  monetary 
policy,'"  says  Cynthia  M.  Latta,  princi- 
pal U.  S.  economist  for  dri.  Given  what's 
going  on  in  the  rest  of  the  economy, 
Latta  doesn't  actually  think  the  Fed 
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would  i-ui  rate  ;  bul  then  again,  a  hike 
may  be  jusl  as  unlikely.  San  Francisco 
Fed  I 're-  idenl  Roberl  T.  Parrj  almo  ' 

said  as  much  in  a  Sept.  27  Bpeecfc  "With 

high  uncertainty  about  the  future,  a 
somewhat     delayed     action     could     he 

preferable  to  running  the  risk  of  tight- 
ening when  it's  not  warranted." 

On  a  micro-economic  level,  rising  en- 
ergy prices  are  already  crimping  earnings 
expectations  in  some  sectors — airlines, 
railroads,  and  truck- 
ers, in  particular.  Air- 
line analyst  Susan 
Donofrio  of  Deutsche 
Banc  Alex.  Brown  is 
forecasting  that  high- 
er fuel  prices  will  re- 
duce profits  for  the  10 
major  U.  S.  carriers 
by  $116  million  in  the 
third  quarter  and 
$213  million  in  the 
fourth.  In  1998,  she 
figures,  lower  fuel 
prices  added  $1.2  bil- 
lion to  the  majors' 
bottom  line. 

Now,  that  fuel  has 
moved  in  the  opposite 
direction,  it's  payback 
time.  The  carriers 
that  do  the  least  to 
lock  in  their  fuel 
costs — Alaska,  South- 
west, twa,  and  usAir- 
ways — are  feeling  the 
biggest  impact  from 
the  30%  to  45%  in- 
crease in  jet-fuel 
prices  over  the  past 
year,  says  analyst 
Brian  D.  Harris  of 
Salomon  Smith  Bar- 
ney. On  the  other 
hand,  airlines  that  don't  employ  hedging 
strategies  reap  the  biggest  savings  when 
jet-fuel  prices  fall.  "Comparatively,  it's 
painful,"  says  Southwest  Airlines  Co.  cfo 
Gary  C.  Kelly.  "But  we're  still  very  prof- 
itable at  these  energy  price  levels.  We 
just  don't  have  the  kind  of  windfall  we 
had  last  year." 

HURT.  Among  the  first  public  victims  of 
higher  fuel  prices  was  fdx  Corp.  The 
Memphis-based  parent  of  Federal  Ex- 
press Corp.  says  higher  fuel  prices 
slashed  $27  million  from  operating  prof- 
its in  its  first  fiscal  quarter,  ended  Aug. 
31,  and  could  cut  them  by  more  than 
$150  million  for  the  full  fiscal  year  if 
current  trends  continue. 

One  unit  of  fdx,  Viking  Freight  Inc., 


n  an  economy  where  software  is  more  important  than 
steel,  oil  prices  simply  don't  matter  as  much 
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imposed  a  1%  fuel-adjustment  surcharge 
on  its  customers  starting  in  August,  and 
CFO  Alan  B.  Graf  Jr.  said  in  September 
that  adding  surcharges  in  other  units  is 
"a  very  hotly  debated  topic  within  our 
company."  In  practice,  however,  most 
shippers  swallow  most  or  all  of  their 
fuel-cost  increases.  Norfolk  Southern 
Corp.,  based  in  Norfolk,  Va.,  is  looking 
for  cost  cuts  in  other  areas  to  compen- 
sate, says  Curt  Steele,  assistant  vice- 
president  for  material  management  at 
the  railroad.  "It  has  hurt  us  all,"  he  says. 

Oil  prices  would  start  to  do  more  se- 
rious damage  if  they  reached  $30  a  bar- 
rel or  more  for  an  extended  period, 
economists  say.  But  that's  unlikely  in 
the  absence  of  another  Mideast  conflict. 
In  fact,  if  the  price  rises  much  beyond 
$25  a  barrel  and  stays  there,  new  sup- 
plies would  almost  certainly  come  onto 
the  market  and  pull  prices  down. 

So  far,  the  major  Western  oil  com- 
panies, such  as  Exxon,  BP  Amoco,  and 
Royal  Dutch/Shell,  have  not  increased 
exploration  and  production  spending 
above  their  1999  budgets,  which  were 
set  when  oil  was  at  its  nadir.  Memories 
of  the  50%  decline  in  oil  prices  from 
1997  to  1998  are  still  vivid:  "Once  bitten, 
twice  shy,"  says  Fadel  Gheit,  an  ana- 
lyst for  brokerage  firm  Fahnestock  & 
Co.  But  new  technology  is  making  it 
cheaper  than  ever  to  find  and  produce 
oil,  so  profit  margins  on  $25-a-barrel 
crude  are  enormous.  The  longer  prices 
remain  this  high,  the  more  E&P  projects 
will  be  undertaken — and  once  they  get 
under  way,  it's  hard  to  stop  them. 
NO  PROBLEM.  That,  in  essence,  is  what 
your  average  American  consumer  is 
counting  on.  suvs  account  for  18%  of 
new-vehicle  sales  this  year,  up  from  un- 
der 10%  in  1993,  according  to  J.  D.  Pow- 
er &  Associates.  And  the  fastest 
growth — 35%  this  year — is  in  the  fuel- 
hungry  luxury  segment,  such  as  the 
Cadillac  Escalade  and  Ford  Excursion. 

High  oil  prices?  No  problem,  says 
Thomas  N.  Tyrrell,  ceo  of  Republic 
Technologies  International,  an  Akron 
company  that  makes  steel  bars  for  sport- 
utes  and  spent  $1  billion  to  update  steel 
plants  for  the  purpose,  is  betting  that 
high  gas  prices  won't  kill  the  suv  mar- 
ket. Jokes  Tyrrell:  "The  car  companies 
make  so  much  money  on  suvs,  they 
might  even  pay  you  for  the  gas." 

Plenty  of  forces — tight  labor  markets, 
a  falling  dollar — could  spur  inflation  and 
kill  America's  long-lived  economic  ex- 
pansion. But,  for  now,  it's  not  oil — or 
anything  else — that's  fueling  inflation. 
By  Peter  Coy  in  New  York,  with  Wendy 
Zellner  in  Dallas,  Laura  Cohn  in  Wash- 
ington, and  Peter  Galuszka  in  Cleveland 


COMMENTARY 


By  Marcia  Vickers 


THIS  CORRECTION  MAY  WELL 
HAVE  A  SILVER  LINING 


Are  the  fat  times  really  behind  us? 
As  the  result  of  an  almost  uninter- 
rupted downward  drift  beginning  on 
Sept.  23,  the  major  stock-market  aver- 
ages have  moved  into  bona  fide  correc- 
tion turf.  On  Sept.  29,  the  Dow  Jones 
industrial  average  and  the  Standard  & 
Poor's  500-stock  index  sunk  more  than 
10%  off  their  highs  for  the  year.  But 


higher  the  market  has  gone, 
rower  and  more  uncertain  th 
been:  Seventy  percent  of  the 
s&P  500  year-to-date  came  ffr 
es  in  the  prices  of  just  10  sto  WW5 

Why  is  this  good  for  us?  M 
valuation  levels  should  mean  i 
will  participate  in  the  market's  I 
And  the  current  correction,  ar  6 
more  small  on( 
are  a  relatively  ur 
way  to  move  t]  I 
onto  firmer  grc 
pared  with  a  ft 
higher  peak.  A 
ant  market  wil 
ly  curb  the  vor  ltd 
petites  of  overl 
exuberant  day- 
and  speculators  bnthees 
should  make  th 
less  a  gambling 
easing  the  extr 
high  volatility. 


A  10%  corre<  i 


fear  not.  Analysts  like  Alfred  Goldman, 
chief  strategist  at  A.G.  Edwards  &  Sons 
Inc.,  believe  we'll  be  healthier  in  the 
long  run.  "Investors  have  gotten  fat  off 
filet  mignon  and  the  finest  wine  over 
the  past  two  years,"  Goldman  says. 
"Now,  it's  time  for  some  veggies." 
UNCERTAIN  RALLY.  The  new  diet  may 
leave  a  bitter  taste  with  investors,  but 
it's  good  for  the  market.  For  one  thing, 
it  has  at  least  temporarily  deflated  what 
Federal  Reserve  Chairman  Alan 
Greenspan  said  in  June  were  "unsus- 
tainable levels"  in  stock  prices,  perhaps 
making  another  interest-rate  hike  un- 
necessary this  year.  It  has  trimmed  s&P 
500  valuations  from  a  lofty  1999  high  of 
28  times  forward  earnings  to  a  healthier 
25.  That's  particularly  good  because  the 


the  astounding 
the  market  hit 
not  exactly  a  pi 
there  has  to  be 
drop  before  it's 
ered  bearish  te  it 
is,  however,  not  and 
context  of  the  r 
performance  in 
years:  The  s&P 
up  only  4.1%,  cA  to  start 
with  28%  for  al  s 
and  33%  in  1997.  True,  last  yes  feed  a  r 
time  the  market's  percentage  £ 
also  in  single-digit  territory,  bv 
sequent  interest-rate  cuts  prop  trate 
market  to  double-digit  increase 
end  of  the  year.  It's  highly  unli  pelts 
scenario  will  repeat  itself.  R  ym<  \ 

This  therapeutic  regimen  is 
for  two  major  reasons:  inflatiorliontohf,, 
currency  worries.  Surging  enei  is  is 
tight  labor  markets,  and  a  wea 
dollar  all  point  to  rising  inflatio 
though  the  betting  on  the  Strejiti 
the  Fed  will  not  raise  interest 
Oct.  5.  "Though  interest  rates  ^ 
go  up  dramatically  for  the  rest 
year,  the  direction  is  still  up  ra  - 
down,"  says  Douglas  R.  Cliggol 
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iflation  remains  somewhal 
,  the  market  is  fixating  on  the 
lough  it  has  recovered  a  bit 
imp'  vs.  the  Japanese  yen,  the 
■     is  far  off  its  highs,  making  it 
v  for  Americans  to  buy  all  those 
ars  and  electronics.  "A  mean- 
-  k  of  the  yen's  upward  stride 

jcur  before  the  U.  S.  market  is 
In  lays  George  A.  Mumaghan,  ex- 
he  fe-president  at  Rowe  Price- 

iternational  Inc.  in  Baltimore. 

sta  PARISONS.  A  weakened  dollar 

\[  with  an  improving  global  sce- 

:  irompted  both  U.S.  and  for- 

■'.'•  his  to  pump  more  money  into 

is  outside  the  U.S.  That's  also 

y  lumper  on  American  equities. 

vely  tarting  to  realize  that  the  U.  S. 

e  Ally  safe  haven,"  says  James  M. 

market  strategist  at  Aeltus 
sfajt  Management  Inc. 
A  rages  might  get  a  bounce  from 
\ii  fourth-quarter  earnings,  which 
voreed  to  come  in  22%  and  21% 
!  far-,  according  to  i/b/e/s  Inter- 
;  ic.  But  that  may  not  be  a  last- 

v  en  the  easy  comparisons 
|  car's  results,  which  were  hurt 
in»  economic  meltdown.  "There  are 
evtra  comparisons  over  last  year, 
in.  not  complaining,"  says  Joseph 
I'  strategist  at  i/b/e/s. 
■  confidence  is  also  beginning 
v  -ording  to  a  study  by  J.  P.  Mor- 
;i    first  six  months  of  this  year, 
be  I  plowed  more  money  into  tan- 
•;is  such  as  cars,  boats,  and 
htfltjn  they  put  into  financial  assets 
t.   and  bonds,  for.the  first  time 

e in i;e,  nobody  likes  to  stick  to  a 
i  fear,  there  may  soon  be  op- 
^eoi.  to  start  picking  up  some  bon- 
isonable  prices.  But  investors 
eai  xpect  a  resumption  of  the  bull 
able-digit  gains  without  a 
'imlerlying  conditions.  The  ris- 
pj  t-rate  environment  and  a 
.,  dollar  could  mean  little  or  no 
Jocks  for  the  rest  of  1999,  mon- 
rs  warn.  We  could  even  be  in 
„jj(  ?rritory  by  year's  end. 
nion  ion  to  being  healthy  for  the 
-Ht|  is  is  good  news  for  long-term 
i  have  been  patiently  wait- 
ni  sidelines  for  a  buying  opportu- 
nity, investors  who  are  caught 
r<tifndraft  will  have  to  eat  their 
1  hope  there's  still  some 
essert. 
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When  gold  is  soaring,  inflation  must 
be  just  around  the  corner,  right? 
In  fact,  gold's  stunning  climb 
from  around  $268  an  ounce  on  Sept.  24 
to  as  much  as  $327  on  the  spot  market 
on  Sept.  28  was  not  about  macroeco- 
nomics. "I  don't  think  this  has  any- 
thing to  do  with  inflationary  expecta- 
tions," says  George  Milling-Stanley,  a 
market  analyst  at  the  World  Gold  Coun- 
cil. "I  don't  see  the 
connection  at  all." 

What's  propelling 
gold  to  prices  not  seen 
since  October,  1997,  is 
the  result  of  a  concert- 
ed campaign  by  the 
mining  industry  and 
producer  countries  to 
persuade  central  banks 
to  halt  sales  of  their 
reserves.  The  gold 
gang  put  the  screws  to 
politicians  everywhere, 
demanding  that  they 
stop  the  sales  to  keep 
producer  countries 
from  falling  into  eco- 
nomic despair.  The  ef- 
fort included  demon- 
strations by 
impoverished  miners  at 
the  embassies  of  such 
gold-selling  countries 
as  Britain  and  Switzer- 
land, impassioned  ex- 
hortations by  the  likes 
of  South  African  Pres- 
ident Thabo  Mbeki,  and 
effective  arm-twisting  in 
the  U.  S.  Congress. 

The  pressure  helped 
persuade  the  Interna- 
tional Monetary  Fund    COITimOn  CaUSe  With 
this  summer  to  hold  off 

Jesse  Jackson  Jr. 
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Suddenly,  Senator 
Jesse  Helms  found 


on  planned  gold  sales 
that  were  supposed  to 
benefit  poor  countries. 
The  IMF  plan  withered  after  officials 
such  as  Ghanian  Mines  &  Energy  Min- 
ister Fred  Ohene-Kena  complained  that 
their  economies  were  already  "reeling" 
from  the  price  slide.  Facing  similar  com- 
plaints, on  Sept.  26,  15  European  central 
bankers  promised  to  tightly  limit  gold 
sales  for  five  years. 

The  gold  campaign  created  extraor- 
dinarily strange  bedfellows.  North  Car- 
olina Republican  Senator  Jesse  Helms 


found  common  cause  with  Democrat 
Jesse  Jackson  Jr.  and  the  Congressional 
Black  Caucus  in  fighting  the  tMF  plan. 
Former  Canadian  Prime  Minister  Brian 
Mulroney,  a  Conservative  chum  of  for- 
mer President  George  Bush,  sided  with 
Minority  Leader  Senator  Thomas  A. 
Daschle  (D-S.  D.).  Some  gold-backers 
worried  about  the  health  of  African 
More  than  two  dozen  Con- 
gressmen        warned 
President   Clinton   in 
June  that  if  gold  prices 
stayed  flat,  "upwards 
of  800,000  Africans  will 
be   plunged   into   ab- 
solute poverty." 
FLUMMOXED.     Others 
fretted     over     gold's 
slide  as  a  reserve  com- 
modity.   Still    others 
worried     about     the 
health  of  such  produc- 
ers as  Toronto-based 
Barrick    Gold    Corp., 
where  Mulroney  is  a 
director,  and  Colorado- 
based  Newmont  Min- 
ing Corp.  "It's  pretty 
hard  to  think  of  any 
sector  of  the  economy 
where    the    lobbying 
has  been  as  effective 
as  this,"  says  David 
Christensen,     a     top 
mining  analyst  at  Mer- 
rill  Lynch   &    Co.   in 
San  Francisco. 

Of  course,  much  of 
gold's  plunge  was  be- 
cause of  politics  as 
well:  Prices  collapsed 
after  various  govern- 
ments, including 
Britain's,  announced 
plans  to  sell  reserves. 

President  Clinton  did 

his  part  by  pushing 
the  IMF  to  dump  some  reserves  to  help 
heavily  indebted  countries.  Many  ana- 
lysts, meanwhile,  admit  they're  flum- 
moxed by  what  the  "natural"  or  mar- 
ket-clearing price  of  gold  should  be; 
some  think  $325  is  as  good  a  number  as 
any.  So  if  you  want  to  figure  out  if  gold 
is  heading  to  $800  an  ounce  or  back  to 
$270,  pay  attention  to  the  politicians — 
and  the  folks  who  lobby  them. 

By  Joseph  Weber  i)i  Toronto 
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E-BUSINESS 


AMAZON.COM 

THROWS  OPEN  THE  DOORS 

The  Web  site  is  now  available  to  all  merchants-even  rivals 


Jeffrey  P.  Bezos  has  always  bridled 
at  the  nickname  pundits  give  his 
online  superstore:  "Wal-Mart  of  the 
Web."  Because  he's  modest?  No,  the  la- 
bel isn't  nearly  grand  enough  for  Ama- 
zon.com Inc.'s  ambitious  founder  and 
chief  executive.  Bezos  wants  to  create 
something  entirely  new — a  place  where 
consumers  can  find  anything  they  want. 
Now  there's  another  way  to  think  of 
Amazon — which  Bezos  may  find  just  as 
inadequate:  Mall  of  the  Web.  On  Sept.  29, 
Bezos  took  the  big  step  of  opening  the 
doors  of  its  popular  Web  site  to  any 
manufacturer  or  retailer — even  a  rival — 
that  wants  to  sell  on  its  popular  Web 
site.  For  a  $9.99-a-month  fee  plus  1.25% 
to  5%  of  revenues,  a  merchant  can  offer 
up  to  3,000  products  to  Amazon's  12  mil- 
lion customers  through  a  new  service 
called  zShops.  And  for  a  600  fee  and  a 


4.75%  cut  of  sales,  Amazon  will  let  small 
merchants  and  individual  sellers  on  its 
auction  site  accept  credit  cards. 

Already,  zShops  offers  500,000  prod- 
ucts— in  all,  19  million  items  in  invento- 
ry. If  something's  not  available  there, 
another  new  feature  called  All  Product 
Search  will  comb  the  Web  for  it.  "We're 
taking  the  exposure  and  the  customer 
base  and  offering  it  to  others,"  says  Be- 
zos. "For  us,  the  win  is  becoming  an 
even  better  shopping  destination." 

Bezos  had  already  taken  Amazon.com 
beyond  simply  duplicating  retail  stores 
online.  It  added  auctions  last  March  and 
bought  stakes  in  other  online  merchants. 
But  this  is  a  quantum  leap — from  play- 
ing the  Web's  anchor  store  to  trying  to 
be  its  chief  landlord  as  well.  Says  Ken 
Cassar,  an  analyst  at  market  researcher 
Jupiter  Communications:  "Amazon  in- 


\ 


Amazon's 

Growing 

Reach 


SHOPPING  SERVICES 

►  On  Sept.  29,  announced  zShops: 
Any  retailer  can  set  up  shop  on 
Amazon.com's  site. 

►  Also  launched  All  Product 
Search,  allowing  shoppers  to  find 
any  product  for  sale  on  the  World 
Wide  Web. 


MORE  AMAZON  STORES 

►  In  July,  opened  toy  and 
electronic  stores  on  its  Web  site. 

►  Bought  49%  of  sports  site 
Gear.com  in  July,  54%  of  Pets.com 
in  June,  35%  of  HomeGrocer.com 
in  May,  and  46%  of  drugstore.com 
in  February. 


BEZOS:  This  way,  it  can  become 
"an  even  better  shopping  destine 

tends  to  get  its  fingers  into  every 
action  that  happens  on  the  Web." 
Amazon  needs  to  think  big — if  o 
fulfill  the  outsize  hopes  of  inve 
They  value  its  stock  at  $28  billion 
more  than  Sears,  Roebuck  &  Cc 
Kmart  Corp.  combined.  Yet  Amaz 
mains  unprofitable  after  four  ye; 
business,  and  it's  expected  to  lose 
$47  million  in  the  just  ended  third 
ter.  One  reason:  It's  spending  $30 
lion  to  build  5  million  square  fi 
warehouse  space.  And  because  the 
pany  had  added  no  new-product    S<\Vk 
gories  this  year  until  July,  wh 
opened  toy  and  electronics  shoj:    ! 
quarter-to-quarter  growth  has  slow 
7%,  from  33%  a  year  ago. 
BOFFO  YULE.  These  changes — and 
petition  from  eToys  and  new  "e-t; 
efforts  by  traditional  merchandiser 
as  Nordstrom — are  putting  press 
Amazon  shares.  Recently,  they 
trading  40%  below  May's  high  of  1 
before  rebounding  23%  on  the  Se; 
news,  to  80%.  Analysts  like  the  pot 
for  rental  income  and  commissions 
zShops  tenants — most  of  which 
go  straight  to  Amazon's  bottom 
With  a  boffo  e-Christmas  on  the  ho 
they  expect  Amazon  revenue  to  jiu 
$1.4  billion,  up  from  $610  million  in 
Still,  as  a  mall  landlord,  Amazon 
on  new  risks.  If  a  seller'  is  fraud 
Amazon's  reputation  could  suffer- 
though  it  will  compensate  buyer 
up  to  $1,000. 

Moreover,  the  All  Product  S|« 
could  well  hand  off  customers  to  i 
And  the  jury  is  still  out  on  the  ( 
concept.  Yahoo!  and  Excite  have 
running  online  malls  for  some  ti 
but  are  customers  flocking  in?  C 
specialty  foods  purveyor  Greatfooc 
is  part  of  zShops,  but  ceo  Ben  N 
concedes,  "I  wonder  if  the  mall  str 
is  the  right  one." 

Bezos  insists  it's  a  winner:  z£ 
customers  will  wind  up  buying 
from  Amazon,  he  figures,  especially 
moves  into  new  areas  such  as  ti 
"The  number  of  items  that  Wal- 
can  offer  online  will  cert 
pale  next  to  what  An 
with  other  merchants 
sell,"  says  Jupiter  Conn 
cations'  Cassar.  For 


challenges,  Amazon  rem; 
force  that  even  Wal- 
must  reckon  with. 

Robert  D.  Hof  in  San 
teo,  Calif.,  with  Steve  H> 
in  New  York 
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News:  Analysis  &  Commentary 


WORKPLACE 


LOOK  FOR  THE  UNION  LABEL 
-AT  IBM? 

Organizers  are  rallying  workers  angry  about  pension  cuts 


For  years,  Lee  F.  Conrad  was  a  lone- 
ly guy.  Sometimes,  the  only  em- 
ployees he  could  lure  to  meetings 
about  unionizing  IBM's  Endicott  (N.Y.) 
plant  were  a  few  buddies.  Even  in  the 
midst  of  massive  layoffs  and  corporate 
downsizing  during  the  early  1990s,  Con- 
rad and  organizers  at  other  IBM  plants 
couldn't  drum  up  enough  supporters  to 
call  for  a  union  vote.  After  a  while,  he 
gave  up.  "I  was  semiretired  from  all 
this,"  he  says. 


of  140,000.  But  some  workers-  feel  Big 
Blue  didn't  go  far  enough.  "They  need 
to  offer  the  choice  to  everybody,"  says 
Conrad.  "When  they  try  to  throw  a 
bone  out,  it  just  doesn't  work." 

IBM  insists  it  must  go  forward  with 
the  overhaul  if  it  is  to  stay  competitive 
in  an  industry  where  three  out  of  four 
rivals  skip  the  expense  of  pensions  or 
simply  offer  less  costly  plans  such  as 
401(k)s.  The  changes,  IBM  says,  would  al- 
low it  to  increase  other  types  of  corn- 


wide  organizing  plan  similar  to  ir 
sive  campaigns  it  has  launched  for 
collar  workers  at  AT&T  and  the  c 
Bells.  Whereas  CWA  organizers  in 
past  have  concentrated  on  only  a 
IBM  facilities,  cwa  organizer  Jeff  La 
says  this  time  the  union  already 
worker  committees  set  up  and  run 
at  10  locations  all  over  the  country, 
union  also  is  claiming  thousands  of 
recruits  who  have  signed  petitions 
ing  for  a  union  vote.  They  refuse,  1 
ever,  to  disclose  specific  numbers, 
given  past  difficulties  of  organizing 
Lacher  says  the  cwa  plans  to  wait 
at  least  a  60%  show  of  support  at 
facility  before  demanding  an  elec 
even  though  federal  law  requip 
union  to  garner  only  30%. 

IBM  insists  the  union  activity  is 
widespread.  The  company,  which 
not    make    an    executive    avail; 


WHAT  ELSE  IS  EATING 
IBM  WORKERS 

►  Despite  spectacular  earnings,  p 
odic  layoffs,  or  "fine-tuning,"  contir 
ue — most  recently  layoffs  at  a  disk 
drive  operation  in  San  Jose,  Calif. 

►  A  growing  population  of  long-ternf* 
temporary  workers 

►  Employees  now  pay  health-care 
premiums  and  say  there  has  been 
reduction  in  medical  benefits 


That  was  before  IBM  Chairman  Louis 
V.  Gerstner  Jr.  started  mucking  around 
with  pension  plans.  Now,  Big  Blue  is 
facing  the  first  serious  threat  in  years 
that  the  company's  140,000  U.  S.  workers 
could  be  unionized.  The  Communication 
Workers  of  America  (cwa)  are  rallying 
angry  veteran  employees  from  Burling- 
ton, Vt.,  to  Austin,  Tex.,  to  San  Jose, 
Calif.,  who  feel  betrayed  by  IBM's  recent 
efforts  to  overhaul  the  pension  plan  in 
ways  that  in  effect  would  cut  their  ben- 
efits. Workers  claim,  in  fact,  that  benefits 
for  most  midcareer  workers  would  have 
been  cut  by  as  much  as  40%. 

Gerstner  is  trying  to  avoid  a  show- 
down with  workers.  On  Sept.  17,  IBM 
modified  its  controversial  plan,  doubling 
the  number  of  workers  eligible  to  stay 
in  the  old  pension  system  to  65,000  out 


pensation,  such  as  stock  options.  But 
options,  too,  are  a  sore  subject:  In  1999, 
only  25,000  of  IBM's  290,000  global  work- 
force will  be  offered  options.  That's  9% 
of  the  workforce,  vs.  15%  at  other  high- 
tech  companies. 

"ONLY  SOLUTION."  Meanwhile,  IBM  is 
cutting  back  some  health  benefits  and 
overtime  pay.  Employees  also  complain 
about  the  increasing  number  of  tempo- 
rary workers  and  how  some  full-timers 
are  not  getting  raises,  even  after  rave 
performance  reviews.  "I  have  always 
been  against  unions,"  says  Calvin  Aran- 
son,  a  25-year  employee  at  IBM's  Global 
Services  unit  in  Portland,  Ore.  "Like  a 
lot  of  IBM  employees,  I  have  come  to 
the  conclusion  that,  when  dealing  with 
IBM,  a  union  is  the  only  solution." 
So  the  cwa  is  rolling  out  a  nation- 


claimed  through  a  spokeswoman 
most  workers  do  not  want  a  union  I 
that  its  employees  receive  competij 
salaries.  Meanwhile,  Gerstner  is  tal] 
the  heat.  When  the  ceo  visited  An 
this  summer,  a  plane  flew  overt 
dragging  a  banner:  "IBM  Stole  My 
sion."  Web  sites  and  chat  groups 
popped  up  filled  with  vitriol  against! 
and  its  managers.  There  are  even  a 
pie  of  union  songs:  "We  gave  him  Id 
years  of  our  lives  and  what  have 
got  to  show?  Louie  and  his  corpol 
hacks  took  off  with  all  our  dough.] 
Gerstner  doesn't  want  that  tune  to 
on,  he  has  to  do  a  better  job  of 
vincing  his  workforce  that  he  reall] 
willing  to  share  the  wealth. 

By  Ira  Sager  in  New   York, 
Aaron  Bernstein  in  Washington 
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DETROIT 


MEET  YOUR  LOCAL  GM 
DEALER:  GM 

The  Big  Three  are  trying  new  schemes  to  combat  Net  invaders 


The  local  car  dealer — right  there  on 
main  street,  not  out  in  the  auto 
mall — may  seem  as  quaint  as  tail 
fins  these  days.  And,  in  the  age  of  auto- 
superstore  chains  and  online  car  shop- 
ping, the  local  Chevy  dealer  is  feeling 
mighty  pinched.  Detroit  now  sees  prices 
rise  more  than  25%  between  the  factory 
and  when  a  car  leaves  the  showroom, 
thanks  to  dealer  markups  and  marketing 
costs.  And  carmakers  would  love  to  find 
a  more  efficient  way  to  move  the  metal. 
But  the  Big  Three  have  few  alterna- 
tives to  their  dependence  on  thousands 
of  dealers  in  big  towns  and  small  to  get 
the  product  to  the  public. 

So,  Detroit  continues  to  wrestle  with 
how  to  streamline  its  distribution,  while 
keeping  dealers  healthy  at  the  same 
time.  The  latest  model  was  trotted  out 
by  General  Motors  Corp.  on  Sept.  28. 
The  No.  1  auto  maker  announced  plans 
for  a  new  subsidiary,  General  Motors 
Retail  Holdings,  that  will  buy — from 
willing  sellers— up  to  10%  of  its  7,700 
franchised  dealerships  in  130  markets 
nationwide,  gm  hopes  to  reduce  distrib- 
ution costs  and  enhance  customer  ser- 
vice. "We  feel  very  strongly  that  we 
need  to  get  closer  to  the  retail  envi- 
ronment to  better  understand  these 
changes  and  their  effects  on  our  busi- 
ness," says  Darwin  E.  Clark,  gm's  vice- 
president  heading  the  consolidation. 
BUYING  CLOUT.  While  GM  is  looking  to 
get  closer,  Ford  Motor  Co.  has  been 
scaling  back  its  plan  to  buy  up  dealers 
after  finding  that  integrating  once-in- 
dependent dealerships  was  harder  than 
expected.  And  DaimlerChrysler  has  a 
different  idea  altogether:  Rather  than 
buying  Chrysler  or  Dodge  franchises 
in  the  U.  S.,  the  carmaker  will  use  its 
corporate  buying  clout  to  help  dealers 
cut  overhead  on  everything  from  elec- 
tricity to  office  supplies — and  shave  up 
to  $500  off  the  average  price  of  a  car 
or  truck. 

Which  one  has  the  correct  answer? 
Who  knows?  But  one  thing  is  clear: 
Manufacturers  are  determined  not  to 
cede  control  of  distribution  to  super- 
stores such  as  AutoNation  Inc.  or  In- 
ternet referral  and  buying  sites.  Be- 
cause of  state  franchise  rules,  it's 
impossible  for  the  carmakers  to  sell  di- 


rectly. So  Detroit  needs  a  formula  to 
streamline  dealer  networks,  cut  over- 
head, and  offer  competitive  prices. 

Ford  Auto  Collection,  the  consolida- 
tion strategy  the  carmaker  developed, 
ran  afoul  of  tightened  franchise  laws 
in  major  states,  such  as  Texas,  which 
complicated  the  process  of  buying  out 


into  nontraditional  sales.  On  Se 
Ford  invested  an  undisclosed  amc|i 
Microsoft  Corp.'s  CarPoint,  a  Webj 
car-buying  and  information  site.  I 
next  year,  CarPoint  will  launch! 
called  build-to-order  service  that 
customers  to  order  a  car  and  ther 
its  progress  from  factory  to  deale 
At  DaimlerChrysler,  the  goal 
make  its  best  dealers  even  better, 
qualifying  for  its  five-star  ratiri 
save  on  everything  from  electric 
office  supplies  by  taking  advant, 
the  group  rates  the  company  will 
tiate.  The  concept,  which  is  being 
this  fall  in  10  Indianapolis  deale 
before  spreading  nationwide,  coul 
dealers  $1  billion,  says  the  com 


CHRYSLER  CLOUT 


It's  using  its  buying  powe 
to  help  dealers  cut  overhead-and  sticker  pric 


and  combining  dealerships.  There  was 
also  a  small  rebellion  among  dealer- 
ships that  felt  Ford  had  forced  them  to 
sell.  Ford  backed  off,  and  Ross  H. 
Roberts,  president  of  Ford  Investment 
Enterprises,  who  oversaw  the  consoli- 
dation, chose  to  retire  at  57.  But  the 
company  insists  it's  not  giving  up.  "Au- 
toCollection  is  not  running  as  smoothly 
as  we  expected,"  admits  Ford  ceo 
Jacques  Nasser.  "We've  slowed  our 
original  ambitious  strategy.  But  we  still 
think  it's  the  right  approach."  He's 
quick  to  add,  though:  "Independent 
dealers  are  going  to  remain  the  back- 
bone of  auto  delivery." 

Meanwhile,    Ford  is  moving  further 


new  U.  S.  President  James  P.  He 
Not  surprisingly,  dealers  favor  I 
lerChrysler's  approach.  "They're  sti 
with  the  ones  that  brought  them  t 
dance,"  says  Gene  Beltz,  ownt 
Shadeland  Dodge  in  Indianapolis. 
Rather  than  supporting  their 
chisees,  many  dealers  feel  Ford  an 
are  putting  them  out  of  busi: 
"They've  gone  from  being  my  mc 
factory,  my  protector,  to  my  com 
tor,"  grumbles  Frank  Ursomarso,  a 
fluential  member  of  gm's  dealer  adv 
committee  who  owns  GM  and  Ford 
erships  in  Wilmington,  Del.  Just  wK 
dealer  needs — more  competition 

By  Joann  Midler  in  De 
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EDITED  BY  MARK  FRANKEL 


BELL  ATLANTIC 
RINGS  UP  THE  FCC 

WILL   THE    BABY   BELLS   SOON 

see  their  dream  of  ringing 
coast  to  coast  come  true?  On 
Sept.  29,  Bell  Atlantic  filed  a 
request  to  the  Federal  Com- 
munications Commission  for 
permission  to  offer  long-dis- 
tance service  in  New  York 
state.  Bell  Atlantic  may  be 
the  first  Bell  to  get  the  nod, 
representing  a  huge  step  for- 
ward for  the  1996  Telecom- 
munications Act.  Under  the 
act,  the  Bells  must  first  prove 
that  they  have  opened  up 
their  local-calling  markets  to 
competition  before  they  can 
offer  long-distance  service. 
Bell  Atlantic  claims  it  has 
opened  up  one  million  lines 
in  New  York  to  competitors. 
The  FCC  has  90  days  to  con- 


CLOSING    BELL 


CURVE  IN  THE  ROAD 

When  Huffy,  a  leading  U.S. 
bicycle  maker  for  65  years, 
said  Sept.  27  that  it  would 
stop  making  bikes  domesti- 
cally, investors  momentarily 
lost  their  balance  and  sent 
its  shares  down  10.5%,  to 
8&  The  Miamisburg  (Ohio) 
outfit,  which  has  been  bat- 
tered by  cheap  Chinese  bikes 
and  has  already  moved  most 
of  its  production  offshore, 
will  close  its  last  two  U.S. 
plants  and  take  a  $42  million 
charge.  That  was  enough  to 
get  investors  to  climb  back 
on:  Huffy  closed  Sept.  29  up 
slightly,  to  9%.' 


SEPT,  15,  '99  SEPT.  29 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


sider  the  request.  Meanwhile, 
the  FCC  is  also  expected  to 
approve  sbc  Communications' 
merger  with  Ameritech. 

PEACE  ON  THE  NET- 
FOR  NOW 

ON   SEPT.   28,   HERNDON    (VA.)- 

based  Network  Solutions  and 
the  Internet  Corp.  for  As- 
signed Names  &  Numbers 
(icann)  signed  a  treaty  set- 
tling a  heated  war  over  a  key 
piece  of  the  Internet.  Net- 
work Solutions,  which  holds 
the  monopoly  for  registering 
Web  addresses  with  .com, 
.net,  and  .org  suffixes,  agreed 
to  pay  $1.25  million  to  icann, 
the  Net  self-regulatory  body 
created  to  oversee  a  new 
competitive  market  for  the 
business.  In  return,  Network 
Solutions  can  operate  for  an- 
other four  years  the  master 
registry  for  Web  addresses. 

GM  AND  THE  UAW 
SHAKE  ON  IT 

BARGAINERS      AT      GENERAL 

Motors  were  giddy  over  their 
new  four-year  labor  agree- 
ment with  the  United  Auto 
Workers.  After  19  factory-lev- 
el strikes  in  six  years,  gm  and 
the  union  agreed  on  Sept.  28 
to  a  contract  that  satisfied 
both  sides.  GM  maintains  the 
flexibility  it  needs  to  let  its 
workforce  shrink  by  as  much 
as  24%  over  the  life  of  the 
contract,  while  GM  workers 
get  raises  of  more  than  12%, 
plus  adjustments  for  inflation. 
The  pact  also  safeguards  the 
job  rights  and  pension  bene- 
fits of  workers  at  gm's  former 
parts  subsidiary,  Delphi  Au- 
tomotive Systems.  Next  up 
for  the  union:  Ford,  where 
labor  relations  are  strained. 


ABBOTT  HAS 
A  NEW  HEADACHE 

ABBOTT  LABORATORIES'  MAN- 
ufacturing  problems  are 
mounting  (page  88).  On  Sept. 
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THOMAS   ROGERS 


A  WEBMASTER  FOR  OLD  MEDIA 


Back  to  the  future?  On 
Sept.  27,  NBC  Cable 
President  Thomas 
Rogers  was  named 
chairman  and  ceo  of 
Primedia,  the 
publishing  group 
backed  by  buy- 
out firm 
Kohlberg 
Kravis  Roberts. 
At  nbc,  Rogers 
was  known  for 
creating  msnbc  and 
cnbc  and  pushing  the  net- 
work onto  the  Web.  So 
what  is  he  doing  heading 
into  Old  Media  at  a  time 
when  most  executives  are 
stampeding  to  New  Media 
and  Internet  startups?  "I 
like  traditional  media  as- 
sets," Rogers  says.  "I  be- 
lieve in  using  their  brands 
to  build  new  assets." 


At  Primedia,  Rogers 
herits  a  diverse  roster 
publishing  titles  asseml 
by  departed  Chairmz 
William  Reilly,  r 
ing  from  apar 
ment-huntinj 
guides  to  N> 
York  and 
Seventeen 
azines.  It's 
to  see  why  K 
Henry  Kravis 
sought  out  a  ceo 
who  could  give  Primedi 
little  Web  magic:  Recen 
its  stock  was  trading  bs 
ly  above  its  1995  ipo  pr 
To  juice  it  up,  Rogers  h 
to  figure  out  how  to  ex 
it  online.  It  may  not  be 
next  Yahoo!,  but  the  co 
pany  has  nowhere  to  gc 
but  up. 

By  Richard  Si 


28,  the  company  said  the 
Food  &  Drug  Administration 
has  found  some  Abbott  diag- 
nostic plants  in  noncompliance 
with  government  rules.  The 
FDA,  which  halted  sales  of  an 
Abbott  clot-dissolving  drug 
in  January  over  poor  manu- 
facturing controls,  may  try  to 
block  sales  of  some  products 
if  the  issues  aren't  resolved. 
The  headaches  in  Abbott's 
$2.8  billion  diagnostic  busi- 
ness come  as  Chief  Execu- 
tive Miles  White  spearheads 
an  effort  to  turn  around  the 
company. 


THE  SEC  CASTS 
A  WIDE  NET 

nearly  every  conceivable 
scheme  to  cook  the  books  is 
on  display  in  the  30  account- 
ing-fraud -cases  brought  by 
the  Securities  &  Exchange 
Commission  on  Sept.  28.  Con- 
tinuing sec  Chairman  Arthur 
Levitt  Jr.'s  year-old  campaign 
to  clean  up  financial  report- 


an  help  you  bt 


ing,  the  sec's  net  swe] 
68  officials  in  (15  comp 
Among  those  charged:  ft 
Minnesota  Vikings  star 
terback  Fran  Tarkenton 
paid  a  $100,000  fine  to 
charges  that,  as  formei 
of  Knowledge  Ware,  h 
legedly  helped  inflate 
ings  in  1994  with  $8  mifliL, 
phony  software  sales.  , 
SEC  seeks  to  reclaim  $£  **«- 
lion  in  stock-trading  p  dp  you  sort  *l 
and  bonuses  from  the  4 
charged. 


ET  CETERA . . . 


MpiS 


It! 

The  European  Commi  drategies  and 
approved  Exxon's  $76  b 
merger  with  Mobil 

Excite@Home  is  schec 
to  announce  work.com,  i 
to  compete  with  Netcen 

■  Flat-footed:  Spain's  hij iffllll 
court  ruled  that  Nike  ca 
use  its  brand  name  ther 

■  Avon's  shares  plunged 
it   revealed   fourth   quz 
profits  would  fall  short 


ge 
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Investing  for  Retirement? 


•What  You  Should  Know  About 
Annuities  Is  Right  Here. 


IT 


z 


k; 


Call  for 
Prudentiars 
FREE  guide, 
Understanding 
Annuities. 


Si 


:« 
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or  more  smart  ideas 
,ve1  lbout  retirement 
banning,  seek  the 
ldvice  of  a  professional. 

."t  i  financial  professional 
an  help  you  better 
mderstand  the  many 

nafflS  /ays  you  can  invest 
or  retirement — and 

:  pi  ielp  you  sort  through 
omplex  issues  such  as 
ax  planning,  401  (k) 
ollovers,  retirement 

dicome  distribution 
trategies  and  more. 
5(61 


If  you've  already  maxed  out  your  401(k)  and  IRA  contributions,  it's  time  to  explore 
annuities — an  investment  opportunity  offering  tax-deferral  without  contribution  limits, 
plus  a  whole  lot  more.  Understanding  Annuities  is  packed  with  clear  explanations 
plus  charts,  graphs,  worksheets,  and  more.  The  fact  is,  the  more  you  know  about 
annuities,  the  better  you'll  be  able  to  decide  if  they're  right  for  you. 


s  hi?  Mltial  is  a  proud  member  of  Hie  Xiitioniil  Association  for  \hriable  Annuities,  Inc. 
ike  ca 


0 


PAGE  What  kinds  of 

2    investors  benefit  most 
from  an  annuity? 

Annuities  can  be  a  valuable  addition  to 
retirement  planning  at  nearly  every  stage  of 
life.  But  they  may  not  be  for  everyone.  Find  out 
who  may — and  who  may  not — be  best-suited. 

PAGE  What  do  they  mean  when 
1 Q  mev  sav  "guaranteed 
IO  income  for  life?" 

It  might  sound  too  good  to  be  true.  The 
guide  explains  how  this  key  option  of  an 
annuity  contract  works,  and  explores  other 
distribution  options. 

PAGE  What  are  the  tax 

AA  advantages  of  an  annuity? 

AV  A  tax-deferred  annuity  may  help  you 
keep  your  tax  liability  down  in  ways  an  IRA 
or  a  401(k)  can't.  The  guide  shows  you  how. 


PAGE  What  should  I  know 
AA  about  the  costs  and  fees 
JLJL  of  an  annuity? 

Expenses  are  one  of  the  most  widely 
discussed  topics  when  it  comes  to  annuities. 
But  they're  also  one  of  the  most  widely 
misunderstood.  Prudential  gives  you 
the  straight  facts  on  annuity  costs  and  fees. 

Get  the  answers  you  need. 

Call  today  for  your  free  copy  of 
Understanding  Annuities. 

1-800-THE-ROCK 

extension  4404 
www.prudential.com 


Tii  Prudential 

Investments 


lilies  have  limitations.  For  more  information  about  any  Prudential  annuity,  including  costs,  expenses  and  complete  details  of  coverage,  contact  a 
>  Securities  Registered  Representative  or  Prudential  Securities  Financial  Advisor.  Variable  annuities  are  offered  by  prospectus.  Ask  for  a  free 
i  >r  contract.  Please  read  it  carefully  before  you  invest  or  send  money.  Prudential  Investments  is  a  business  unit  of  The  Prudential  Insurance 
pany  of  America,  751  Broad  Street,  Newark,  NJ  07102-3777.  Variable  annuities  are  available  through  Pruco  Securities  Corporation  and 
antial  Securities  (member  SIPC),  both  subsidiaries  of  Prudential. 
9990623-A039756 


For  a  successful  architect,  just  having  the  right  blueprint  isn't  enough. 
He's  constantly  going  to  and  from  job  sites,  talking  with  clients,  consulting 
with  his  partners  and  discussing  changes  with  the  builders.  So  when  he's 
evaluating  total  communication  solutions,  he  will  look  for  a  company 
who  can  link  all  his  offices  into  a  seamless  network,  with  tools  that 
will  improve  both  his  collaboration  and  productivity.  That's  exactly  what 
Comdial  provides.  With  a  unified  messaging  solution  from  Comdial,  he 
and  his  partners  can  manage  fax,  voice  mail  and  e-mail  messages  from 
anywhere— the  office,  a  client's  conference  room,  even  a  building  site. 
With  Comdial,  he'll  get  the  right  system  tailored  to  his  specific  business 
needs.  Because  Comdial  has  practical,  reliable  communications  solutions 
just  for  businesses  like  his— businesses  with  a  master  plan. 

When  evaluating  communications  solutions  for  your  growing  business, 
consider  the  RISING  STAR.  Consider  Comdial. 


COMDIAL 

The  Rising  Star 


Call  1-800-COMDIAL  for  more  information  on  Comdial's  business  communications  solutions. 

©  1999  Comdial  Corporation. 


www.comdial.com 


Washington  Outlook 


ED  BY  DOUGLAS  HARBRECHT 


IE  GOP  CONGRESS: 

1  RANCOR  AND  NO  RUDDER 


ter  the  impeachment-wracked  105th  Congress,  Republi- 
:an  leaders  vowed  that  1999  would  be  different.  Repre- 
sentative J.  Dennis  Hastert  became  Speaker,  promising  to 
re  faith  in  the  House.  He  and  Senate  Majority  Leader 
.  Lott  pledged  to  stop  attacking  President  Clinton  and 
>n  with  the  people's  business.  That  included  passing 
?t  and  spending  bills  on  time,  a  big  tax  cut,  shoring  up 
•Is  and  Social  Security,  and  rebuilding  the  armed  forces, 
was  a  modest  approach,  tinged  with  pragmatism.  But  it 
working. 

1999  enters  its  final  quarter,  congres- 
1  Republicans  face  the  worst  of  all 
Is:  another  chaotic,  end-of-year  budget 
\  that  has  pushed  virtually  all  their 
tives  to  the  back  burner  and  rekin- 
the  wrath  of  voters.  A  Sept.  1-12  sur- 
py  the  Pew  Research  Center  found 
public  approval  of  gop  Hill  leaders  has 
to  35%,  from  44%  a  year  ago. 
ionary  CAPS.  Fiscally,  it  has  been  one 
er  after  another.  Republicans  bet  the 

on  a  $792  billion  tax  cut  that  was  ig- 

by  taxpayers  and  rejected  by  Clinton. 
ise  of  tight  spending  caps,  gop  law- 
rs  couldn't  pass  most  of  the  13  bills  " 

d  to  finance  the  government  by  the  Oct.  1  deadline. 
5  why  Congress  had  to  grant  a  three-week  temporary 

sion  to  keep  the  government  running.  Even  the  gop's 
case  Social  Security  "lockbox"  bill  to  safeguard  the 
■ment  system's  surplus  is  proving  to  be  a  sham.  Law- 
rs  are  picking  the  lock  on  the  trust  fund  to  pay  for  pop- 
programs.  "We've  boxed  ourselves  in,"  sighs  Represen- 
I  Marge  Roukema  (R-N.J.). 

e  outlook:  The  session  could  once  again  end  with  a 
all  spending  bill  larded  with  goodies  for  favored  law- 
rs.  But  not  before  a  brawl  with  Clinton  over  spending 
ties  and  the  use  of  such  gimmicks  as  borrowing  from  the 


HASTERT,  LOTT:  Who's  in  charge? 


2001  budget  to  mask  billions  in  spending  over  the  caps. 
Fearing  that  they  have  little  to  run  on  in  2000,  back- 
bench Republicans  are  rebelling  against  their  leadership  on 
several  fronts.  Fifty-four  House  Republicans  approved  a  bi- 
partisan campaign-finance  reform  measure,  ignoring  Majority 
Whip  Tom  DeLay's  strenuous  efforts  to  derail  it.  A  patients' 
rights  measure  that  would  let  patients  sue  their  HMOs  has  the 
support  of  at  least  two  dozen  gop  lawmakers  despite  heated 
opposition  from  Hastert.  GOP  leaders  may  also  be  forced  to 
swallow  a  hike  in  the  minimum  wage  and 
new  controls  on  handguns. 
DROPPED  REINS.  The  disarray  is  largely  un- 
avoidable. Republicans  hold  a  razor-thin  five- 
vote  edge  in  the  House.  And  their  majority 
in  the  Senate  is  five  votes  short  of  the  60 
needed  to  limit  debate.  Hastert  is  well-liked, 
but  he's  widely  viewed  as  a  caretaker.  And 
Lott,  for  all  his  conservative  credentials, 
can't  bring  his  right  flank  to  heel.  "There's 
no  power  center"  on  the  Hill,  says  John  J. 
Pitney,  associate  professor  of  government 
at  Claremont  McKenna  College. 

Weak  leadership  and  a  lack  of  strategy 
have  let  the  Democrats  seize  the  agenda. 
Many  issues  at  center  stage  this  year,  like 
gun  control,  play  to  Democratic  strengths.  No  wonder  Dems 
are  rebuffing  gop  offers  of  compromise,  hoping  to  run 
against  a  do-nothing  Congress  in  2000. 

The  last  hope  for  Republican  lawmakers  is  to  ride  gop 
Presidential  front-runner  George  W  Bush's  coattails  to  ma- 
jority status  again  next  year.  But  Marshall  Wittmann,  di- 
rector of  congressional  relations  at  the  Heritage  Founda- 
tion, warns  that  "there  hasn't  been  much  of  a  coattail  effect  in 
Presidential  elections  since  1980."  If  gop  leaders  don't  find  a 
way  to  govern  in  earnest  soon,  they  could  find  themselves 
coasting — right  back  into  the  minority. 

By  Amy  Borrus 


CAPITAL  WRAPUP 


IK  DEAL  IN  THE  WORKS? 


or  years,  bank-reform  legislation 
stalled  on  Capitol  Hill  over  a  key 
e:  Who  will  regulate  financial-serv- 
supermarkets,  the  Federal  Re- 
re  or  the  Treasury  Dept.?  But 
inkss  WEEK  has  learned  that  the 
powerful  agencies  are  quietly  ne- 
ating  behind  the  scenes  to  remove 

i  biggest  stumbling  block  to  a  deal. 
talks  are  so  quiet  that  trade 

i  ips  and  legislators  had  given  up 
that  Fed  Chairman  Alan 

I  ?nspan  and  Treasury  Secretary 


Lawrence  H.  Summers  could  ever 
compromise. 

Summers  favors  a  House-passed  bill 
that  would  require  banks  with  assets 
greater  than  $10  billion  to  report  to 
the  Fed.  The  Senate  version  would 
give  the  Fed  far  more  clout,  by  requir- 
ing that  it  supervise  banks  with  as  lit- 
tle as  $1  billion  in  assets.  A  face-sav- 
ing deal  probably  lies  somewhere  in 
between. 

Banking-modernization  legislation, 
which  has  been  in  the  works  for  25 
years,  has  never  gotten  this  far.  But 
even  if  the  Fed  and  Treasury  cut  a 


deal,  other  roadblocks  remain.  Differ- 
ences persist  over  how  to  guarantee 
privacy  protection  for  consumers.  And 
efforts  to  water  down  the  Community 
Reinvestment  Act,  which  requires 
banks  to  lend  money  in  low-income  ar- 
eas, also  need  to  be  addressed.  But 
most  lobbyists  agree  that  those  obsta- 
cles can  be  finessed  if  Greenspan  and 
Summers  find  common  ground.  In  the 
past,  backers  have  said  a  deal  seemed 
imminent,  only  to  be  disappointed. 
With  Greenspan  and  Summers  bar- 
gaining, this  time  could  be  different. 

By  Laura  Cohn 
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International  Business 


AUTOMOBILES 


A  NEW  ORDER 
AT  NISSAN 

A  tough  boss  from  backer  Renault  is 
shaking  up  the  hidebound  carmaker 


Nissan  Motor 
Co.  and  Re- 
nault: The 
most  improba- 
ble marriage  in  the 
auto  world.  That  was 
the  opinion  among 
many  car  industry 
executives  last 

spring,  when  the 
French  auto  company  acquired  almost 
37%  of  beleaguered  Nissan  and  installed 
a  top  executive  in  the  Japanese  car- 
maker's boardroom  to  turn  things 
around.  Executives  in  Detroit,  Toyota 
City,  and  Stuttgart  could  barely  believe 
it.  Who  would  want  debt-plagued  Nis- 
san— especially  after  DaimlerChrysler 
looked  at  a  deal  and  walked  away?  And 
how  could  the  French  fix  this  mess? 

Come  Oct.  18,  the  auto  world  will 
get  some  answers  to  these  questions. 
That's  when  Nissan  announces  a  major 
restructuring  plan.  If  the  plan  is  as 
tough  as  analysts  hope,  the  Nissan- 
Renault  tie-up  could  turn  out  to  be  a 
winner  in  the  auto-merger  sweepstakes, 
and  Nissan's  workout  will  set  a  new 
standard  for  restructuring  in  Japan.  If 
not,  Renault's  executives  will  look  like 
suckers  for  believing  Japanese  promises 
of  reform.  And  Nissan  will  sputter  fur- 
ther back  into  also-ran  status. 
SECRET  PLAN.  The  man  at  the  center  of 
this  bold  experiment  is  Carlos  Ghosn, 
the  former  Renault  executive  vice-pres- 
ident who  took  the  steering  wheel  of 
Nissan  as  its  new  chief  operating  officer 
on  June  25.  Ghosn  stripped  costs  out 
of  Renault's  manufacturing  and  helped 
revive  the  carmaker's  fortunes.  Already, 
by  working  a  solid  13  hours  a  day  at 
Nissan,  he  has  streamlined  decision- 
making and  shed  assets  ranging  from 


THE  U.S.  LIKES  NISSAN'S  XTERRA 


stakes  in  parts  sup- 
pliers to  unprofitable 
telecommunications 
subsidiaries.  He 
wants  Nissan  back 
in  the  black  by  2001, 
in  contrast  to  its 
$261  million  loss  last 
year.  "There  is  one 
thing  that  is  not  ne- 
gotiable— that  Nissan  comes  back  to 
profit  very  quickly,"  he  vows.  Mean- 
while, Nissan  Chairman  and  Chief  Ex- 
ecutive Yoshikazu  Hanawa  is  keeping  a 
low  profile  as  Ghosn  tears  through  the 
company. 

Ghosn  is  keeping 
mum  about  his  plans, 
which  are  expected  to 
cause  a  huge  stir.  Ana- 
lysts say  the  only  way 
to  put  Nissan  on  a 
sound  footing  is  through 
reducing  head  count — 
perhaps  by  as  many  as 
11,000— and  outright 
plant  closings,  even  in 
Japan. 

Analysts  estimate 
Nissan's  Japan  factories 
are  operating  at  only 
60%  of  capacity.  That's 
bad:  Auto  makers  need 
to  reach  70%  to  break 
even.  "They  have  no 
choice  but  to  close  more 
than  one  plant  in  Japan," 
says  Koji  Endo,  automo- 
tive analyst  at  Schroders 
Japan  Limited.  Likely 
targets  include  assem- 
bly plants  in  Murayama  and  Oppauna, 
the  factories  of  Nissan  body  assemblers 
Nissan  Shatai  Co.  and  Aichi  Machine  In- 


r 


CARLOS  GHOSN 
ON  NISSAN: 


■  BOne  of  the 
biggest  surprises 
is  that  Nissan 
didn't  care  about 
its  brand.  There 
is  nobody  really 


s  ice 


for  the  strategy  of 
the  brand. 


dustry,  and  Nissan': 
engine  factories, 
Nissan  Koki.  Nissarie 
needs  to  cut  in  hal 
number  of  platforrj 
uses  to  build  cars, 
should    coordinate 
search  and  parts 

chasing  with  Renault. 

Many   in    the   industry   wond«s 

Ghosn  can  overcome  the  institute 
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nee  to  such  mas- 
se ainful  change.  He 
eem  to  be  light- 
fire   under   his 
infers.         They're 
ill-nighters  at 
fice,  fixing  prob- 
ver  7  a.m.  power 
asts,  and  picking  up  the  new  lan- 
at  Nissan — English  and  French. 
mi  is,  it's  as  big  an  impact  as  the 


The  company 
is  been  in  turmoil. 
All  companies  in 
turmoil  tend  to 
look  at  the  short- 
term.  If  there  is 
no  clear  vision, 
there  is  no 
motivation. 


Meyi  Restoration,  when  Western  civi 

lization  first  arrived  in  Japan,"  says  Ity- 
oji  Nitta,  general  manager  of  domestic 
product  planning  at  Nissan.  "This  is  an 
entirely  new  Nissan." 

And  that's  just  how  their  new  for- 
eign boss  wants  it.  "For  a  company  that 
has  been  losing  money  for  seven  years 
out  of  eight,  there  is  not  enough  of  a 
sense  of  urgency.  People  should  be 
banging  their  heads  on  the  walls  every- 
where," says  Ghosn. 

Outside  Nissan,  execs  watch  with 
envy.  Ghosn  symbolizes  not  only  the  po- 
tential arrival  of  major  layoffs  in  Japan 
but  also  the  end  of  stifling  seniority  sys- 
tems, boards  where  everyone  is  over 
60,  and  business  decisions  based  more 
on  relationships  than  on  profitability. 
Says  the  director  of  the  board  of  a  Toy- 
ota-affiliated auto-parts  supplier:  "Maybe 
we  could  use  someone  like  Ghosn." 

Of  course,  Ghosn  is  inspiring  the 
troops  now  because  he  has  not  yet  an- 
nounced the  bad  news.  Nissan's  unions 
cooperating,  but  that  could  change  if 
Ghosn  wants  mas- 
sive layoffs.  Even 
Nissan  executives 
who  admire  Ghosn 
now  may  balk  at 
forcing  people  out 
in  the  middle  of  a 
recession. 

Thus  Ghosn's 
work  is  really  just 
beginning.  The 
company  is  widely 
believed  to  be 
planning  the  sale 
its  aviation  and  aerospace  division. 
The  pain  will  spread  to  Nissan's  vast 
archipelago  of  suppliers.  For  years,  Nis- 
san has  valued  suppliers'  loyalty  over 
their  performance. 

Ghosn  plans  to  turn 
that  formula  on  its 
head.  He  believes  Nis- 
san can  no  longer  afford 
to  be  crippled  by  sec- 
ond-rate parts  makers. 
"We  need  more  global 
suppliers,"  says  Ghosn. 
"Global  means  compa- 
nies that  are  able  to  re- 
work and  supply  across 
continents." 

Analysts  expect  to 
see  the  same  discipline 
applied  to  Nissan  deal- 
ers. Nissan  has  already 
started  to  streamline  its 
dealership  networks. 
Yet  Nissan  still  doesn't  have  enough 
killer  models  to  support  its  web  of  3,769 
showrooms,    and    many    dealers    are 


JThe  company 
is  much  more 
competitor-driven 
than  customer- 
driven.  That  is  go- 


hemorrhaging.  Some  worry  Ghosn  may 

ask  them  to  sell  Renault  car-  in  their 
showrooms  as  well.  "Selling  Renault 
cars  requires  investment  in  new  equip- 
ment," says  Hiroyuki  Ogura,  spokesman 
for  Tokyo  Nissan  Auto  Sales  Co.  "That 
will  be  difficult  for  dealers  in  their  cur- 
rent condition." 

So  Nissan  needs  to  roll  out  exciting 
new  models  as  fast  as  it  can.  Ghosn 
wants  to  combine  Renault's  flair  for 
style  with  Nissan's  excellent  engine 
technology.  "The  problem  is  putting 
more  attractiveness  in  our  cars,"  he 
says.  Nissan  needs  fewer  conservative 
sedans  like  its  $16,600  Bluebird,  and 
more  snazzy  models  like  Renault's 
$16,700  Megane. 

Ghosn  also  wants  Nissan  to  be  more 
strategic  in  its  launches.  The  first  new 
auto  out  of  this  embryonic  partnership 
will  probably  not  emerge  for  two  more 
years.  It  will  likely  be  an  entry-level 
auto  built  from  a  platform  shared  by 
Nissan  and  Renault.  The  problem  is 
that  until  Nissan  launches  its  own  siz- 
zling models,  rival  Toyota  Motor  Corp. 
will  continue  to  gain  ground.  Toyota  al- 
ready has  a  hit  in  the  hot  subcompact 
category,  thanks  to  its  recently  launched 
$9,300  Vitz. 

NO  QUARTER.  Nissan  has  launched  some 
stars  of  late.  Its  new  sleek  $35,600 
Cedric  luxury  sedan  is  selling  well  in 
Japan,  and  the  new  $17,900  Xterra  sport 
utility  has  struck  a  chord  with  the  Gen- 
eration X  market  in  North  America. 
Nevertheless,  "Nissan  is  losing  share  in 
both  markets.  In  Europe,  Nissan's  sales 
have  skidded  by  6.8%  compared  with 
the  first  eight  months  of  1998. 

And  Japanese  competitors  do  not  plan 
to  make  room  for  Nissan  on  the  roads. 
"We  will  not  be  caught  off  guard,"  says 
Fujio  Cho,  president  of  Toyota  Motor 
Corp.,  which  recently  took  direct  aim 
at  Nissan's  Cedric  when  it  launched  the 
sporty  $35,400  Athlete  version  of  its 
new  Crown  luxury  sedan. 

In  this  high-stakes  game,  no  wonder 
some  Nissan  managers  are  nervous 
about  their  futures.  Ghosn  is  forcing 
managers  to  take  more  responsibility 
for  their  actions  by  asking  them  for  spe- 
cific commitments  to  sales  targets  and 
prices.  So  managers  wonder  if  their  jobs 
are  at  risk  if  they  don't  keep  their 
promises.  It  could  happen.  Says  Ghosn: 
"People  must  feel  there  is  nothing  guar- 
anteed when  you  don't  deliver."  True 
enough.  But  it's  Ghosn  who  has  to  de- 
liver most  of  all. 

By  Emily  Thornton  in  Tokyo,  with 
Larry  Armstrong  in  Ia>s  Angeles,  Katie 
Kerwin  in  Detroit  and  Inka  Resell  i>i 
Paris 
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BANKING 


WHAT  A  COUP- 
AND  WHAT  A  RISK 

Can  a  U.S.  equity  fund  turn  Japan's  LTCB  into  a  moneymaker? 


Ripplewood  Holdings  is 
scarcely  a  household  name 
in  the  U. S—  let  alone  Ja- 
pan. Since  its  1995  launch  by 
former  Lazard  Freres  &  Co.  in- 
vestment banker  Timothy  C. 
Collins,  the  New  York  buyout 
specialist  and  private  equity 
fund  with  $430  million  under 
management  has  stuck  to  small 
quarry  in  the  U.  S.,  investing 
in  everything  from  an  English 
muffin  maker  to  an  Atlanta 
auto  dealership  and  a  children's 
magazine. 

Now,  Collins  has  decided  to 
think  big — really  big.  On  Sept. 
28,  he  won  the  exclusive  right 
to  bid  for  busted  Long-Term 
Credit  Bank  of  Japan  Ltd., 
currently  owned  by  the  Japa- 
nese government,  for  about 
$1.2  billion.  If  completed,  the 
deal  would  be  the  first  outright 
foreign  takeover  of  a  Japanese 
bank  and  a  huge  step  in 
Tokyo's  plans  to  drag  Japan's 
banking  industry  out  of  the  fi- 
nancial dark  ages. 

But  the  move  is  fraught  with 
risk  for  Ripplewood  and  a 
blue-ribbon  consortium,  includ- 
ing Citigroup,  Mellon  Bank, 
Deutsche  Bank,  and  ge  Capital. 
ltcb,  with  $90  billion  in  assets, 
is  a  giant  locked  in  a  dying 
franchise  of  lending  to  major 
companies  such  as  Toyota  Motor  Corp. 
and  Tokyo  Electric  Power  Corp.,  at  ra- 
zor-thin spreads.  The  long-term  lender 
has  no  retail  network,  has  suffered  mas- 
sive staff  defections,  and  had  $47  bil- 
lion of  bad  debt  when  it  was  national- 
ized last  October. 

BIG  CATCH.  Still,  Collins  sees  potential  in 
its  client  base  and  rates  ltcb  as  "a  pre- 
mier asset  with  excellent  business 
prospects."  And  he  has  tapped  former 
Federal  Reserve  Board  Chairman  Paul 
A.  Volcker  as  an  adviser  and  former 
Citibank  Japan  Chairman  Masamoto 
Yashiro  as  chief  executive  to  refashion  it 
into  a  retail  and  corporate  finance  pow- 
erhouse, offering  everything  from  cred- 
it cards  to  exotic  asset-backed  securities. 
The  new  LTCB  could  also  become  a  plat- 


Fiorillo,  a  Tokyo-based  banking  a 
for  ing  Barings  Securities  Japan 
The  trick  will  be  for  Yashir 
Collins  to  generate  enough  new  \ 
to  offset  the  dead  weight  of  ltcb 
yielding  loans.  That's  going  to  be  t| 
Just  about  every  other  money 
bank  in  Tokyo  is  jumping  into 
funds  and  pension  fund  manage 
too.  The  $1.2  trillion  three-way  al 
!  between    Industrial    Ba: 
Japan,  Fuji  Bank,  and  D 
Kangyo,  for  example,  wo: 
a  foreign-backed  ltcb  wait: 
such  lucrative  areas  with 
fight.  "We  will  be  very  co 
itive,"    says    Fuji    Pres 
Yoshiro  Yamamoto. 

Yet  recapitalized,  ltcb  'si 
not  be  any  slouch  either, 
plewood's  group  will  pun 
$1.14  billion  of  fresh  capit 
is  negotiating  for  Tokyo  to 
in  $2.3  billion  more  by  bi  jc 
preferred  shares  in  ltcb  ai 
more  than  double  ltcb's 
loss  reserves,  to  about  $4 
lion.  Also,  it  has  a  prelimi 
\  agreement  for  the  govern] 
to  take  over  any  existing 
whose  book  value  drops  20 
more  through  2003.   Alr« 
ltcb  is  allowed  to  count 

billion  worth  of  its  si 
holdings  in  other  companie 
capital.  With  those  measur 
place,  it  would  thave  ca 
equivalent  to  about  13%  o 
;.  That's  well  above  th< 


required  under  j .. 
al  rules  and  hi: 


TIRED  GIANT:  Yashiro  and  Collins 
(right)  must  struggle  with  huge  debts, 
staff  defections,  and  thin  margins 


form  for  selling  fee-based  prod- 
ucts such  as  mutual  funds  and 
corporate  pension  management. 
"We  want  to  create  a  financial  institu- 
tion that  hasn't  existed  in  Japan,"  says 
Yashiro. 

But  there's  a  catch:  Ripplewood  won't 
be  able  to  boost  profits  by  selling  off  ex- 
isting ltcb  loans  or  cutting  off  troubled 
borrowers  until  three  years  after  the 
takeover  is  completed,  unless  Japan  suf- 
fers a  cataclysmic  event  such  as  a  North 
Korean  missile  attack  or  massive  earth- 
quake. Financial  Reconstruction  Minister 
Hakuo  Yanagisawa  and  the  ruling 
Liberal  Democratic  Party  considered 
that  issue  a  deal-breaker.  Ripplewood 
"obviously  had  to  make  some  conces- 
sions to  pull  this  [deal]  off,"  says  James 


than  the  avei 
11.9%  of  other 
Japanese  banks, 
Provided  Co 
and  his  backers 
put  such  solid  f 
dations  in  p 
they  could  r 
money — though 
might  take  the  better  part  of  a  de< 0I 
the  period  that  the  investors  say 
plan  to  hold  their  stakes.  But  rep 
tions,  as  well  as  profits,  are  ridinj 
this  deal. 

Foreign  banks  have  long  dreame 
getting  a  crack  at  managing  Jap  pn 
massive  $12  trillion  in  household 
ings.  With  their  superior  risk-man 
ment  techniques  and  fancy  comp 
systems,  they  believe  they  can  run 
around  the  local  players.  Well,  Ja; 
long-running  financial  crisis  has 
pried  the  door  open.  Now  it's  ti 
put  up  or  shut  up. 

By  Brian  Bremner  in 
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International  Business 


CHINA 


IS  THIS  ANY  WAY 

TO  DRESS  UP  FOR  AN  IPO? 

Sina.com  welcomed  Silicon  Valley  execs.  Now  they're  out 


Taiwanese  entrepreneur  Daniel  Chiang 
used  to  enjoy  boasting  that 
Sina.com,  the  hot  Chinese-language 
portal  he  helped  create,  was  different 
from  the  other  Internet  companies  in 
Greater  China.  While  most  Chinese  en- 
trepreneurs are  loath  to  surrender  con- 
trol of  their  companies  to  outsiders, 
Chiang  and  Chinese  co-founder  Wang 
Zhidong  in  March  installed  experienced 
Silicon  Valley  professionals  in  most  top 
executive  posts.  "You  have  to 
play  by  the  U.  S.  rules  of  the 
game,"  Chiang  said  in  July,  ex- 
plaining why  he  stepped  aside 
as  chief  executive  officer. 

That  open  attitude  enabled 
Sina  to  line  up  $25  million 
from  foreign  investors,  includ- 
ing Goldman,  Sachs  &  Co.  and 
Singapore's  Economic  Devel- 
opment Board.  Boasting  1  mil- 
lion registered  users,  it  also 
became  the  odds-on  favorite  to 
be  the  leading  Internet  con- 
tent provider  for  the  Chinese- 
speaking  world. 

But  now  it  appears  Sina 
wasn't  as  ready  for  the  U.  S. 
high-tech  fast  lane  as  Chiang 
had  hoped.  Most  of  its  vaunted 
American  execs  have  left  in  the 
past  month,  victims  of  a  thor- 
ough management  purge  led  by 
Wang  and  Chiang,  sources  say.  The  out- 
casts include  ceo  Jim  Sha — a  veteran  of 
Netscape  Communications  and  Oracle — 
as  well  as  Sina's  chief  financial  and  chief 
technical  officers.  Gone  from  its  board 
are  two  respected  outside  directors: 
Pehong  Chen,  ceo  of  Redwood  City 
(Calif.)  e-commerce  pioneer  BroadVision 
Inc.,  and  Jerry  Colonna,  founder  of  ven- 
ture-capital firm  Flatiron  Partners  and  a 
director  for  TheStreet.com.  Wang  and 
Chiang  have  even  fired  investment 
banker  Goldman  Sachs,  which  was 
preparing  to  list  Sina  on  Nasdaq  or  in 
Hong  Kong  by  yearend.  "This  is  an  ab- 
solute and  utter  meltdown  of  a  compa- 
ny," says  a  banker  familiar  with  Sina. 
It's  unclear  whether  all  the  turmoil  is  af- 
fecting operations.  But  with  Net  stocks 
struggling  in  the  U.  S.,  it  could  hurt  ef- 
forts to  lure  new  investors. 

Behind  the  rift,  sources  say,  was  a 


clash  in  personality  and  management 
judgment  that  shows  the  difficulty  of 
marrying  the  business  cultures  of  Silicon 
Valley  and  Wall  Street  with  those  of 
China  and  Taiwan.  Sina  was  formed  last 
year  by  the  merger  of  Beijing-based 
software  firm  Stone  Rich  Sight  Infor- 
mation Technology  Service  Co.,  run  by 
Wang,  with  Sinanet,  a  portal  popular  in 
Taiwan.  Sinanet  was  founded  in  1995 
and  managed  by  Chiang,  41,  a  former 


GO-GO  ENTREPRENEURS 

Co-founders  Chiang  (above)  and 
Wang  clashed  with  their  U.S. 
advisers  about  strategic  decisions 


executive  of  Taiwanese  antivirus  soft- 
ware firm  Trend  Micro  Inc.  But  tense 
relations  between  Taipei  and  Beijing 
meant  the  merger  wouldn't  be  easy. 
NEW  HITCH.  By  putting  its  headquarters 
in  Silicon  Valley,  Sina  aimed  to  secure  a 
politically  neutral  base.  It  also  hoped  to 
attract  the  talent  needed  to  be  a  hit 
with  investors.  "Both  Chiang 
and  Wang  were  convinced  that 
bringing  in  professional  man- 
agement would  be  the  best 
thing,  and  push  them  toward  an 
IPO,"  says  Bo  Feng,  a  Shanghai-based 
banker  and  early  Sina  investor.  So  they 
hired  Sha  and  other  Valley  veterans. 

But  problems  arose  quickly.  The 
Asian  founders  and  U.  S.  managers  and 
advisors  soon  split  into  opposing  fac- 
tions. "Their  visions  and  ways  of  doing 
things  weren't  the  same,"  says  Feng. 
Chiang  and  Wang  pushed  for  a  focus 


J 


on  China,  where  business  was  gr 
faster  than  first  expected.  The 
cans  wanted  to  focus  on  other  m? 
Before  long,  the  factions  were 
stantly  disagreeing  and  fighting," 
source  close  to  the  company. 

Another  major  point  of  disput 
the  timing  of  Sina's  plan  to  go  j 
Sources  say  Wang  felt  a  sense 
gency  after  China.com  Corp.,  the 
Kong-based  portal  that  was  the  f 
go  public  in  the  U.  S.,  successfully 
on  Nasdaq  in  July.  That  whett 
appetites  of  many  Asian  Internet 
panies — including  Sina.  The  Ame 
urged  Sina  to  wait  until  managem 
solid  business  plan,  and  detailed  fir 
forecasts  were  all  in  place. 

The  conflict  began  coming  to  a 
in  late  August.  Sha,  49,  was  force 
as  ceo,  and  Wang  replaced  him 
Riley  Willcox,  who  had 
15  years  as  a  financial  c 
for  Valley  companies,  ws 
moted.  Soon  after,  source 
he  quit  after  Wang  in 
over  his  objections  on 
the  board  to  go  public  qi 
When  that  board  meeting 
held  on  Sept.  11  at  the 
Park  (Calif.)  offices  of  Ve 
Law  Group,  Sina's  counse 
proposal     prompted     B 
Vision's  Chen  and  Flat 
Colonna  to  quit  as  dire 
Wang  had  enough  contr 
the  board  to  approve  his 
Besides,    says    the    bar 
source,    "Wang    decidec 
wanted  control  of  his  com 
back."  Chiang  and  Wanj 
clined  to  comment  for  this 
ry,  as  did  Sha  and  Willco> 
Sina  won't  say  when  it 
to  go  public.  One  hitch  is  that  it 
has  no  cfo:  Willcox's  replacement, 
Fagan,  quit  after  a  few  weeks.  Mc 
Stanley  Dean  Witter  is  the  new 
underwriter,  though  Goldman  rer 
a  Sina  investor.  "We  have  the  ut 
respect  for  Sina.com  and  its  visioi 
the  Internet,"  says  Goldman  spokes 
Peter  Rose.  Morgan  Sts 
won't  comment. 

Sina  also  won't  discuss  w 
the  company  goes  next, 
presses  ahead  with  an  IPO, 
ever,  investors  will  want  plenty 
nancial  details — and  an  explanatic 
what  became  of  its  prized  U.  S. 
As  investors  turn  more  skeptical  of 
plays  in  general,  it's  a  lesson  in  c: 
cultural  management  that  other 
companies  should  study. 

By  Bruce  Einhorn  in  Hong  K 
with  Linda  Himelstein  in  San  Ma  *, 
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International  Business 


BRITAIN 


A  RAID 

ON  THE  STAID 

Bank  of  Scotland's  NatWest 
bid  roils  British  banking 

Rarely  in  recent  memory  has  an 
event  so  excited  the  City  of  Lon- 
don as  Bank  of  Scotland's  $35  bil- 
lion raid  on  National  Westminster  PLC 
on  Sept.  24.  The  unwelcome  assault  on  a 
major  if  somewhat  tarnished  London 
bank  by  a  Scottish  player  less  than  half 
its  size  has  stoked  up  hope  among  in- 
vestors that  the  long-awaited  shakeout 
in  British  banking  has  at  last  arrived. 
With  other  bids  rumored,  share  prices  of 
banks  and  insurers  from  Barclays  to 
Abbey  National  have  turned  frothy. 

There's  a  lot  here  to  put  the  City  in  a 
tizzy.  It's  by  far  the  biggest  takeover 
ever  attempted  in  Britain.  And  whether 
it  succeeds  or  not,  the  Edinburgh-based 
bank's  raid  is  likely  to  have  sweeping 
consequences  for  the  sleepy  but  prof- 
itable world  of  British  banking.  Every- 
one knew  consolidation  made  sense.  But 
since  the  mid-1990s,  the  pecking  order 
in  British  banking  has  been  virtually 
frozen  as  the  four  biggest  institutions — 
NatWest,  Barclays,  hsbc,  and  Lloyds 
tsb — warily  circled  each  other  without 
pouncing.  Hefty  market  capitalizations 
and  concerns  that  regulators  would 
block  combinations  of  the  big  banks  dis- 
couraged strategic  moves. 

Now,  credit  goes  to  Bank  of  Scot- 
land, a  smaller,  more  innovative  player, 


for  trying  a  new  avenue  of  attack  that 
could  crack  open  the  market.  Credit 
goes  especially  to  Peter  A.  Burt,  Bank 
of  Scotland's  55-year-old  chairman  and  a 
former  executive  at  Hewlett-Packard 
Co.,  for  stalking  big  prey.  Combining 
Bank  of  Scotland's  focused  management 
with  Nat  West's  franchise  could  produce 
a  winner,  analysts  say. 
HUGE  THREAT.  NatWest  is  often  dis- 
missed as  a  weak  sister  compared  with 
its  stronger  domestic  competitors,  but  it 
still  has  16%  of  the  British  retail  market 
and  a  quarter  of  the  corporate  market. 
It  made  a  return  on  equity  of  19%  last 
year.  And  NatWest  had  operating  prof- 
its of  $3.8  billion  for  the  12  months  end- 
ed June  30,  1999.  "If  Bank  of  Scotland's 
team  starts  to  run  NatWest,  it  will  be  a 


the  support  of  Spain's  Banco  Sant; 
Central  Hispano,  which  owns  a 
stake  in  Royal  Bank.  Other  pot 
bidders  include  British  mortgage 
cialists  Abbey  National  and  Ha 
Outsiders,  such  as  Deutsche  Bai 
even  Citigroup,  could  be  tempted 
for  a  huge  piece  of  the  British  ma 

NatWest  put  its  own  indepenc 
into  grave  jeopardy.  The  bank,  hf 
by  ceo  Derek  Wanless  since  199! 
peatedly  disappointed  investors, 
been  slow  to  cut  costs  and  has 
huge  blunders.  Its  troubled  foray 
the  U.  S.  in  the  late  1980s  led  to 
billion  loss  in  1996.  And  its  failed 
into  investment  banking  resulted  in 
million  in  write-offs  in  1997.  The 
straw  was  the  bank's  Sept.  3  anno 
ment  that  it  had  agreed  to  buy  in 
Legal  &  General  for  $17  billion 
vestors  thought  the  price  was  too 
They  pounded  NatWest's  share 
down  19%,  exposing  it  to  suitors. 

The  City  finds  the  Bank  of  Scot 
Burt  and  his  chief  executive,  57-ye 
Gavin  G.  Masterton,  a  welcome 
to  NatWest's  brass.  Burt  and  Masti 
have  juiced  up  Bank  of  Scotland's 
formance.  In  the  fiscal  year  ended] 
February,  it  earned  $1.6  billion  pr< 
It  helped  its  bid  by  reporting  p: 
earnings  up  12%,  to  $777  million 
the  six  months  ended  Aug.  31. 

Bank  of  Scotland  plans  to  dispo 
NatWest's  noncore  assets,  including 
ginally  profitable  U.  S.  bbnd  bou 
Greenwich  NatWest  Ltd.  and  its 
more  fund  management  unit.  Ana] 
reckon  the  disposals  could  bring 
billion.  Bank  of  Scotland  would  als 


com 


THE  BRITISH  BANK  SHUFFLE 

THE  TARGET  National  Westminster's  overpriced  $17  billion 
bid  for  insurer  and  pension  manager  Legal  &  General  made 
it  vulnerable  to  Bank  of  Scotland's  hostile  $35  billion  offer. 

THE  COMPETITION  Royal  Bank  of  Scotland,  Abbey  Nation- 
al, and  Halifax  are  all  considering  a  move  on  NatWest.  For- 
eign rivals  such  as  Citigroup  may  be  tempted  to  grab  a  slice 
of  Britain's  profitable  banking  sector. 


BURT'S  MOVE 
WON  KUDOS 


THE  LIKELY  OUTCOME  NatWest  will  probably  lose  its  inde- 
pendence. A  bidding  battle  may  trigger  more  deals.  Legal  &  General  is  in  play, 
while  Barclays,  troubled  by  management  turmoil,  may  also  be  pulled  into  the  fr| 


huge  threat  to  hsbc,  Barclays,  and 
Lloyds  TSB,"  says  Jonathan  Gollins,  bank 
analyst  at  Donaldson,  Lufkin  &  Jenrette 
International  in  London. 

But  first,  Burt  has  to  bag  his  prey. 
Bank  of  Scotland  originally  considered 
making  its  bid  in  combination  with  Ed- 
inburgh-based Royal  Bank  of  Scotland 
Group  PLC.  Now,  Royal  Bank  is  con- 
templating a  rival  offer  that  would  have 


$500  million  in  costs  per  year,  largelj 
combining  back-office  operations. 

Investors  wall  now  have  to  de 
whether  the  Scots  have  the  proper  | 
dentials  to  run  one  of  Britain's  big 
financial  institutions.  Bank  of  Seotlq 
bid  may  not  be  the  winning  move, 
has  certainly  changed  the  game. 

By  Stanley  Reed  and  Heidi  Da\ 
in  London 
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International  Business 


FRANCE 


A  TALK  WITH  FRANCES  POINT  MAN 
FOR  A  MARKET  ECONOMY 

Finance  Minister  Strauss-Kahn  says  recovery  is  on  track 

Finance  Minister  Dominique 
Strauss-Kahn  is  a  champion  of 
France's  New  Economy.  A  lone 
centrist  in  the  leftist  coalition  of  Lionel 
Jospin,  he  is  the  government's  point 
man  for  creating  a  more  market-friend- 
ly France.  But  he  faces  major  chal- 
lenges. With  government  spending  at 
53%  of  gross  domestic  product,  the 
French  state  sector  is  still  bloated  and 
urgently  needs  overhauling.  Strauss- 
Kahn,  widely  considered  a  potential 
frcmt-runner  for  prime  minister  in  2002, 
spoke  about  his  goals  with  Paris  Bu- 
reau Chief  Gail  Edmondson  a?ui  Euro- 
pean Regional  Editor  John  Rossant. 

Q:  The  macroeconomic  numbers  in 
France  are  looking  good.  Can  it  last? 
A:  Last  fall,  the  general  idea  was  that 
the  European  economy  and  the  French 
economy  would  go  through  a  deep  slow- 
down, linked  to  the  Asia  crisis.  My 
thinking  was  that  we'd  soon  be  back  on 
track — and  that  is  what  has  been  hap- 
pening now  for  the  last  three  months  or 
so.  We're  on  track  for  3%  growth.  Par- 
tially, it's  the  euro.  Two  to  three  years 
ago,  a  lot  of  skeptics  said  we  would  re- 
spond to  the  slowdown  as  we  did  in  the 
1980's,  increase  public  expenditures 
while  tightening  monetary  policy.  We 
did  the  opposite:  decreased  the  public 
deficit  while  having  a 
rather  lax  monetary 
policy. 


Q:  How  worried  are 
you  by  the  strong  dol- 
lar and  the  huge  U.S. 
trade  deficit? 
A:  It's  true,  Europe 
has  a  large  trade  sur- 
plus and  the  U.  S.  has 
a  big  deficit.  In  the 
long  run  we  have  to 
see  a  more  balanced  situation.  But  this 
is  the  price  to  be  paid  for  the  leadership 
of  the  U.  S.  economy  in  the  world.  So 
the  U.  S.  trade  deficit  might  be  reduced, 
but  not  eliminated.  That  will  only  be 
the  case  if  Europe  becomes  the  domi- 
nating economy  of  the  world  in  the  next 
decade. 

Q:  German  and  British  policymakers 


"  This  idea  of  France 
not  moving  quickly 

enough  is  an  outdated 

old-fashioned  U.S. 

cliche" 

DOMINIQUE  STRAUSS-KAHN 

French  Finance  Minister 


complain  that  France 
is  not  moving  fast 
enough  on  structural 
reforms. 

A:  This  idea  of  France 
not  moving  quickly 
enough  is  an  outdated, 
old-fashioned  U.  S. 
cliche.  The  reality  is 
that  the  French  econo- 
my is  moving  and 
growing  much  faster 
than  Britain,  Germany, 
and  Italy,  and  not  only  last  year  but 
this  year  and  more  than  likely  next 
year.  We're  moving  rapidly  to  diminish 
the  deficit.  From  June,  1997,  through 
the  end  of  next  year  we  will  have  cre- 
ated one  million  jobs  in  the  private  sec- 
tor, not  the  public  sector.  That's  five 
times  the  rate  of  job  creation  in  the 
1970s,  six  times  that  of  the  1980s.  Un- 
like the  conservatives  who  were  in  pow- 


er before  us,  our  idea  is  to  use 
nomic  growth  as  a  tool  to  reform 
the  other  way  around. 

Q:  But  most  change  seems  to  have 
en  place  in  the  private  sector,  whil 
state  role  remains  heavy. 
A:  The  problem  is  that  the  state  r 
to  be  more  efficient,  and  it  is  ge 
more  efficient.  We  had  a  heavy, 
state  unable  to  move.  I  t 
we  are  moving  quickly  no\ 
1995  and  1996,  the  pre\ 
government  tried  to  privat 
couple  of  banks.  The  ur 
were  in  the  streets  and 
government  withdrew. 
June  of  1997,  we  have  ac 
plished  an  enormous  am 
with  the  support  of  the  un 

Q:  There  \\ave  been  huge, 
precedented  hostile  takeover 
French  finance  and  indu, 
How  far  will  that  go? 
A:  Maybe  it's  unpreceder 
but  this  is  after  all  a  cou 
of  revolutions,  perhaps.  The 
bids  for  Societe  Generale 
Paribas  and  the  Total-Elf  m 
er  illustrate  that  we  are  a  c 
try  where  nothing  moves  fo 
to  20  years,  and  then  ev 
thing  changes  in  six  month 

Q:  There's  a  debape  about 
much  capital  flows  around 
globe  will  need  regulat 
What's  your  view? 
A:  Nobody  argues  that  we  1 
a  world  driven  more  by  r 
ket  forces.  But  if  globaliza 
means  the  extension  of  : 
markets,  it  also  means  we  need  n 
rules.  As  for  the  IMF  and  the  rolt 
the  private  sector,  we  have  to 
them  on  board.  When  private  cap 
flows  are  three  or  four  times  pu 
flows  you  can't  say  you'll  solve  the 
nomic  problems  of  a  country  with 
involving  the  private  sector. 


Q:  Who  is  to  blame  for  the  economic 
bade  in  Russia? 
A:  It  was  a  bad  idea  to  think  that 
economy  like  the  Soviet  economy  cc 
quickly  become  a  market  economy, 
those  who  tried  to  implement  that  w 
wrong.  But  it's  easier  to  say  afterws 
You   can't   change   people's   beha\ 
overnight.  A  closed  economy,  whe 
an  emerging  economy  or  Russia, 
not  be  dropped  in  cold  water  overni, 
and  told  to  swim.  On  the  other  hanc 
going  too  fast  was  an  error,  to  stop 
reforms  now  would  also  be  wrong. 
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EDITED  BY  CHRISTOPHER  POWER 


HAS  BRAZIL  MISSED 

ITS  BEST  CHANCE  FOR  REFORM? 


Brazil  is  still  suffering  from  its  chaotic  devaluation  of  the 
real  earlier  this  year,  which  deepened  the  country's  re- 
cession. But  to  President  Fernando  Henrique  Cardoso, 
the  return  of  hard  times  offered  one  solid  opportunity:  to 
use  the  crisis  to  cow  his  opponents  into  supporting  some 
long-delayed  reforms.  The  conventional  wisdom  was  that  the 
fractious  Congress  would  finally  move  ahead  with  the  struc- 
tural reform  program  Cardoso  has  advocated  since  taking  of- 
fice in  1995. 

But  Brazil  may  already  have  missed  its  best  chance  to 
achieve  some  badly  needed  change.  Car- 
doso has  sent  a  bill  to  Congress  on  social 
security  reform,  to  be  voted  on  this  Octo- 
ber. It's  a  keystone  to  his  program  of  elim- 
inating lavish  handouts  and  widespread 
waste.  But  his  opponents  are  likely  to  wa- 
ter the  bill  down  badly,  if  they  vote  for  it  at 
all.  A  similar  fate  may  well  await  Cardoso's 
other  reforms. 

COMPLACENT.  What  went  wrong?  Cardoso 
may  have  done  too  good  a  job  of  containing 
the  crisis.  After  he  and  his  economic  team, 
led  by  Central  Bank  President  Arminio 
Fraga  and  Finance  Minister  Pedro  Malan, 
stopped  investors'  panic  by  aggressively 
raising  interest  rates  and  reassuring  investors,  Congress  be- 
came complacent.  And  members  of  Brazil's  17  parties  began 
listening  once  more  to  special-interest  groups  ranging  from 
farmers  to  retirees,  who  want  the  social  security  bill  gutted  to 
preserve  their  state-supported  incomes  and  privileges.  Mean- 
while, state  and  city  bureaucrats  have  stepped  up  their  op- 
position to  another  Cardoso  plan  to  limit  debt-fueled  gov- 
ernment spending. 

Congressional  flip-flopping  is  another  problem.  About  half 
the  members  of  Congress  have  switched  parties  since  Cardoso 
took  office.  Without  party  loyalty,  the  government  cannot 
count  on  a  core  of  backers  and  must  line  up  support  for 


CARDOSO:  Losing  support  fast 


GLOBAL  WRAPUP 


ITALIAN  BROUHAHA 

►  A  political  firestorm  over  last  May's 
$36  billion  hostile  takeover  of  Telecom 
Italia  by  upstart  Olivetti  could  imperil 
further  big  privatizations  by  Italy's 
center-left  government.  The  govern- 
ment tacitly  approved  the  deal,  but 
now  Olivetti  Chief  Executive  Roberto 
Colaninno  wants  to  transfer  Telecom 
Italia's  controlling  stake  in  mobile  sub- 
sidiary TIM  to  Tecnost,  the  shell  com- 
pany that  was  used  for  the  takeover. 
tim's  rich  cash  flow  could  help  Olivetti 
pay  down  the  $15  billion  debt  taken 


on  in  the  Telecom  takeover.  But  Tele- 
com's minority  shareholders  are  charg- 
ing that  the  transfer  vastly  reduces 
the  value  of  their  holdings.  The 
brouhaha  could  sour  the  markets  on 
one  of  Italy's  most  ambitious  privatiza- 
tions ever,  the  upcoming  sale  of  a  first 
15%  tranche  in  electricity  company 
Enel. 

FRENCH  DISCLOSURE 

►  The  French  government  is  demand- 
ing greater  disclosure  of  executive 
stock  options,  following  reports  that 
Elf  Aquitaine  Chief  Executive  Philippe 


every  bill.  Now  the  only  way  that  many  lawmakers) 
show  up  for  a  vote  is  if  they  are  assured  of  pork 
largesse  from  the  state.  That  spending  is  keeping  the 
deficit  high  and  interest  rates  at  19%. 

Cardoso  is  trying  desperately  to  bring  the  spotli 
public  censure  on  these  legislators.  In  a  recent  speech, 
cused  opposition  politicians  of  "pretending  that  we're 
away  social  rights,  when  we're  trying  to  do  away  with 
es  of  privilege."  Cardoso  also  is  trying  to  quell  the  oppc 
in  his  own  Cabinet.  In  early  September,  he  fired  Develo] 
Minister  Clovis  Carvalho,  a  close  friei 
ter  Carvalho  said  Finance  Minister  M 
attitude  favoring  low  inflation  over  g 
was  "cowardice."  The  move  reass 
Cardoso's  commitment  to  fiscal  aust 
But  it  did  little  to  bring  over  his 
nents  in  Congress. 

Concern  about  reforms  recently 
the  real  to  its  weakest  level  sine 
depths  of  the  crisis  in  March.  Witho 
reaching  reform,  the  currency  will  r 
weak,  interest  rates  punishingly  hig 
recovery  slow.  Yet  with  his  approva 
ings  at  record  lows,  the  President 
"  the  popular  support  needed  to  pas 
toughest  measures.  And  Cardoso  may  be  running  o 
time.  With  municipal  elections  set  for  October,  2000,  h 
until  about  April,  when  the  campaigns  shift  into  full  swh 
prevail  over  Congress. 

Cardoso  isn't  completely  helpless  against  the  legisl; 
His  coalition,  stung  by  recent  antigovernment  protest 
the  increasingly  confident  opposition,  is  beginning  to 
ranks.  Although  Cardoso  is  more  comfortable  as  a  conse  ie 
builder  than  as  a  campaigner,  his  uncharacteristic  attac  tors  have 
Congress  showed  a  new  willingness  to  confront  the  lej  Hmiture  li 
ture.  But  it  may  be  too  little,  too  late.  keourtya 

By  Ian  Katz  in  Sao  I  td  beach  i 

in  mid-S 
Jaffre  holds  options  worth  some  $5(  tiitias  raz 
million.  Politicians,  including  Financ  »  > 
Minister  Dominique  Strauss-Kahn,   a  East  Tii 
have  reacted  angrily  to  the  reports  eirolyi 
about  Jaffre,  whose  company  is  beii  ^ 
taken  over  by  TotalFina.  Although  m.  The 
atively  new  to  France,  use  of  execu^ 
tive  stock  options  is  spreading  rapk  om  ,»,  i, 
with  an  estimated  $7.2  billion  now  I  «t 
by  28,000  executives.  Government  o  so 
cials  say  they  don't  want  to  discour;  tr 
the  practice.  But  Strauss-Kahn  says 
there  is  an  "urgent"  need  for  legisls '  i 
tion  requiring  greater  disclosure  in  Ti 
der  to  curb  abuses.  ti 
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m  lie  Hotel  Turismo  is  a  two-story  beachside  villa.  The 

,,.a(  loors  have  been  torn  off,  the  windows  shattered,  and  the 
urniture  looted.  The  water,  electricity,  and  phones  are 
le  courtyard  is  littered  with  overturned  picnic  tables, 
?d  beach  umbrellas,  dirty  toilet  paper,  and  spent  rifle 
iges. 

the  Turismo  was  one  of  the  few  buildings  left  standing 
in  mid-September  after  the  Indonesian  army  and  its 
nilitias  razed  most  of  the  capital.  So  scores  of  Australian 
moved  in  on  Sept.  20  to  lead  a  U.  N.  peacekeeping  mis- 
1  East  Timor.  The  balconies  made  convenient  positions 
pir  50-caliber  machine  guns  mounted  on  sandbags  and 
d  a  reassuring  view  of  four  Australian  warships  off 
ast.  The  troops  slept  under  mosquito  nets  in  the  halls, 
usly  surrendering  the  20  bare  rooms  to  dozens  of  for- 
mrespondenta,  If  there  was  a  safe  place  in  Dili,  the  Tur- 
vas  it. 

so  we  thought.  Within  a  couple  of  hour's,  it  was  clear  we 

trapped  in  the  Turismo,  at  the  mercy  of  untold  thou- 

of  Indonesian  army  regulars  and  militias  intent  on  ex- 

^  revenge  on  the  international  community  for  backing 

^'.1  Timor's  Aug.  80  vote  for  independence.  The  Turismo 

J  to  symbolize  the  trap  that  every  U.N.  peacekeeping 

an  falls  into:  the  myth  that  security,  as  defined  by  the 


I 


ugh 
'xecf 

r.i| 
iiuvF 


HOTEL  HELL 


U.  N.,  can  overcome  total  lawlessness. 

The  myth  evaporated  two  hours 
after  I  checked  in  on  Sept.  21.  I  took  U.N.  troops  moved 
a  short  walk  eastward  on  the  beach   jr\to  the  Turismo  OI\ 
from  the  hotel,  surveying  the  thou-   q      f  9ft   K   ftW 
sands  of  refugees  camped  on  the  sand    l 
under  makeshift  tents  of  blue  U.  N.-   didn't  make  it  Safe 
donated    plastic    sheets.    A    dozen   forjoumalists 
schoolgirls  knelt  at  the  foot  of  a 

white  statue  of  the  Virgin  Mary  and  prayed  for  deliverance. 
Then  an  elderly  couple  sitting  on  a  sofa  stared  at  me  as  if  I 
were  a  dead  man.  As  I  turned  back  toward  the  hotel,  I 
found  myself  facing  three  men  who  had  been  following  me  all 
along  but  to  whom  I  had  paid  no  attention.  One  carried  a 
hand-sharpened  iron  bar,  another  a  crude,  homemade  musket, 
the  third  an  Indonesian  army-issued  assault  rifle.  They  did  not 
wear  the  coy  smile  that  normally  greets  Westerners  in  the  re- 
mote islands  of  the  Indonesian  archipelago.  An  Australian  sol- 
dier hissed  at  me  and  gestured  with  his  rifle  that  I  should 
stand  next  to  him.  I  did,  and  the  three  men  vanished. 

Sander  Thoenes,  a  Dutch  stringer  for  the  Financial  i 
based  in  Jakarta,  was  not  so  lucky.  The  next  morning  at 
the  Turismo,  I  awoke  to  the  sound  of  an  Australian  TV  crew- 
talking  about  a  "mutilated  white  body"  in  the  Dili  suburb  of 
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Becora.  I  checked  Thoenes'  room.  His  backpack  and  laptop  lay 
on  the  floor,  untouched.  His  last  kindness  had  been  to  vouch 
for  me  when  the  Australian  soldiers  admitted  me  into  the  ho- 
tel. We  had  traveled  to  Dili  on  a  charter  plane  from  Jakarta 
together  and  shared  a  ride  to  the  hotel.  In  the  departure 
lounge  at  Jakarta's  domestic  airport  that  morning,  he  had 
snickered  about  how  he  had  left  a  reporting  job  in  Moscow  to 
come  to  Jakarta  in  September,  1997.  "I  was  tired  of  covering 
crisis,"  he  said.  "I  wanted  to  cover  a  fast-growing  econo- 
my." But  two  months  after  his  arrival  in  Jakarta,  Thoenes 
was  again  covering  crisis. 

After  making  sure  that  I  had  been  admitted  to  the  Turis- 


mo,  Thoenes  took  a  motorcycle  to  Bec- 
ora. There,  witnesses  say  he  was  shot 
by  six  men  who  wrore  Indonesian  army 
gear  and  carried  Indonesian  army  as- 
sault rifles. 

Thoenes'  murder,  though  appalling, 
should  not  have  come  as  a  surprise.  A 
few  minutes  after  President  B.J.  Habi- 
bie announced  that  Indonesia  would  al- 
low7 U.  N.  peacekeepers  into  East  Tim- 
or on  Sept.  17,  his  spokeswoman,  Dewi 
Fortuna  Anwar,  warned  the  U.  N.  not 
to  send  in  "w7hite  faces"  because  thev 


VICTIM 


Witnesses  say 
Dutch  reporter 
Sander  Thoenes 
(right)  was  shot  by 
six  men  wearing 
Indonesian  army 
gear;  Thoenes' 
body  (below) 


would  not  be  "palatable."  The  militia's  deadly  strategy  was  to 
keep  relief  workers  from  reaching  the  needy,  and  scuttle 
the  U.  N.  mission  in  East  Timor.  In  practical  terms,  that 
meant  the  militias  could  run  attacks  from  bases  on  the  In- 
donesian border  of  West  Timor  with  the  blessings  of  the  In- 
donesian army. 

EDGY  SOLDIERS.  The  terrorism  did  more  than  stop  U.  N. 
workers:  Hundreds  of  thousands  of  Timorese  who  had  been 
forced  into  the  mountains  risked  death  from  hunger  or  malar- 
ia while  they  waited  for  help. 

As  the  day  wore  on,  the  Australians  started  getting  edgy. 
Soldiers  piled  us  into  several  white  U.  N.  Toyota  Land  Cruis- 
ers and  drove  us  to  the  East  Timor  High  Court  building 
for  a  news  briefing,  carefully  aiming  their  assault  rifles  out  the 
windows.  We  waited  20  minutes  in  the  sun  while  soldiers 
checked  the  building  for  unwelcome  guests.  Brigadier  Mark 
Evans,  commander  of  the  Australian  infantry  component  in 
East  Timor,  proudly  announced  that  four  points  in  Dili  had 


been  secured:  the  airport,  the  port,  the  bombed-out 
compound,  and  the  still-inhabited  Australian  consulate 
Turismo  was  not  on  the  list.  "The  general  says  he'd  be 
prised  if  somebody  doesn't  take  a  potshot  at  this  place," 
a  resident  of  the  hotel. 

At  6  p.m.,  an  Australian  army  officer  called  another  1 
ing  at  the  Turismo  to  issue  instructions  in  case  of  an  atta 
the  middle  of  the  night.  "If  you  hear  three  short  whistles 
to  the  restaurant,"  he  said  matter-of-factly,  referring 
stand-alone  room  in  the  center  of  the  yard  that  the  army 
to  store,  ammunition.  I  awoke  at  3  a.m.  to  three  pani 
shrieks  that  sounded  like  they  had  come  from  a  sta 
dog.  An  Australian  TV  cameramai 
plained  that  someone  had  been  hi 
a  bad  dream.  For  the  next 
hours,  I  lay  awake  as  dry  leaves 
glass  shards  crumpled  and  crun 
under  the  paws  of  a  stray  cat  jr 
courtyard. 

COKE  AND  COLD  CUTS.  The 
morning,  15  of  us  were  at  Koi 
Airport  trying  to  get  out.  For 
hours,  we  watched  helplessly  as 
tralian  and  American  military  C 
Hercules  transport  planes  flew  in 
Darwin,  Australia,  disgorged  trc 
crates,  and  jeeps,  and  flew  out  en 
A  female  Australian  army  corp 
holding  a  clipboard  said  she  was  \ 
ing  for  clearance  from  an  Austr: 
military  air  base  in  Darwin  befor< 
could  get  on  one  of  those  plane 
followed  the  scent  of  ham  sandwi 
into  the  bushes — we  had  been  li 
on  army  rations  for  three  days- 
stumbled  across  half  a  dozen  i 
tralian  Royal  Air  Force  officers  g 
ered  in  a  camouflage  tent  with 
coolers  brimming  with  Diet  Coke 
cold  cuts,  and  bread  loaves.  I  as 
for  a  Coke.  An  officer  with  a  han 
bar  moustache  ducked  inside  to  q 
me  one  but  begged  me  to  drink 
the  tent,  "just  so  your  friends  d 
know  where  you  got  it." 

A  female  RAF  officer  in  fash 
able  black  wraparound  sunglasses 
ting  next  to  the  raf  major  ask( 
the  town  was  worth  visiting.  "There  isn't  much  of  a  t 
left,"  I  replied.  They  nodded  shrewdly,  as  if  they  had  hi 
this  but  didn't  believe  it.  I  asked  if  the  airport  was  sec 
They  laughed  and  shook  their  heads.  "We've  got  the  o| 
perimeter  defended,"  asserted  another  RAF  officer,  streti 
out  on  the  ground  with  a  Diet  Coke.  The  woman  in 
glasses  shook  her  head  again.  "The  next  48  hours  are  g 
to  be  the  worst,"  she  said.  "The  Indonesian  army  is  pull 
out  5,000  troops  and  handing  all  their  weapons  over  to 
militias." 

Clearance  never  came  from  Darwin.  But  we  scampi 
aboard  a  charter  flight.  "We've  dubbed  her  'The  Dili? 
ence,' "  joked  Patrick  J.  Walker,  the  British  Broadcas 
Corp.  news  producer  who  had  chartered  the  ancient 
peller  plane.  Two  hours  later,  several  of  us  were  on  the 
mac  at  Denpasar  Airport  in  Bali,  each  $500  poorer  for 
charter,  but  just  as  glad  to  be  alive. 

By  Micfiaei  Sfiari  in 
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\\  Every  year,  3.5  million  people 
are  injured  at  work.  That's  where 
my  job  starts,  making  all  the  calls 
I  can  to  get  patients  into  the  most 
appropriate  doctors,  or  just  helping 
them  find  alternate  jobs  they 
can  perform  while  in  recovery.  I 
worked  in  a  hospital  for  27  years, 
so  I  know  what  it's  like  to  need 
the  help  of  another  person.  That's 
why  I'll  be  there,  on  the  other 
end  of  the  phone,  coordinating 
care,  so  these  people  can  get  their 
lives  back  on  track.  // 


Report  claims  as  early  as 
possible;  after  2  weeks,  incidents  become  27%  more  expensive.  Also, 
track  reporting  practices  to  identify  areas  in  need  of  improvement. 


LIBERTY 
MUTUAL. 
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REGULATORS 


INCREDIBLY  STRESSED' 
AT  THE  FDA 

Can  it  meet  new  challenges  on  a  10-year-old  budget? 


Daniel  L.  Michels  vividly  remem- 
bers the  unsavory  discoveries  he 
made  when  he  was  a  field  investi- 
gator for  the  Food  &  Drug  Ad- 
ministration. There  was  the  bakery 
equipment  infested  with  an  ecosystem  of 
bugs,  the  ceiling  plaster  falling  into  corn- 
meal,  the  rat-urine  trails 
running  through  the  cocoa 
beans  in  a  chocolate  factory. 
Now  director  of  enforce- 
ment in  the  fda's  Office  of 
Regulatory  Affairs,  Michels 
believes  similar  things  "are 
probably  going  on  today." 
But  no  one  knows.  The  fda 
is  so  financially  strapped 
that  it  manages  to  inspect 
most  of  the  nation's  50,000 
food  plants  about  once 
every  10  years.  "We  don't 
have  the  time  to  do  filth 
anymore,"  says  Michels. 

Filth  is  one  of  many  ar- 
eas where  today's  FDA  is  a 
shadow  of  its  former  self. 
One  big  and  visible  chunk 
of  the  agency — drug  approvals — is  thriv- 
ing, thanks  in  part  to  fees  paid  by  drug- 
makers.  But  fda  officials  and  outside 
experts  agree  much  of  the  rest  of  the 
agency  is  falling  on  harder  times, 
stretched  thin  by  years  of  tight  bud- 
gets, "fda  has  become  a  have  and  have- 
not  agency,"  says  William  K.  Hubbard, 
the  agency's  policy  chief,  fda  officials 


say  many  programs  have  been  reduced 
to  a  point  where  they  barely  exist. 

A  program  that  tests  foods  for  pesti- 
cide residues  now  does  7,200  samples  a 
year,  down  from  over  20,000  in  1990. 
The  staff  regulating  cosmetics  has  been 
cut  in  half  since  the  early  1980s,  making 


IN  THE  LAB:  Drug  reviews  are  up  to  snuff,  thanks  to  company  fees 


it  impossible  to  search  for  possible  con- 
tamination in  plants  or  assess  the  long- 
term  hazards  of  products.  Nor  is  anyone 
inspecting  products  such  as  fancy  olive 
oil  to  make  sure  they  contain  what  the 
labels  say.  Overall,  agency  watchers  fret 
the  FDA  is  falling  short  in  everything 
from  analyzing  drug  injuries  and 
deaths — now  numbering  in  the  hundreds 


of  thousands  a  year — to  inspectii 
tidal  wave  of  imported  foods.  And 
less  the  agency  steps  up  oversight 
etary  supplements,  "there  will  be. a 
aster  someday,"  warns  Dr.  Stevei 
Zeisel,  chairman  of  nutrition  at  the 
versity  of  North  Carolina  at  Chapel 
At  the  heart  of  the  F 
woes  is  simple  mathei 
ics.  Over  the  past  dec 
the  agency's  budget  of  i 
billion  has  barely  budge 
real  dollars.  Yet  at  the  s 
time,  Congress  has  pus 
through    more    than 
dozen  bills  that  give 
agency  expanded  respc 
bilities,   such  as  stroi 
oversight  of  medical  dev 
Meanwhile,    the    FDA 
faced  an  explosion  of 
and  challenging  produc  L 
from    gene    therapies 
druglike  foods.  And  tl 
are  whole  new  ways  of 
ing  business  that  cry  oul 
consideration,  such  as  sa 
prescription  drugs  over  the  Inter 
"We're  strangling  FDA  to  death," 
Peter  Barton  Hutt,  a  Washington  at 
ney  and  former  fda  chief  counsel. 

Not  everyone  believes  the  situatii 
that  dire.  Critics  in  Congress  am 
dustry  charge  that  the  agency  has 
too  quick  to  waste  scarce  dollars.  *E|i<terne' 
der  [former  FDA  Commissioner] 
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WHILE  FDA  STAFFING  FALLS... 

FULL-TIME  STAFF 


The  FDA's  budget  is  flat,  but  the  workload  keeps  growing: 

...FOOD  AND  DRDG  IMPORTS  ARE  SOARING AND  SO  ARE  REPORTS  OF  PR0DLEMS 
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io  helped  ephones  grow  from  brick-and-mortar  to  click-and-order? 


*neSoft 

|:  INTERNET  COMMERCE  COMPANY 


jbr  a  bigger  bottom  line." 


Problem:  How  do  you  get  customers  to  untangle  the  wireless  confusion  with  four 
digital  standards,  44  carriers,  and  hundreds  of  plans  to  choose  from?  Solution:  Let 
OneSoft  simplify  it  all.  We  helped  ephones  design  an  interactive,  user-friendly 
commerce  site  that  cuts  through  the  wireless  confusion.  Letting  shoppers  easily 
find  the  best  answer  for  products  and  services,  and  simplifying  the  shopping 
process.  Today,  ephones  offers  the  widest  selection  of  wireless  services  in  the 
U.S.  What's  more,  their  site  traffic  is  up  tenfold  in  just  3  months.  Let  us  help  you 
increase  your  bottom  line,  too.  With  our  partners,  we'll  deliver  a  fully  scalable, 
automated  turnkey  operation.  From  site  creation  to  integrated  fulfillment. 
And  we  can  do  it  in  less  than  90  days,  about  half  the  industry  average. 
If  you're  a  retailer,  direct  marketer,  or  already  into  e-commerce,  visit  us  at 
www.onesoft.com/growth,  and  find  out  why  we're  Microsoft's  strategic  partner 
for  enterprise  e-commerce  software.  You'll  be  emazed  at  what  we  can  do  for  you. 
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Kessler,  so  many  of  the  agency's  re- 
sources were  directed  at  the  tobacco 
initiative  that  everything  else  suffered," 
argues  ceo  John  Cordaro  of  the  Council 
for  Responsible  Nutrition,  a  dietary  sup- 
plement trade  group. 

Regulated  industries  also  wonder  if 
FDA  officials  exaggerate  the  budget 
woes.  Seafood  companies,  for  instance, 
have  complained  that  inspectors  delay 
valuable  shipments  of  shrimp  and  other 
foods  to  do  analyses  in  the  agency's  Los 
Angeles  lab.  The  fda  blames  inadequate 
facilities,  but  "we  feel  at  times  they  are 
just  holding  up  shipments  to  put  pres- 
sure on  us  to  go  to  Congress  and  get 
money  for  the  lab,"  says  Richard  E. 
Gutting  Jr.,  executive 
vice-president  of  the 
National  Fisheries  In- 
stitute, a  trade  group. 

Moreover,  the 
agency  is  too  timid 
when  it  comes  to  ap- 
proving products  such 
as  food  additives,  says 
Kelly  Johnston,  a  lob- 
byist for  the  National 
Food  Processors  Assn.: 
"All  the  resources  in 
the  world  won't  fix  the  problem  if  there's 
a  culture  of  indecision." 

But  despite  their  skepticism,  execs 
know  they  need  a  strong  FDA.  They 
even  push  for  more  resources  because 
the  FDA's  stamp  of  approval  on  prod- 
ucts is  a  crucial  ingredient  for  winning 
consumer  confidence  and  acceptance — 
and  profits.  Procter  &  Gamble  Co.  de- 
fended Olestra,  its  controversial  fake 
fat,  by  pointing  out  that  it  had  been 
through  an  exhaustive  FDA  review.  Now, 
food-company  execs  blame  Europe's  flap 
over  genetically  modified  crops  in  part 
on  a  failure  by  EU  regulators  to  com- 
mand the  trust  of  consumers.  Contrast 
this  with  the  U.S.  scene,  where  such 
products  have  caused  far  less  concern. 
"The  standards  we  set  and  the  safety 
we  ensure  helps  make  business  prof- 
itable," argues  the  fda's  Hubbard. 
FALLING  SHORT.  Industry  representa- 
tives agree.  So  now  that  the  FDA's  ca- 
pabilities— and  possibly  its  future  cred- 
ibility— may  be  under  threat,  some 
industries  are  going  to  bat  for  the 
agency.  When  FDA  officials  claimed  they 
had  to  cut  $2.5  million  from  the  office  of 
cosmetics  last  year,  "we  went  to  Con- 
gress with  an  unusual  argument  for  a 
trade  association,"  says  Michael  J.  Petri- 
na  of  the  Cosmetic,  Toiletry,  &  Fra- 
grance Assn.  "We  said,  'Please  restore 
funds  so  the  FDA  can  continue  to  regu- 
late us.'"  They  got  what  they  wanted. 
Similarly,  the  dietary-supplement  indus- 


Cosmetics  makers 

had  to  lobby 

Congress  "so  the 

FDA  can  continue 

to  regulate  us" 


try  is  now  asking  the  agency  to 
that  companies  meet  so-calle 
manufacturing  practice  (gmp)  rulejp 
supplements  facing  a  host  of  critij 
need  to  be  able  to  say  this  is  a  w 
ulated  industry,"  says  Cordaro.   I 

Still,  the  fda's  oversight  of  thj  e 
eas  falls  short  of  what  most  expe  i 
lieve  is  needed.  Dietary  supple  U 
are  a  case  in  point.  At  the  ag  i 
Center  for  Food  Safety  &  ApplW 
trition,  where  the  staff  has  shn 
20%  over  the  past  20  years,  "evei 
gram    is    struggling,"    says    di  i 
Joseph  A.  Levitt.  The  supplemen 
gram  is  the  worst  off.  A  staff  o 
trying  to  monitor  a  rapidly  growi 

billion  industry 

according  to  a 
law,  is  allow* 
sell  anything  it 
without  checkinj 
with  regulator 
problems  do  arii 
FDA  has  to  prov 
products  are 
before  it  can  tal 
tion — a  process 
takes  far  too 
Over  the  past 
years,  for  instance,  the  FDA  has  re< 
hundreds  of  reports  of  "adverse"  e 
associated  with  the  supplement  epl 
which  is  consumed  in  herbal  tea 
extracts  for  a  variety  of  ills,  incl 
asthma  and  colds.  And  there 
probably  have  been  far  more  repc 
the  FDA  had  a  better-funded  mech: 
for  spotting  such  problems.  Ye 
agency  still  has  not  managed  to 
consumers'  exposure  to  the  harmf 
gredient,  ephedrine,  which  can 
high  blood  pressure,  abnormal 
rhythms,  and  strokes. 

No  one  predicts  massive  public 
disasters  will  result  from  the  FDA's 
get  plight.  But  the  trend  is  worris 
The  FDA  isn't  as  visible  a  cop  or 
beat  as  it  should  be,  says  Denn: 
Baker,  associate  commissioner  for 
latory  affairs:  "There's  always  th< 
tential,  if  we're  not  out  there,  that  s 
thing  can  go  wrong."  Overall,  the 
has  become  "incredibly  stressed 
agency  that's  not  nearly  as  succe 
as  people  think  it  ought  to  be — w 
potential  effect  on  both  consun 
health  and  business,"  says  a  top  off 
When  Congress  finally  finishes 
fiscal  2000  budget,  the  FDA  is  like] 
get,  at  best,  only  a  modest  inert 
But  unless  lawmakers  are  a  lot  r 
generous,  the  safety  net  under  the  € 
mous  range  of  products  regulate 
the  FDA  will  inevitably  begin  to  fr; 
By  John  Carey  in  Washin 
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Know 


your 

customer's 

next  move 


Competition  is  growing.  Stakes  are  higher. 

The  SAS  Solution  for  Customer  Relationship  Management  provides  a  winning  strategy  for  identifying 

your  most  profitable  customers.  And  keeping  them  loyal. 
Collect  information  at  all  customer  contact  points 
Analyze  data  to  better  understand  customer  needs 
Refine  business  strategies  around  your  most  desirable  customers 

To  get  to  know  your  customers,  get  to  know  the  only  software  that  integrates  the  full  scope  of  managing 
customer  relationships.  For  our  free  guide,  Identifying  and  Responding  to  Your  Most  Valued  Customers, 
visit  us  at  www.sas.com/nextmove 
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www.sas.com/nextmove      E-mail:  bw@sas.com      919.677.8200 


SAS  and  all  other  SAS  Institute  Inc  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  inc  in  the  USA  and  other  countries 
Other  brand  and  product  names  are  trademarks  ot  their  respective  companies    Copyright  ©  1999  by  SAS  Institute  Inc  23689US  0599 
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UORK  UITH  yOUR  TEAM  ON  THE  f L 
SOMETIMES  LITERftliy. 


Try  BellSouth  Interactive  Paging™ 

service  for  up  to  30  days. 

If  you  don't  agree  if  s  a  smarter  way 

for  your  team  to  work,  you  pay  nothing.' 


See  that  offer  to  the  left?  We  mean  every  word  of  it.  Belli 
Interactive  Paging  service  makes  it  easy  for  your  team  to 
together  even  when  they're  not  together.  With  a  device 
small  enough  to  fit  in  your  pocket,  your  team  can  exch 
messages  of  up  to  16,000  characters  (about  five  standard  pages)  in  seconds.  Get  and  send  e-mail  on  the  fly. 
messages  to  a  fax.  Send  text-to-voice  phone  messages.  Even  know  that  messages  sent  between  interactive  p<d| 
are  delivered  and  read,  thanks  to  the  core  technology  behind  the  BellSouth  Intelligent  Wireless  Network?"  Anc 
do  it  all  without  ever  getting  stuck  in  voice  mail,  playing  phone  tag  or  waiting  for  people  to  return  to  their  dt 
Imagine,  no  wires,  no  waiting  and  absolutely  no  reason  not  to  try  it. 
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Seeing  is  believing!  Take  just  a  few  minutes  to  try  our  powerful  interactive  demonstration  on  the 
www.bfellsouthwd.com/ipl4. 
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WORK@ii/eSjJ>eecT 
1-888-290-1661 


'Offer  available  through  BellSouth  Wireless  Data  and  participating  dealers.  Customers  must  exea 
agreement  for  a  specified  contract  length  and  usage  plan,  subject  to  credit  approval.  Notify  us  in  v 
within  30  days  ana  then  return  the  pager  in  good  working  order  with  original  packaging  and  pay  nc  )i 
BellSouth  Wireless  Data  reserves  the  right  to  modify  or  cancel  this  promotion  at  any  time  without  i 
Coverage  currently  available  in  more  than  93%  of  U.S.  urban  business  population.  ©1999  BellSouth  W 
Data,  L.P.  All  rights  reserved.  All  trademarks  contained  herein  are  the  property  of  their  respective  ow 


HS.an 


at 


r_ 


evelopments  to  Watch 


[D  BY  ELLEN  LICKING 


UTILITIES, 

iHTBULB 

SON 


BLACKOUTS  THAT  PLAGUED 
J  .go  and  other  cities  this 
Iner    could    soon    be    a 
of  the  past.  An  engi- 
Jng  consortium  led  by 
lie  University  professor 
lri  H.  Tsoukalas  is  de- 
ling a  computerized  sys- 
|;hat  imbues  the  power 
jwith  intelligence.  The 
|m  accounts  for  environ- 
|al  conditions  and  pre- 
the    power   needs    of 
Istomers  based  on  their 
history.  It  automati- 
meets  those  demands 
laging  the  distribution 
ictricity  in  the  energy 
If  demand  outweighs 
ly,  say  on  a  hot  summer 
[the  system  knows  to 
jement   the   grid   with 
ir  from   small   backup 
rators. 
smart  system,  dubbed 
uses    "neuro-fuzzy" 
[ology,  which  combines 
.1  networks  and  fuzzy- 
igic  to  make  its  predic- 
ts Neural  networks  mim- 
L>'  human  brain's  ability 
K)t    emerging    trends 
'  I  on  past  experience, 
fuzzy  logic  emulates 
|jman  tendency  to  think 
leral  terms,  not  precise 
■matieal  formulas.  This 
;s  Telos  to  make  quick 
ons    without    solving 
^  ions  that  specify  local 
dons  in  minute  detail. 
lay,     utility     company 
;rs  have  used  tempera- 
readings   and   weather 
tsts        to        estimate 
•ner'  energy  demands, 
can  be  dangerous:  Dis- 
arts  of  the  same  service 
an  experience  distinctly 
■nt  weather  conditions, 
nmonwealth  Edison  Co. 
|||  le  Tennessee  Valley  Au- 
y,      both      consortium 
I  its.  are  planning  to  test 
I  by  2001.  If  it  works, 
Jnsortiimi  will  make  the 
I  ilogy  available  to  utili- 

I  itionwide.       Otis  Pari 
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DNA  CHIPS  REALLY  DO  COMPUTE 

A  TEST  TUBE  OF  DNA  MOLECULES  CONTAINS  MORE 
potential  computing  power  than  all  the  world's  super- 
computers put  together.  By  using  the  various  seg- 
ments of  DNA  as  data  hits,  trillions  of  molecular  chains 
can  be  chemically  combined,  quickly  producing  all  pos- 
sible answers  to  a  problem  that  would  keep  a  super- 
computer crunching  away  for  centuries.  However,  it's 
such  a  pain  to  find  the  one  correct  solution  floating 
somewhere  in  the  test  tube  that  dna  computing  has  so 
far  been  used  only  to  solve  trivial  problems. 

Duke  University  researchers  figure  they  now  have 
the  ticket  to  unleashing  that  awesome  computing  poten- 
tial: dna  chips.  A  team  led  by  chemistry  professor 
Michael  C.  Pirrung  has  devised  techniques  to  "print" 
DNA  on  glass  chips.  Because  the  DNA  molecules  are  at- 
tached to  the  glass  and  not  swimming  free  in  solution, 
finding  the  answer  is  a  lot  easier.  In  fact,  Pirrung  be- 
lieves dna  chips  could  be  used  to  build  DNA  computers 
that  automatically  spot  answers. 

The  dna  chipmaking  technique  was  developed  for  ap- 
plications in  genetic  engineering.  Pirrung's  team  tailored 
that  process  for  computer  applications.  Otis  Port 


ITS  A  BIRD! 

ITS  A  PLANE!  ITS  A 

BIRD-SIZE  PLANE 

FLOCKS  OF  BIRD-LIKE  SPY 
planes  just  six  inches  long 
could  be  the  next  big  thing  in 
military  reconnaissance.  Such 
tiny  planes  are  usually  ex- 
pensive to  build.  And  they're 


easily  buffeted  by  gusts  of 
wind,  making  them  difficult 
to  control. 

Inspired  by  the  latest  air- 
foil technology  used  in  wind- 
surfing gear,  two  University 
of  Florida  aerospace  engi- 
neering professors  and  their 
graduate  students  have  re- 
placed conventional  rigid 
wings  with  flexible  latex  air- 
foils, which  bear  an  eerie  re- 
semblance to  a  cloth  sail  or 


the  stretchy  membranes  of  a 
bat's  wing.  "If  there's  a  gust 
when  you're  windsurfing,  the 
sail  twists,  so  you  get  near- 
constant  lift  over  a  wide  wind 
range,"  says  assistant  profes- 
sor Peter  Ifju.  In  the  same 
way,  with  tiny  rubber-winged 
planes,  "the  skin  flutters  like 
crazy,  and  the  flutter  may  ac- 
tually help  to  stabilize  the 
plane,"  he  says. 

Assembled  from 
about  $250  worth  of 
off-the-shelf  motors, 
propellers,  batteries, 
and  radio  devices — 
plus  carbon  fiber  and 
latex — these  planes 
are  much  less  costly 
than  other  rigid-wing 
models  under  devel- 
opment at  major,  gov- 
ernment funded  laboratories. 
What's  more,  they're  very 
durable.  The  plane  that's  pic- 
tured here  has  flown  50 
flights.  That  means  50  crash 
landings,  because  the  craft  is 
not  equipped  with  landing 
gear.  "We  haven't  busted  up 
a  single  plane  in  the  last 
three  months,"  says  Ifju.  The 
university  is  seeking  funds 
for  further  development  and 
testing.  Neil  Gross 


INNOVATIONS 


■  When  the  Danish  Poultry 
Council  voluntarily  halted  the 
use  of  antibiotics  in  its  chicken 
feed  last  year,  farmers  feared 
they  would  see  a  decrease  in 
productivity  and  an  increase 
in  disease  in  their  flocks.  In- 
stead, eliminating  antibiotics 
cut  costs  and  increased  profits 
by  25<Z  per  100  birds.  Accord- 
ing to  DanPo  A/S,  a  sub- 
sidiary of  Scandinavian  Poul- 
try that  did  the  monitoring, 
no  major  disease  outbreaks  oc- 
curred. In  addition,  the  chick- 
ens weighed  just  as  much  as 
birds  raised  on  antibiotics. 
That's  good  news  for  con- 
sumers— eliminating  antibiotics 
reduces  the  risk  of  exposure 
to  resistant  bacteria  that  could 
be  carried  in  poultry. 

■  Trimeris  Inc.,  a  Durham 
(N.  C.)  biotech  company,  an- 
nounced on  Sept.  27  that  its 
new  AIDS  drug,  T-20,  appears 
to  be  both  safe  and  effective 
in  early  human  clinical  trials. 
The  results  were  reported  at 
the  Interscience  Conference 
on  Antimicrobial  Agents  & 
Chemotherapy  in  San  Fran- 
cisco. T-20  is  a  member  of  a 
new  class  of  anti-Hiv  drugs 
that  attack  the  virus  before  it 
can  infect  a  host  cell.  After 
just  16  wreeks  on  the  drug, 
60%  of  the  patients  showed 
significantly  decreased  levels 
of  the  HIV  virus.  In  •%%  of 
cases,  viral  levels  were  so 
low  they  could  not  be  mea- 
sured with  standard  labora- 
tory tests.  This  past  July, 
Trimeris  signed  an  agreement 
with  Hoffmann-La  Roche  Inc. 
to  begin  full-scale  clinical  test- 
ing and  development  of  T-20 
in  the  coming  year. 
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E  UNITED  STATES  HAS  NOT 
ITED  IN  A  MANNER  WORTHY 

Iw  the  federal  government 
lroaded  one  of  the  country's 
)  real  estate  developers 


IAnthony  Bianco 


OF  THE  GREAT 
JUST  NATION 


hen  his  kids  were  growing  up  in 
the  1960s,  Gerald  C.  Barton  greet- 
ed them  almost  every  evening  after 
school  with  the  same  question: 
"What  did  you  do  for  your  country 
today?"  Paraphrasing  President 
Kennedy's  famous  challenge  was 
Barton's  way  of  instilling  a  sense  of 
civic  duty  in  his  son  and  two  £ 
daughters.  Barton  also  inspired  by 
example.  In  1970,  at  age  38,  he  left 
isiness  for  a  year  to  work  as  an  unpaid  adviser  to  the 
nor  of  Oklahoma,  his  home  state.  "Even  today,  if  some- 
jiocked  on  my  door  and  said,  'I'm  from  the  govern- 
'  I'd  say,  'Thank  God  you're  here,' "  says  Barton,  now  68. 
i  tenacity  of  Barton's  faith  in  government  surpasses 
iderstanding  of  his  closest  friends.  Over  the  past  decade, 
u  authorities  subjected  Barton  and  his  colleagues  at  ; 
nark  Land  Co.  to  an  ordeal  of  a  sort  that  is  not  sup- 
to  happen  in  America.  In  recent  years,  Barton's  chil- 
)ften  have  reversed  the  question  that  their  father  put  to 
so  long  ago,  asking  him  in  so  many  words,  "What  did 
country  do  to  you  today?" 

the  founder  and  chief  executive  of  Landmark  Land, 
n  had  established  himself  in  the  1970s  and  1980s  as 
lea's  leading  developer  of  first-class  golf  resort  commu- 
La  Quinta,  PGA  West,  Carmel  Valley  Ranch,  and  Ki- 
Island  are  among  the  deluxe  properties  that  bear  Land- 
l  distinctive  stamp.  Says  Rees  Jones,  a  leading  U.S.  golf 
)  architect:  "Landmark  was  probably  the  best  there 
pas  at  building  tournament-caliber  golf  courses  within  a 
development." 


ITISff 


-JUDGE 
LORES 
SMITH 


But  in  1982,  Barton  made  a  fateful  misstep,  contracting 
with  the  U.  S.  government  to  acquire  an  insolvent  savings  and 
loan  association  in  New  Orleans.  For  the  next  seven  years, 
Landmark  worked  harmoniously  with  s&L  regulators  against 
the  backdrop  of  a  mounting  financial  crisis.  But  the  relation- 
ship took  a  disastrous  turn  in  1989  with  Congress'  enactment 
of  harsh  reform  legislation  meant  to  root  out  S&L  fraud  and 
corruption.  In  1992,  the  government  seized  Landmark's  assets, 
fired  most  of  its  remaining  3,500  employees,  and  launched  an 
all-encompassing  criminal  investigation. 
EXONERATED.  Even  before  a  grand  jury  was  impaneled,  S&L 
regulators  fined  Barton  and  three  other  Landmark  directors 
$1  million  apiece  plus  $500,000  each  per  day.  At  the  same 
time,  the  authorities  froze  not  only  the  Landmark  Four's 
bank  accounts  but  those  of  their  close  relatives  as  well.  Bar- 
ton, whose  net  worth  once  had  exceeded  $100  million,  lost 
everything  but  his  house,  which  he  mortgaged  to  pay  his  le- 
gal bills.  Barton  soldiered  on,  but  David  Scott  Cone,  Land- 
mark's earnest,  tightly  wound  controller,  apparently  crumpled 
under  the  pressure  brought  to  bear  by  the  government. 
Cone,  a  39-year-old  father  of  two  teenage  girls,  blew  his 
head  off  with  a  shotgun  in  November,  1992. 

The  New  Orleans  grand  jury  sat  for  18  months — three 
times  the  usual  term — but  never  handed  down  a  single  in- 
dictment against  Landmark  or  any  of  its  senior  executives.  On 
Sept.  7,  1999,  a  U.  S.  District  Court  in  Louisiana  exonerated 
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"Barton  was  unquestionably  one  of  the  most  significant 


BY  1982,  BARTON'S  GC 
COURSES  WERE  BIG  HI 


Barton  and  his  colleagues  by  dismissing  the  last  of  the  civil 
charges  brought  against  them.  Even  before  this  latest  victo- 
ry, Landmark  had  gained  the  upper  hand  in  its  long  legal  bat- 
tle with  the  government.  In  late  1997,  the  U.  S.  Court  of  Fed- 
eral Claims  ruled  that  the  government  had  breached  its  s&L 
acquisition  contracts  with  Landmark.  A  trial  is  now  under 
way  in  the  same  court  to  fix  the  amount  of  damages  the  U.  S. 
must  pay  Landmark.  The  company  is  seeking  $750  million. 
"REAL  POUNDING."  All  Americans  are  innocent  until  proven 
guilty,  but  few  have  had  their  innocence  vetted  as  thor- 
oughly as  Barton's.  "Jerry  Barton  was  unquestionably  one  of 
the  most  significant  victims  of  the  anti-s&L  hysteria,"  says 
William  B.  Dockser,  chairman  of  cri  Inc.,  a  real  estate  in- 
vestment company  that  had  extensive  dealings  with  Land- 
mark in  the  1980s.  "He's  a  seriously  honest  man  who  took  a 
real  pounding." 

Landmark  is  only  one  of  125  s&L  owners  that  brought 
breach-of-contract  suits  against 
the  government.  The  Justice 
Dept.  is  vigorously  contesting  al- 
most all  of  them.  "A  lot  of  the 
damage  claims  are  extremely  inflated,"  says  Stuart  Schiffer,  a 
deputy  assistant  attorney  general.  Even  so,  by  Justice's  own 
rough  estimate,  resolving  these  so-called  Winstar  cases  could 
add  $32  billion  to  the  $154.5  billion  already  expended  on  the  S&L 
bailout.  Schiffer  would  not  speak  specifically  about  Landmark. 
This  bitterly  contested  litigation  also  has  reinflamed  the  po- 
litically explosive  issue  of  how  blame  for  the  S&L  fiasco 
should  be  apportioned.  There  is  a  lingering  popular  perception 
that  the  mess  was  perpetrated  by  crooked  operators  who 
turned  s&Ls  into  their  personal  piggybanks.  The  escapades  of 
such  s&L  high  rollers  as  Charles  H.  Keating  Jr.,  David  Paul, 
and  Don  Dixon  received  lots  of  press  attention.  But  all  the 
available  evidence  suggests  that  fraud  was  only  a  minor 
cause  of  the  thrift  debacle.  In  1993,  a  commission  appointed 
by  Congress  found  that  fraud  accounted  for  no  more  than 
15%  of  the  cost  of  the  s&L  bailout.  Most  other  estimates 

76  BUSINESS  WEEK  /  OCTOBER  11,   1999 


victims  of  the 
anti-S&L  hysteria. 
He's  a  seriously 
honest  man . . ." 


People 


are  much  lower,  3%  to 
A  far  more  conseque 
ingredient  was  the  rec 
setting  surge  in  interest  i 
that  began  in  the  late  1 
and  peaked  at  21%  in  1 
To  attract  deposits,  n 
S&Ls  were  forced  to 
much  higher  rates  than 
could  earn  on  their  mortj 
portfolios.  By  some  estimates,  fully  half  of  the  nation's 
s&Ls  were  headed  inexorably  to  insolvency  by  the  early  15 
But  instead  of  arranging  a  costly  burial,  Congress  and 
Reagan  Administration  applied  the  suspect  balm  of  pa 
deregulation.  The  government  continued  to  insure  dep( 
even  as  it  freed  thrifts  to  try  to  earn  their  way  out  of  lc 
ing  insolvency  by  moving  into  higher-risk  sorts  of  lending 
investing.  At  the  same  time,  regulators  relied  heavily  or 
counting  gimmickry  to  repackage  insolvent  thrifts  for  rei 
Most  important,  buyers  could  take  the  difference  between 
purchase  price  and  the  market  value  of  a  failed  institu 
and  count  it  as  capital.  In  this  way,  Washington  ere; 
many  billions  of  dollars  of  so-called  supervisory  goodwil 
The  government's  hastily  improvised  damage  control  b 
fired,  giving  rise  to  a  monumental  wave  of  ill-conceived 
investments.  In  1989,  Congress  finally  faced  up  to  the  n 
nitude  of  thrift  losses,  appropriating  $145  billion  through 
Financial  Institutions  Reform,  Recovery  &  Enforcement 
(firrea).  The  bill  wiped  out  supervisory  goodwill,  rende: 
many  s&ls  .instantly  insolvent.  It  also  shifted  responsibility 
policing  thrifts  to  a  new  agency,  the  Office  of  Thrift  Sui 
vision  (OTS),  which  was  given  draconian  powers  to  root 
and  prosecute  s&L  crime. 

Like  the  other  thrift  operators  that  sued  for  breach  of 
tract  in  the  mid-1990s,  Landmark  essentially  argued  th, 
deal  is  a  deal,  period.  The  Justice  Dept.  countered  that 


run  with  it. 


©  you  have  ideas,  run  with  them.  Sun,  AOL  and  Netscape 
got  together  and  ran  with  some  ideas  of  their  own.  they 
formed  the  Sun-Netscape  Alliance  and  created  iPlanet 
Internet  and  e-commerce  software.  iPlanet  software  puts 
virtually  every  aspect  of  your  business  on  the  Internet,  it  gets 
ideas  out  of  your  head  and  puts  them  into  the  Net  Economy. 

ready,  set,  go.  run  with  it.  www.iplanet.com 
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U.  S.  should  be  immune  from  liability  for  its  "sovereign 
acts"  because  of  its  overarching  duty  to  safeguard  the  na- 
tional interest.  In  1996,  the  issue  reached  the  U.  S.  Supreme 
Court,  which  ruled  7  to  2  that  the  government  had  indeed 
breached  its  contracts  with  Winstar  Corp.,  a  Minnesota 

thrift,  and  two  other  s&ls, 
paving  the  way  for  similar  suits. 
In  the  majority  opinion,  Justice 
David  H.  Souter  wrote  that  "it 
would  . . .  have  been  madness"  for  s&L  purchasers  to  enter 
into  contracts  that  the  government  could  break  at  will. 

The  action  then  shifted  to  the  Court  of  Claims  in  Wash- 
ington, where  the  damage  cases  of  all  125  different  plaintiffs 
were  to  be  individually  adjudicated.  In  late  1997,  Chief  Judge 
Loren  A.  Smith  issued  his  first  ruling  in  the  matter,  finding  in 
favor  of  Landmark  and  three 
other  plaintiffs  and  lambasting 
the  government  for  its  handling 
of  the  case:  "The  United  States 
has  not  acted  in  a  manner  wor- 
thy of  the  great,  just  Nation  it 
is.  Because  the  dollars  at  stake 
appear  to  be  so  large,  the  gov- 
ernment has  raised  legal  and  fac- 
tual arguments  that  have  little 
or  no  basis  in  law,  fact,  or  logic." 
Landmark's  s&L  nightmare  of- 
fers a  particularly  revealing  look 
at  the  firrea  debacle.  When  the 
bill  was  passed,  Landmark's 
thrift — Oak  Tree  Savings  Bank — 
ranked  among  the  best-capital- 
ized s&Ls  in  the  country.  With 
$600  million  in  equity  capital  un- 
derpinning $2.5  billion  in  assets, 
Oak  Tree's  24%  capital  ratio 
vastly  exceeded  the  required 
minimum  of  3% — even  after  its 
$150  million  in  supervisory  good- 
will was  stripped  out.  Nor  did 
Barton  bear  any  resemblance  to 
the  stereotypical  self-dealing  s&L 
miscreant.  "Most  of  us  who  knew 
Jerry  well  were  shocked  by 
what  happened  to  him,"  says 
Representative  Sam  Farr  CD- 
Calif.).  "He  is  not  a  bitter  man, 
but  he  has  every  right  to  be." 
DISARMING  MIXTURE.  Barton 
has  spent  long  hours  pondering 
the  essence  of  golfs  appeal  but 


the  Depression.  His  parents,  R.  Lewis  and  Dollye  Bi 
made  a  decent  living  as  school  teachers.  But  many  of| 
neighbors  survived  only  by  grasping  lifelines  extended 
Washington.  "I  grew  up  a  New  Deal  Democrat,"  Bl 
says.  "I  thought  the  government  was  there  to  help  you 
When  the  school  board  in  Stroud  banned  married  col 
from  the  classroom,  the  Bartons  resigned  and  went  into| 
ness,  founding  Stroud's  first  movie  theater.  In  1941,  the 
ily  moved  to  Oklahoma  City.  Barton  Theatre  Co.  bougl 
farms  ringing  the  city  and  at  its  peak  owned  a  dozen  the| 
mostly  drive-ins. 

Jerry  caught  the  entrepreneurial  bug  early.  By  15,  h^ 
saved  enough  money  from  the  popcorn  concession  he  ope 
at  one  of  the  family  theaters  to  buy  a  house  at  a  busy 
section  in  the  suburbs.  He  sold  the  lot  to  a  gas  statioj 

veloper,  moved  the  house  [ 
cheaper  lot,  rented  it  out,  | 
the  income  to  buy  another 
and  so  on.  By  the  time  he 
off  to  the  University  of 
homa  at  Norman,  he  owne 
rental  properties. 

Barton  went  on  to  law  s\ 
at  Oklahoma  and  spent 
years  in  Washington  as  a  laj 
for  the  Defense  Dept.,  rett 


LETS  NOT  MAKE  A  DEAL 


Landmark  found  two  buyers  for  its  trophy  re- 
sorts, but  the  government  rejected  both  deals. 
In  the  end,  the  properties  were  sold  at  auction 
for  much  less. 

to  Oklahoma  City  in  1958. 
the  next  dozen  years,  he  [ 
thodically  built  a  seven-figurd 
worth  by  developing  just  a| 
anything  he  could  persua<f 
bank  to  finance-shopping^ 
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has  never  played  a  single  hole.      •" : : renamed  Landmark  Land, 

His  devotion  to  property  devel-      *Excludes  loans  amounting  to  $54.2  million  **Excludes  loans  amounting  to  $8.1  million      Barton  discovered  his  call 


*Hon  made  no  offer  tlncludes  assets  not  listed  above 


opment  is  so  complete  that  he 
simply  has  no  interest  in  recreation.  "Jerry  is  a  workaholic  in 
every  sense  of  the  word,"  says  Bernard  G.  Ille,  a  former 
Landmark  director  and  longtime  Barton  family  friend.  "His 
hobby  is  his  business." 

But  if  Barton  is  as  driven  as  any  Wall  Street  warrior,  his 
manner  is  strictly  Main  Street  casual.  He  stopped  wearing  a 
wristwatch  years  ago  and  comports  himself  with  a  cheerful 
congeniality  that  makes  it  seem  as  if  there  is  nothing  he 
would  rather  do  than  sit  and  talk  to  anyone  who  crosses 
his  path.  Barton's  conversation  is  a  disarming  mixture  of 
plain  talk,  humor,  and  erudition,  as  befits  an  Oklahoma  coun- 
try boy  who  studied  political  history  at  Oxford  University  and 
metaphysics  at  the  University  of  Chicago. 

Born  in  1931  in  tiny  Stroud,  Barton  grew  up  in  a  part  of 
the  country  devastated  by  the  twin  scourges  of  drought  and 


DATA:  LANDMARK,  RTC 


golf  resort  development. 

Landmark's  first  project,  begun  in  1973,  was  Oak  Trej 
1,094-acre  residential  community  in  Edmond,  Okla.  It 
resounding  success,  largely  because  the  golf  course  that  I 
its  centerpiece  was  hailed  as  one  of  America's  50  best.  It 
the  first  of  many  Landmark  courses  designed  by  Pete  Dj 
star  golf  architect  nicknamed  the  "Marquis  de  Sod"  becau 
the  difficulty  of  his  courses.  Landmark  was  especially  ac 
in  Southern  California,  where  it  developed  five  gated 
munities.  Many  Landmark  executives,  including  BarJ 
moved  to  California. 

Although  Landmark  quickly  won  the  respect  of  the 
world,  Wall  Street  was  another  matter.  Its  thinly  tra 
stock  bumped  along  at  $1  to  $2  a  share  for  most  of  I 
1970s.  But  in  the  early  1980s,  Barton's  costly  investment 
real  estate  began  to  pay  off.  The  stock  soared  from 
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1982  to  a  high  of  25%  in  1986.  Barton  held  29% 
of  the  stock,  but  many  of  Landmark's  employees 
also  shared  in  the  bonanza  through  the  compa- 
ny's 401(k)  plan. 

The  idea  of  acquiring  an  insolvent  s&L  first 
occurred  to  Barton  as  he  pondered  the  problems 
of  Landmark's  homebuilding  operations  in 
Louisiana  during  the  recession  of  1981-82.  If 
Landmark  were  to  acquire  and  revive  a  failed 
thrift,  it  not  only  would  be  able  to  spur  home 
sales  by  providing  mortgages  but  also  would 
gain  a  relatively  cheap  source  of  financing  for  its 
resort  development  projects. 

True  to  form,  Barton  accentuated  the  positive. 
"Dad  always  takes  the  optimistic  view,"  says 
G.  Douglas  Barton,  a  longtime  Landmark  exec 
himself.  "There's  no  negative  in  it."  In  fact, 
there  was  a  reason  that  few  developers  bought 


insolvent  thrifts:  It  was  highly  risky. 
Converting  negative  net  worth  into 
working  capital  might  bring  a  dead 
thrift  back  to  life,  but  it  did  nothing  to 
solve  the  business  problems  that  had 
killed  it  in  the  first  place. 

In  1982,  Landmark  acquired  Dixie 
Federal  Savings  &  Loan  Assn., 
Louisiana's  largest  insolvent  thrift. 
Landmark's  assistance  agreement  with 
the  government  gave  it  40  years  to 
write  off  $101  million  in  supervisory 
goodwill.  Initially,  Landmark's  finan- 
cial exposure  was  limited  to  the  $20 
million  worth  of  real  estate  it  con- 
tributed to  Dixie's  recapitalization.  But 

in  1983,  Barton  decided  to  transfer  Landmark's  remaining  real 
estate  to  Dixie  and  make  it  his  principal  property  develop- 
ment vehicle. 

Barton  brought  in  new  s&L  executives,  who  managed  to 
steadily  reduce  the  thrift's  operating  losses  with  imagina- 
tive solutions  to  chronic  problems.  For  example,  the  new 
Dixie  opened  its  own  factory  to  refurbish  the  hundreds  of  mo- 
bile homes  that  the  old  Dixie  had  repossessed  and  left  to  rust 
in  trailer  parks.  In  1986,  Landmark  absorbed  a  second,  small- 
er insolvent  thrift,  St.  Bernard  Federal  Savings  &  Loan 
Assn.  in  Chalmette,  La.  In  approving  the  purchase,  the  Fed- 
eral Home  Loan  Board's  region- 
al office  in  Little  Rock,  offered  a 
ringing  endorsement  of  Barton 
and  company:  "Since  Dixie  was 
acquired . . .  the  association  has  been  turned  around  and  is 
considered  to  be  one  of  the  better  operated  associations  in 
this  district." 

As  Barton  had  envisioned,  s&L  ownership  enabled  Land- 
mark to  finance  its  real  estate  projects  at  three-fourths  of  a 
percentage  point  below  market  rates.  It  is  hard  to  say 
whether  Landmark's  savings  exceeded  the  modest  operating 
losses  sustained  by  Dixie  and  St.  Bernard's,  which  were 
merged  and  renamed  Oak  Tree  Savings.  But  Landmark  was 
able  to  post  a  net  profit  every  year  except  1987  while  the  val- 
ue of  its  real  estate  holdings  soared — to  nearly  $1.9  billion  by 
mid-1989,  according  to  Deloitte  &  Touche. 

Even  so,  in  1988,  Barton  boldly  set  out  to  reinvent  Land- 
mark. He  created  a  new  subsidiary,  Oak  Tree  Capital,  to 
manage  insolvent  s&Ls  under  contract  to  the  government 
and  to  acquire  thrift-tainted  real  estate  for  its  own  account. 
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According  to  his  widow,  Gone  "was  just  incredulous  that  anyone  would 


If] 
shopi 


People 


do  something  wrong" 


AMID  THE  PRESSURES  OF  THE  PROBE, 
LANDMARK  CONTROLLER  CONE  KILLED  HIMSl 


"We  were  going  to  make  this  a  really  big 
ness,"  Barton  says.  At  the  same  time,  he  put  u 
sale  every  piece  of  property  Landmark 
Japanese  investors  had  bid  up  the  price  of  p 
U.  S.  commercial  real  estate  to  irresistible  an 
Barton's  view,  unsustainable  levels. 

Had  Barton  been  able  to  implement  his  strai 
he  might  well  be  a  billionaire  today.  Landmark 
able  sell  much  of  its  undeveloped  acreage  at  a  hefty  profit 
was  well  into  negotiations  with  several  bidders  eager  to 
its  resorts.  But  then,  in  August  of  1989,  along  came  FIR] 
which  invalidated  Landmark's  basic  business  strategy  w 
casting  a  pall  over  the  entire  s&L  industry. 
DOUBLE  WHAMMY.  The  bill  gave  s&Ls  five  years  to  pi 
out  of  real  estate  ownership,  but  imposed  penalties  desig 
to  accelerate  the  process.  On  June  30,  1990,  thrifts  ha< 
write  off  10%  of  the  value  of  their  property  portfolio 
mandatory  writedown  rose  to  15%  the  next  year  and  20% 
following  year,  and  so  on — even  as  supervisory  goodwill 
being  stripped  from  s&L  balance  sheets.  This  double  dev 
ation  whammy  could  send  even  a  healthy  institution  spira  ^ , 
into  insolvency  if  it  did  not  swiftly  decouple  its  thrift  and 
estate  operations. 

FIRREA  created  two  new  agencies:  the  OTS,  which  reguk 
solvent  thrifts,  and  the  Resolution  Trust  Corp.  (RTC),  wl 
took  over  insolvent  ones.  Acting  on  the  premise  that  reg 
tory  laxity  had  exacerbated  the  thrift  industry's  finan 
woes,  Congress  granted  the  OTS  extraordinary  enforcem 
powers.  The  political  pressure  brought  to  bear  on  the  OTS 
trict  office  in  Dallas  was  especially  intense.  No  other  par  lite 
the  country  had  been  afflicted  by  as  many  thrift  failures 
had  the  five  states  under  its  jurisdiction:  Texas,  Louisiana, 
lahoma,  New  Mexico,  and  Mississippi. 

To  run  the  Dallas  office,  the  ots  brought  in  Billy  C.  W( 
a  native  Texan  of  taciturn  demeanor  and  authoritarian  bt 
Gregory  V.  Goggans,  the  ots  resident  examiner  for  Oak  T 
Savings,  referred  to  Wood,  his  boss,  as  "The  Big  Kahuna' 
his  court  testimony  for  the  Landmark  case.  "If  Billy  W< 
said  it,  that's  the  way  it  was  going  to  be "  Goggans  te 
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If  you  think  the  Internet  has  made  it  easy 
shoppers,  imagine  what  it's  done  for  thieves. 


?t  Fraud  is  a  reality.  When  a  purchase  is  made  with  a  stolen  or  fake  credit  card  the 
[ant  pays,  because  Internet  merchants  are  100%  liable  for  fraud.  So  make  it  easy 
rself  with  CyberSource  Internet  Fraud  Screen.  Proven  by  hundreds  of  leading 
;t  merchants,  it's  capable  of  controlling  credit  card  fraud  to  less  than  one  percent, 
o  an  important  part  of  the  CyberSource  Internet  Commerce  Suite" — mission-critical, 
ne  eCommerce  transaction  services  that  support  reliable  and  secure  back-office 
ons.  Visit  www.cybersource.com/fraud  or  call  1-888-330-2300  today.  And  you'll  get 

li;U\lite  paper,  "Credit  Card  Fraud  on  the  Net:  What  Merchants  Need  to  Know."  It's  the 

mKi  :dge  you  need  to  stop  Internet  thieves. 
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that  help  maximize  risk-free  sales 

at  peak  order  volume 
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fied.  "Anybody  that  crossed  Billy  Wood  in  the  Dallas  office 
wasn't  around  much  longer." 

Suddenly  Barton's  very  style  of  doing  business  was  a 
provocation.  Steeped  in  the  nuances  of  real  estate  finance  and 
taxation,  he  often  crafted  the  sort  of  complex  transactions  that 

tended  to  arouse  the  suspicions 
of  regulators.  What  is  more,  he 
was  so  confident  of  his  own 
judgment  that  he  often  did  not 
bother  to  bring  in  outside  appraisers  to  value  Landmark's 
properties.  While  the  FHLB  was  generally  willing  to  give 
Barton  the  benefit  of  the  doubt,  the  ots  was  not.  They  re- 
quired documentation — and  lots  of  it. 

On  Sept.  8,  1989,  one  month  after  firrea  was 
enacted,  Goggans  completed  a  six-month  exami- 
nation of  Oak  Tree.  Goggans  recommended  that 
the  s&L  be  forced  to  write  off  $77  million  of  its 
$178  million  in  loans  to  cri,  its  largest  borrower, 
even  though  the  company  had  not  missed  a  single 
loan  payment.  The  problem,  as  the  examiner  saw 
it,  was  that  the  La  Quinta  Hotel  in  Palm  Springs 
and  the  other  properties  securing  the  loans  were 
worth  only  $101  million.  Barton  disagreed  vehe- 
mently and  made  use  of  every  form  of  recourse 
open  to  him,  including  belatedly  hiring  independent 
appraisers.  Although  the  outside  experts  general- 
ly sided  with  Barton,  the  ots  forced  Landmark  to 
rescind  a  $32  million  profit  it  booked  on  one  sale  to 
cri  and  set  up  $63  million  in  loan  loss  reserves. 
Wood  and  Goggans  both  declined  to  be  inter- 
viewed, citing  a  Justice  Dept.  request  made  of  all 
its  witnesses  in  the  Landmark  case. 

While  the  La  Quinta  and  other  accounting  dis- 
putes played  out,  Barton  was  trying  with  increas- 
ing desperation  to  extricate  his  real  estate  business 


thrifts  had  encountered  selling  into  a  glutted  pr< 
market  by  issuing  a  ruling  allowing  exactly  this 
transaction. 

The  phrasing  of  Twomey's  letter  seemed  to  leave  op| 
possibility  that  Hon  could  gain  ots  approval  by  r< 
his  offer.  Hon  was  eager  to  try,  but  later  complaine| 
Twomey  and  the  ots  "stonewalled"  him.  "They  w< 
talk  with  us  on  the  phone,  they  wouldn't  write  us  a 
they  wouldn't  do  anything,"  Hon  testified  in  a  depc 
Says  Twomey:  "I  am  not  in  a  position  to  comment." 

Immediately  after  the  Hon  deal  collapsed,  the  Bass 
reapproached  Landmark,  offering  about  $900  million 


In  1989,  Congress  created 
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of  Thrift  Supervision,  and  gave  it  draconian  powers  to  police  S&Ls 


from  his  s&L  without  destroying  either.  Two  leading  con- 
tenders emerged:  Robert  M.  Bass,  a  Texas  oil  billionaire 
who  had  acquired  a  large  California  thrift  in  insolvency,  and 
Barry  G.  Hon,  a  wealthy  Orange  County  homebuilder.  Each 
hankered  for  the  same  basic  assets,  Landmark's  prime  resorts 
in  California  and  other  states  (table,  page  78). 
"UNSAFE,  UNSOUND."  Hon  outbid  the  Bass  Group,  offering 
$992  million  for  19  golf  courses,  four  hotels,  and  thousands  of 
acres  of  undeveloped  land.  Barton  told  Landmark's  directors 
that  the  company  could  generate  another  $200  million  to 
$300  million  if  regulators  were  willing  to  give  him  time  to 
sell  the  assets  individually.  Still,  the  Hon  sale  would  enable 
Oak  Tree  to  book  a  $470  million  profit,  which  would  go  a 
long  way  toward  ensuring  the  thrift's  ability  to  continue 
meeting  FlRREA's  stringent  capital  requirements. 

On  Apr.  10,  Barton  flew  to  Dallas  and  hand-delivered  to 
Neil  J.  Twomey,  the  ots  caseload  manager  for  Oak  Tree,  a 
signed  purchase  agreement.  Assuming  the  sale  as  good  as 
done,  Barton  flew  back  to  Dallas  on  May  4  to  tell  Twomey  of 
his  plans  to  sell  the  remaining  half  of  Landmark's  real  es- 
tate. Twomey  handed  Barton  a  letter  rejecting  the  deal  as 
"unsafe  and  unsound  ...  as  currently  proposed" — mainly  be- 
cause Hon  planned  to  finance  its  purchase  with  a  $770  mil- 
lion loan  from  Oak  Tree.  The  decision  was  especially  puzzling 
since  the  ots  had  just  acknowledged  the  difficulties  most 
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same  package  of  properties.  Put  off  by  what  he  saw  as 
low-ball  bid,  Barton  hired  Salomon  Brothers  to  orgai 
global  solicitation.  The  investment  bank  gathered  25  offc 
all  or  part  of  Landmark's  resort  holdings.  On  July  18,  a 
of  Salomon  bankers  spent  several  hours  briefing  Wood,  '. 
ey,  and  other  ots  officials  on  the  negotiations. 

Five  days  later,  Twomey  scandalized  Landmark 
tives — as  well  as  some  of  his  colleagues — by  resigning  jf 
the  ots  to  take  a  job  in  California  with  an  s&L  owned  l 
Bass  Group.  Landmark  alleged  in  its  suit  against  th«  U 
ernment  that  Twomey  had  supplied  confidential  inforn 
to  the  Bass  Group.  Worse,  Landmark  charged,  Twome 
blocked  its  sale  to  Hon  because  he  "was  seeking  to 
Landmark  to  sell  the  real  estate  to  his  soon-to-be-emu 
Bass."  Says  a  spokesperson  for  the  Bass  Group:  "Th« 
gations  are  false,  and  the  facts  in  the  matter  spea 
themselves."  Twomey  vehemently  denied  any  wrong 
when  questioned  by  government  investigators.  The 
of  the  Inspector  General  found  no  evidence  of  wrongdoi 
Twomey.  "However,"  the  oig's  report  states,  "the  investi: 
did  result  in  finding  that  an  obvious  perception  was 
that  Mr.  Twomey's  actions  were  improper." 

The  Hon  offer  may  have  been  Landmark's  best  chanc 
it  was  not  its  last  one.  The  high  bidder  in  the  Salomon  a 
was  Daiichi  Real  Estate,  which  offered  $847  million  fc  [ 
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same  properties  for  which  Hon  had  bid  $992  million.  However, 
the  Japanese  giant  offered  more  cash — $308  million  to  $220 
million.  The  parties  reached  an  agreement  in  late  1990  and 
nervously  awaited  the  ots's  verdict. 

Billy  Wood  expressed  no  opinion  about  the  transaction 
but  stipulated  the  deal  close  by 
Mar.  31,  1991.  This  was  a  de- 
manding schedule  for  so  large  a 
transaction,  but  it  suited  Bar- 
ton's purposes.  By  this  time,  the  U.  S.  economy  was  stumbling 
into  a  brief  but  severe  recession,  crimping  Landmark's  oper- 
ations across  the  board  and  leaving  it  in  violation  of  the  S&L 
capital  requirements  set  by  firrea.  The  combination  of  op- 
erating losses  and  OTS-mandated  writedowns  would  produce  a 
horrendous  loss  of  $221  million  for  1990. 

The  ots  had  required  all  of  24  days  to  categorically  reject 
the  Hon  deal.  But  now,  with  Landmark's  survival  hanging 
ever  more  precariously  in  the  balance,  the  ots  set  about 
evaluating  the  Daiichi  offer  in  painstaking  fashion,  even  hir- 
ing a  Wall  Street  investment  banking  adviser,  Kidder  Peabody 
&  Co.  Landmark  and  Daiichi  met  Wood's  deadlines,  Kidder 
took  a  favorable  opinion  of  the  sale,  and  yet  the  OTS  never  did 
rule.  In  September,  1991,  Daiichi  withdrew  its  bid. 

In  its  lawsuit,  Landmark  alleged  that  the  government  had 

BASS  (BELOW)  WAS  OUTBID  BY  HON  FOR  THE  LANDMARK 
PROPERTIES,  BUT  THE  OTS  REJECTED  HON'S  OFFER 

"slowed  down  the  Daiichi  transac- 
tion in  every  way  possible"  and 
that  "after  months  of  considera- 
tion, the  government  made  unrea- 
sonable and  unnecessary  demands 
on  Daiichi,  killing  the  deal."  ots 
Director  Timothy  Ryan  told  re- 
porters at  the  time  that  Daiichi 
had  failed  to  disclose  the  names 
of  Japanese  investors  who  were 
joining  it  in  the  purchase.  "This 
fell  apart  because  of  internal  deci- 
sions in  Japan,"  Ryan  said. 

On  Sept.  29,  1991,  the  attention 
of  the  golf  world  was  riveted  on 
Landmark's  newest  creation,  the 
Ocean  Course  on  Kiawah  Island, 
S.  C.  It  was  not  until  the  German 
Bernhard  Langer  missed  a  putt 
on  the  18th  green  that  the  U.  S. 
was  assured  victory  in  one  of  the 
greatest  Ryder  Cup  matches  in 
history.  Memorialized  as  "The  War 
at  the  Shore,"  the  Ryder  Cup 
brought  the  Ocean  Course  recog- 
nition as  one  of  the  world's  great  new  golf  courses. 

Landmark  had  acquired  the  island  site  in  early  1989  and 
promptly  persuaded  the  PGA  of  America  to  switch  the  Ryder 
Cup  from  its  PGA  West  course  in  California  to  what  was 
then  nothing  but  a  sand  dune.  Even  as  it  was  scrambling  to 
sell  its  resorts  before  the  ots  seized  them,  Landmark  also  was 
racing  to  complete  the  Ocean  Course  for  the  Ryder  Cup. 

Barton's  enjoyment  of  the  Ocean  Course's  triumphant  de- 
but was  undercut  by  the  likelihood  that  the  ots  soon  would 
seize  Oak  Tree  Savings.  The  S&L  was  insolvent,  but  the  re- 
sorts were  still  humming  along.  Based  on  his  dealings  with 
the  ots,  Barton  feared  that  the  government  would  be  unable 
or  unwilling  to  preserve  the  value  of  the  resorts  and  safe- 
guard the  interests  of  their  residents  and  club  members. 

On  Oct.  10,  Barton  seized  the  legal  initiative  by  instruct- 
ing Landmark's  lawyers  to  seek  Chapter  11  protection  for 
Oak  Tree's  real  estate  subsidiaries.  According  to  an  ots 
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spokesman,  this  was  the  first  and  only  time  a  thrift  use( 
federal  bankruptcy  code  to  forestall  ots  action.  Despite 
novelty  of  the  move,  a  federal  bankruptcy  court  in  S 
Carolina  immediately  issued  a  restraining  order,  as  Bi 
had  hoped. 

The  ots  and  rtc  seized  Oak  Tree's  thrift  operations 
also  lowered  the  boom  on  Barton  and  three  other  direc 
The  government  fined  each  of  them  $500,000  a  day  every 
the  Chapter  11  filing  was  in  effect  and  froze  their  banl 
counts  and  those  of  their  immediate  relatives  as  well.  U 
firrea,  the  ots  could  impose  such  penalties  without  a  1 
ing  or  offering  any  evidence  of  wrongdoing.  Not  long  a 
ward,  the  U.  S.  Attorney  in  New  Orleans  opened  a  grand 
investigation  into  allegations  of  mismanagement  and  sel 

richment  against  Barton  and 
er  Landmark  executives. 

Chapter  11  has  long  bee 
legally  sanctioned  haven  for  t 
bled  companies  to  keep  their  ( 
itors  at  bay  while  reorganis 
However,  in  bringing  suit  in 
eral  court  to  overturn  Landm 
bankruptcy  protection,  the  oti 


The  government 
fined  Barton 
$500,000  a  day    m 
and  froze  not  only  his  accounts  buj 
those  of  his  immediate  relatives 


gued  that  its  Chapter  11  filing  was  illegal  because  it  viol; 
an  agreement  Barton  had  signed  in  early  1991,>promisin; 
seek  the  agency's  approval  for  any  "material  transacti 
What  is  more,  prosecutors  reportedly  tried  to  persuade 
grand  jury  that  Landmark's  bankruptcy  filing  was  the  pi 
uct  of  a  longstanding  conspiracy  to  defraud  the  U.  S.  f 
ernment.  The  U.  S.  Attorney's  office  in  New  Orleans 
clined  to  comment. 

FALSE  REPORTS?  Scott  Cone,  Landmark's  controller,  m 
himself  a  prime  target  merely  by  signing  the  Chapter 
papers.  But  according  to  his  widow,  Cone  also  was  spoiling 
a  fight.  "He  was  just  incredulous  that  anyone  would  tl 
Landmark  would  ever  do  something  wrong,"  says  his  wid 
Debbie  Cone  Kreller.  In  April,  1992,  the  ots  brought  an 
ministrative  action  against  Cone,  accusing  him  and  one  of 
subordinates  of  perpetrating  a  "massive  deception"  by  fi 
false  reports  with  the  agency.  Cone  and  his  colleague  del 
the  charges. 

In  August,  1992,  a  federal  appeals  court  stripped  Landm 
of  its  Chapter  11  protection.  The  court  did  not  address 
charges  the  ots  had  levied  against  Barton  and  his  collea] 
but  did  find  that  firrea  gave  regulators  powers  that 
rode  the  federal  bankruptcy  code:  "The  RTC  cannot  be 
sidered  just  another  creditor  of  a  company  in  bankrupt* 
The  rtc  soon  seized  all  Landmark's  properties. 

Up  to  this  point,  Landmark  had  been  allowed  tol 
Cone's  legal  bills.  But  now  the  controller  was  on  his  o1 
broke  and  unemployed.  On  Oct.  30,  Cone  settled  with  the  ( 
admitting  no  wrongdoing  but  consenting  never  again  to 
for  a  bank  or  thrift.  According  to  Landmark  sources,  o: 
continued  to  try  to  pressure  Cone  into  providing  evi 
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against  Barton  by  refusing  to  give 
written  assurance  that  it  would  not 
sue  him  to  pay  their  attorney's  fees 
in  the  matter. 

Cone  killed  himself  the  day  before 
Thanksgiving.  His  widow  was  taken 
directly  from  her  husband's  funeral  to 
the  sheriffs  office  in  Covington,  La. 
There,  according  to  Kreller,  FBI  agents 
pressured  her  into  letting  them  search 
her  house,  even  implying  that  Barton 
had  had  her  husband  murdered.  She 
refused.  Over  the  next  few  weeks, 
government  agents  showed  up  sever- 
al times  at  her  house,  demanding  to 
search  the  premises,  she  says.  Since 
no  warrant  was  ever  produced, 
Kreller  would  not  let  them  in. 
AUCTIONED  OFF.  Finally,  she  was 
frightened  into  cooperating  by  a  tele- 
phone call  from  Patrice  Harris  Sulli- 
van, an  assistant  U.  S.  attorney  in 
New  Orleans.  According  to  Kreller, 
Sullivan  implied  that  she  and  her 
daughters  might  be  in  danger.  Not  sure  what  that  danger 
might  be,  Kreller  accepted  Harris'  offer  of  protection.  A  pair 
of  FBI  agents  immediately  drove  Kreller  to  New  Orleans. 
"They  were  very  nice  but  kept  asking  me  questions  like,  Did 
I  know  Jerry  Barton?  Had  I  ever  been  to  a  party  at  his 
house?"  She  carried  with  her  a  box  of  her  husband's  papers. 
She  turned  the  box  over  to  a  judge  and  took  a  bus  home. 

Kreller  never  was  called  be- 
fore the  grand  jury.  Sullivan  did 
not  respond  to  requests  for  com- 
ment. An  FBI  spokesman  said 
the  bureau  would  have  no  comment  on  the  matter,  because 
Landmark's  case  against  the  government  is  still  pending. 

If  not  for  firrea,  Oak  Tree  Savings  might  well  have  sur- 
vived the  recession  of  1991,  as  Landmark  subsidized  its  loss- 
es from  the  vast  storehouse  of  real  estate  value  it  had  built 
over  20  years.  It  is  also  possible  that  Oak  Tree  might  have 
survived  FIRREA  had  regulators  approved  either  the  Hon  or 
Daiichi  deals.  At  a  minimum,  these  transactions  would  have 
cut  Oak  Tree's  losses. 

As  it  was,  though,  Oak  Tree  Savings  was  liquidated  by  the 
government  at  a  gross  cost  of  about  $1.4  billion,  ranking  it 
tenth  on  the  list  of  costliest  s&L  bailouts.  In  1993,  the  rtc  auc- 
tioned off  Landmark's  prime  resorts  for  $404  million,  or 
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about  55%  of  book  value.  Not 
after  the  sale,  the  ots  amend* 
administrative  charges  against  B 
and  his  three  fellow  directors, 
agency  dropped  its  allegations  of 
enrichment  and  reduced  the  ace 
lated  fines,  to  $16.7  million  in 
ton's  case.  The  ots  action  is 
pending  but  has  been  dormant 
1994  and  is  unlikely  to  be  reviv 
Even  the  head  of  the  ots  a] 
ently  had  second  thoughts 
firrea,  at  least  in  terms  of  iti 
pact  on  the  350  thrifts  that  owned  real  estate  develop 
companies  at  the  time  the  bill  was  enacted.  "For  mai 
these  institutions,  these  assets  are  not  that  bad.  In 
some  of  them  are  very  good,"  Ryan  said  in  testimony  b 
Congress  in  March,  1992 

For  his  part,  Barton  seems  to  be  well  on  his  way  to  r^ 
ing  his  reputation  as  a  preeminent  golf  developer.  His  new 
pany,  Landmark  National,  has  completed  one  resort  in  1 
and  another  in  Mississippi.  Among  the  half-dozen  other  pix 
under  development  is  a  Greg  Norman-designed  course 
spectacular  strip  of  sand  dune  near  the  rustic  village  of  I 
beg  in  County  Clare,  Ireland.  Barton  sees  the  project  a 
tentially  the  crowning  achievement  of  his  career. 

Barton  insists  that  he  is  thinking  more  about  the  fi 
than  the  past,  but  acknowledges  that  he  is  not  withou  I 
grets.  Like  many  former  Landmark  Land  executives,  he 
not  talk  for  long  about  Scott  Cone  without  getting  emot  $6g  y. 
And  the  destruction  of  the  company  he  spent  much  of  hi 
building  still  rankles.  But  even  if  the  current  trial  ends 
only  a  modest  damage  award,  Barton  says  he  will  be  sat 
that  justice  was  done.  "There  is  no  way  for  a  governme  | 
confront  its  mistakes  very  easily.  But  in  the  end,  the  s 
did  work,"  he  says.  "There  was  recourse,  and  you  wo\m 
have  had  that  in  every  country."  pwi* 
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DRUGMAKER,  HEAL  THYSELF 

Does  Abbott  Labs'  new  chief  have  the  right  remedy  to  put  growth  back  on  track? 


The  meeting  wasn't  exactly  what 
Miles  D.  White  expected.  Last 
fall,  White  and  two  other  inter- 
nal candidates  for  the  top  job  at 
Abbott  Laboratories  spent  a  day  at  a 
New  York  hotel  making  presentations  to 
the  board  on  how  they  would  lead  the 
$12.5  billion  health-care  company.  While 
White,  now  44,  had  drawn  up  an  ex- 
tensive blueprint  to  revive  Abbott's 
sluggish  growth,  the  directors  were 
more  interested  in  seeing  how  he  stood 
up  under  pressure.  "The  board  immedi- 
ately tried  to  knock  him  off  his  feet, 
and  he  reacted  very  well,"  recalls  David 
A.  Jones,  chairman  of  Humana  Inc.,  who 
headed  the  committee  handling  Abbott's 
succession. 

The  good  news:  White's  confident  in- 
stincts won  the  board  over,  and  in  Jan- 
uary he  succeeded  longtime  Abbott  chief 
Duane  L.  Burnham.  The  bad  news:  He 
will  need  that  confidence  to  tackle  the 
daunting  challenges.  Although  Abbott 
has  long  churned  out  predictable,  de- 
cent earnings  gains,  that  reliability  had 


a  price.  While  other  drugmakers  bet 
heavily  on  new  blockbuster  drugs  that 
created  years  of  heady  growth,  Abbott's 
plodding  ways  left  it  with  a  sparse 
pipeline,  slowing  growth,  and  subpar 
stock.  White's  prescription:  a  dramatic 
ramp-up  in  research  spending  and  a 
flurry  of  dealmaking.  Indeed,  in  June,  he 
struck    Abbott's    biggest    acquisition 
ever — its  $7.3  billion  purchase  of  drug- 
delivery   specialist   Alza   Corp.    Says 
White:  "The  world  is  changing, 
Bt      and  we  have  to  be  decisive  and 
adaptive." 


W» 


500  nfl 


White's  Rx: 
A  dramatic 
ramp-up  in  research 
spending  and  a  flurry 
of  dealmaking 


Certainly, 
would  argue 
that.  Last  year, 
bott's  sales  incre 
only  5%,  while  < 
ings  grew  11.4%, 
below  the  16.5% 
nual  growth  it 
aged  in  the  late  1 
This  year,  Paine1 
ber  Inc.  analyst  E 
J.  Lothson  figure; 
bott's  net  income 
climb  just  10.39; 
$2.6  billion,  on 
billion  in  sales. 

Yet  while  Wh 
dealmaking  sh 
help,  many  on 
Street  worry  tha 
is  overpaying  foi 
quisitions.  And  s 
ticism  about  any 
minent  rebounc 
rife.  Since  White 
over  in  'January, 
bott's  stock 
dropped  18%,  v 
the  Standard  &  P 
Health  Care  Composite  index  is  c 
around  10%.  "This  takes  time,  and  t 
is  some  [earnings]  dilution  associ 
with  these  fixes,"  says  Merrill  Lyn 
Co.  analyst  Daniel  T  Lemaitre,  spea 
of  White's  overhaul. 
ABOVE  THE  FRAY.  The  biggest  h 
aches  have  been  in  the  company 
billion  drug  operation.  It's  the  lar 
business  at  Abbott,  whose  other 
produce  diagnostic  equipment  for  i 
ical  labs,  hospital  products  such  as 
thesia,  and  nutrition  items  like  th< 
fant  formula  Similac.  Pharmaceut 
also  generate  well  over  50%  of  open 
income,  according  to  analysts. 

But  a  weak  new-product  pipeline 
caused  growth  in  drug  sales  to  p 
met— from  15%  in  1997  to  just  5% 
year.  While  rivals  have  spent  the 
aggressively  striking  acquisition  oi 
marketing  deals,  Abbott  mostly  st; 
out  of  the  fray.  "We  tended  to  find 
sons  why  deals  didn't  make  sense  ra 
than  looking  at  their  strategic  va 
says  Arthur  J.  Higgins,  head  of  p 
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86%  of  Internet  users  have  seen  the  hottest  thing 
on  the  Web.  And  she  ain't  it. 

InfoSpace®  provides  commerce,  content,  communications  and  community  services  to  over 
1,800  Web  sites.  We  help  power  businesses  like  America  Online,  Microsoftf  Lycos*  and  many 
wireless  carriers.  Together  with  our  affiliates  we  reach  over  86%  of  Internet  users.*  Even  Cindy 
can't  come  close  to  that.  To  find  out  more  about  what  makes  us  so  hot,  go  to  www.infospace.com. 
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intel  engineering  is  at  work  in  our  new  world-class 
internet  service  centers,  in  an  economy  where  doing 
business  online  means  having  to  be  ready  for  anything, 
you're  now  more  than  ready,  from  the  command  center, 
where  more  than  8,000  servers  are  closely  monitored 
24/7 — to  the  engineers  and  software  specialists, 
whose  depth  of  experience  and  expertise  can  help  you 
optimize  your  e-business,  the  system  redundancy, 
the  security,  the  attention  to  detail,  it  all  says  that 
you  can  trust  intel  to  host,   manage  and  run  your 

e-bUSineSS.   Make  a  virtual  tour  «■*  intel.com/ebusiness 
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Wanted:  Support 
staff  for  small 
business.  Work 
24  hours  a  day, 
7  days  a  week. 
No  pay. 

How  do  you  turn  a  small  business 
into  a  big  success?  Employ 
Business  Week  frontier  online. 
Offering  the  contents  of  our 
monthly  print  edition  along 
with  exclusive  online-only  news 
and  tools,  frontier  online  is  your 
full-time,  fully  equipped  resource. 
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Featuring  information  on  finding 
investors,  managing  staff  and  benefits, 
utilizing  technology,  market  research 
and  more,  frontier  online  provides 
everything  you  need  to  start  and  run 
your  small  business. 


Visit  us  online  at  y 

frontier.businessweek.com    and 

put   frontier    online    to    work 
for  you. 

Sign  up  for 
our  free  e-mail 
newsletter  @  
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For  advertising  opportunities,  contact  Karen 

Christiansen  at  212-512-6893  or  e-mail 

karen  christiansen@businessweek.com 
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The  Corporation 


maceutical  operations.  Worse,  Abbott 
will  invest  just  $550  million  on  drug  re- 
search last  year.  That's  about  13%  of 
pharmaceutical  sales — well  below  the 
17%-plus  rate  such  market  leaders  as 
Pfizer  Inc.  plow  in. 

But  the  bigger  problem  has  been  Ab- 
bott's undisciplined  approach  to  research. 
Abbott  spent  millions,  for  example,  to 
develop  and  roll  out  an  asthma  drug 
called  Zyflo,  even  after  company  tests 
indicated  that  the  large  doses  needed 
could  cause  liver  prob- 
lems in  some  patients. 
Moreover,  the  drug  de- 
velopment team  didn't 
focus  on  the  product 
improvements  needed 
to  keep  ahead  of  rivals. 
Abbott  didn't  move 
quickly  enough  in  the 
early  1990s  to  develop 
a  once-a-day  or  an  in- 
travenous version  of 
its  $1.2  billion  antibiot- 
ic Biaxin  for  the  U.  S. 
market.  Since  rival 
Pfizer's  Zithromax  has 
those  versions,  Biaxin's 
U.  S.  sales  have 
slipped. 

The  company  has 
taken  some  other  big 
hits  as  well.  In  August, 
Geneva  Pharmaceuti- 
cals Inc.  brought  out  a 
generic  rival  to  Ab- 
bott's $690  million  drug 
Hytrin  for  hyperten- 
sion and  noncancerous 
enlarged  prostate.  That 
is  likely  to  cut  Hytrin 
sales  to  $500  million 
next  year.  And  early 
this  year,  the  Food  & 
Drug  Administration 
halted  sales  of  Abbott's 
$275  million  clot-dis- 
solving agent  Abboki- 
nase  because  of  poor  manufacturing  con- 
trols. "You've  got  three  blockbusters  in 
your  portfolio  that  aren't  doing  what 
they've  done  historically,"  says  John  R. 
Schroer,  portfolio  manager  at  Invesco 
Funds  Group  Inc.,  which  is  a  large  Ab- 
bott shareholder.  "And  there's  nothing 
immediately  to  fill  in  for  them." 
VITALITY  SHOT.  If  anyone  within  Ab- 
bott can  nurse  the  company  back  to 
health,  however,  White  looks  to-  be  the 
one.  A  snowboarding  fan  who  swigs 
Diet  Cherry  Pepsi,  White  brings  vitali- 
ty and  informality  to  the  staid  company. 
A  former  McKinsey  &  Co.  consultant, 
White  joined  Abbott's  diagnostic  divi- 
sion— which  makes  testing  equipment 


ABBOTT'S 
ANEMIC  SALES... 


ANNUAL  CHANGE  IN 
REVENUES  


for  labs,  hospitals,  and  doctors — in 
A  decade  later,  when  White  too! 
helm,  revenues  were  growing  al 
than  4%  a  year.  He  pushed  into 
markets,  including  a  move  into  t 
glucose  monitoring,  with  the  $867  r 
acquisition  of  MediSense  Inc.  in 
And  he  pumped  more  money  int 
veloping  new  products.  His  formula 
off.  In  1998,  diagnostic  sales  grew 
excluding  the  impact  of  currency, 
times  the  industry  growth.  "Mile: 
consistently  deli\ 
results,"  says  D  tto 
C.  Carey,  vice-c 
man  of  exec 
search  firm  Spc 
Stuart  U.  S. 

Now,  White 
plying  that  aggre 
medicine  to  the  n 
Abbott.  In  additi 
Alza,  he  will  pay 
million  for  Per 
Inc.,  a  maker  o 
vices  used  to 
teries  after 
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sea 
majo 
vasive  surgery, 
dealmaking  has 
come  cheap,  howi 
The  Alza  deal,  in 
ticular,  will  shav 
off  next  year's  e 
ings  per  share, 
while  Alza  will 
some  much-ne< 
new  products,  an; 
Michael  Krensavaj 
Brown  Brothers 
riman  warns  thi 
does  little  to  imp 
Abbott's  ability  to 
velop  new  drugs,  s 
Alza's  strength  i 
creating  new  waj 
deliver  existing  di 
To  repair  the  i 
product  mac! 
White  will  nearly  | 
ble  the  research  and  developn 
spending  for  pharmaceuticals,  to  $1 
lion,  in  the  next  three  years.  Jus 
important,  White  is  bringing  n  L 
discipline  to  research.  The  compan  I 
paying  more  attention  to  follo\ 
products,  for  example.  And  new  t< 
which  include  executives  involve 
research,  marketing,  and  manufactu  . 
have  been  set  up  to  give  input  on  \ 
drugs  at  early  stages  of 
development. 

Still,  those  moves  will  simply  | 
Abbott  even  with  its  far  more  succe 
rivals.  And  some  industry  pros  say 
company's  small  size  puts  it  at  a  ml  jj.  ,i 
disadvantage  as  the  costs  of  drug 
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bes  a  big  business  really  need 
business  software?  ■ 


scause  you're  a  big  business  (or  want  to  be 
that  doesn't  mean  you  have  to  buy  a  big, 
lithic  enterprise  resource  planning  (ERP) 
i  to  run  things. 

main  thing  is  to  have  the  right  tools  for 
b.  Up  and  running  quickly.  And  even 
important,  flexible  and  easy  to  change, 
se  few  of  us  are  doing  business  the  same 
e  were  a  few  years  ago. 
:k  in  1996,  IFS  pioneered  a  new  approach 
P.  Our  solutions  are  built  from  compo- 
that  work  independently  of  one  another, 
.n  quickly  and  easily  be  combined,  and 
led,  as  your  needs  change, 
s  approach  has  proved  its  value  for  thou- 
oi  customers.  And  IFS  itself  has  become 
*  >rld's  fastest-growing  supplier  of  ERP 


>ns. 


f  you're  wondering  whether  you  have  the 
doIs  for  your  job,  perhaps  you  should 
look  at  IFS. 
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trk  of  Microsoft  Corporation  in  the  United  S 


shop,  microsoft,  com 

id  other  countries.  01999  Rare  Medium.  Inc.  All  Rights  Reserved. 


Now  that  millions  of  people  are  shopping  on  the  Web,  it's  time  to  get  down  to 
business.  The  business  of  selling  your  company's  products  on-line.  When  Microsoft 
created  their  Web  storefront,  they  partnered  with  Rare  Medium,  Inc.  Together,  we 
created  an  on-line  shopping  environment  that  provided  comprehensive  product 
information,  specifications,  pricing,  and  demos,  across  the  entire  range  of  Microsoft 
products  sold  in  the  United  States.  Our  custom  solution  also  allowed  shoppers  to 
buy  directly  from  Microsoft,  or  link  seamlessly  to  a  Microsoft  channel  partner  for 
purchase. To  find  out  how  Rare  Medium  can  provide  your  company  with  creative  and 
technologically  advanced  marketing  solutions  that  get  results,  give  us  a  call  at 
888.RMEDIUM.  Or  see  us  on  the  Web  at  WWW.raremedium.COm. 
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The  Corporatic 


velopment  soar.  Stephen  S.  Tan| 
tional  director  of  the  health-care 
try  practice  at  A.  T.  Kearney  Inc 
smaller  players  such  as  Abbott  n 
concentrate  on  a  limited  number 
egories.  While  Abbott  has  pulled 
two  fields — immunology  and  can 
cular  research — it  still  competes 
en  other  areas.  "They'd  be  bett 
focusing  on  the  few  where  they 
leaders,"  says  Tang. 

Moreover,  White  has  challeng 

yond  the  drug  operation.  The  co 

is  saddled  with  an  underperformin 

billion  U.  S.  business  in  nutritions 

pediatric  products.  Last  year,  sal< 

clined  slightly,  as  pricing  pressure 

tinued  to  hit  infant  forniu 

^.     drive  growth,  White  war 

push  further  into  higher 


Small  fry  like 
I**'  Abbott  should 
focus  "on  the  few  [are 
where  they  can  be 
leaders,"  says  one  exp 


gin  lines  related  to  pediatric  health, 
also  expanding  Abbott's  line  o 
triceutical  products,  such  ,as  the  E 
Glucerna  snack  bar  for  diabetics, 
sonable  moves  all,  but  are  they 
it?  Plenty  on  Wall  Street  agree 
Paine  Webber's  Lothson  in  arguing 
White  should  dump  the  slow-gro 
unit  and  concentrate  on  restoring 
bott's  core. 

But  for  now,  White  says  Abbot 
no  need  to  slim  down.  Instead,  he's 
centrating  on  cultural  changes  th 
hopes    will    spur    better   cooper 
among  Abbott's  units.  For  sta: 
there  are  little  things  such  as  v 
ball  and  soccer  fields  under  cons 
tion  at  company  headquarters.  But 
critical  changes  are  under  way  as 
The  pharmaceutical  and  diagnostic 
for  example,  both  have  research 
grams  in  HIV.  Now,  a  compan 
team  exists  to  coordinate  research 
planning  work.  "We've  made  it  deal 
don't  expect  our  people  to  be  in  i 
lated  fiefdoms,"  White  says.  It  may 
sound  like  much,  but  that  sort  of  cl 
represents  a  radical  move  for  Abt 
And  it's  absolutely  critical  if  White  i 
transform  this  laggard  into  a  mai 
leader. 

By  Amy  Barrett  in  Philadelphia 
Ricfiard  A.  Melcher  in  Abbott  Park, 
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Who's  one  of  the  fastest  growing 
names  in  digital  office  equipment? 


3fc 

A 


Gestetner.  That's  right,  Gestetner. 


■  ■ .  - 


Today  Gestetner,  the  name  with  an  unparalleled  reputation  for  service  and  reliability  is  also  the  name  for 
ranced  digital  imaging  solutions.  With  a  full  line  of  leading  edge  digital  imaging  systems  that  offer  unsurpassed 
,<  tput  quality  and  enhanced  productivity.  And  are  capable  of  connecting  to  one  computer  or  a  whole  network 
lt     lo  find  out  why  Gestetner  is  the  name  more  and  more  office  professionals  are  turning  to  call  1-800-765-7746 
revisit  our  website  at  www.gestetnerusa.com. 
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dowjones.com 


For  too  long,  business  people  have  had  to  settle  for  a  one-size-fits-all  internet.  One  without  the 
all-business  resources  they  need.  Until  now.  dowjones.com  delivers  only  top-quality,  targeted 
business  news,  information  and  resources.  With  an  extraordinary  all-business  search  engine, 
customized  content  for  all  leading  industries  and  more,  dowjones.com  will  help  you  do  your  job 
better,  faster  and  smarter.  Best  of  all,  it's  free  from  the  publishers  of  The  Wall  Street  Journal. 

Log  on  to  dowjones.com  today. 
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Citigroup  introduces%lzzed:  powerful  e-products,  services  and  partners  to  help  you  achieve  your  own  version  of  success. 

Secure  communicationsarid  delivery  services  by  the  U.S.  Postal  Service.  Payroll  by  ADP.  The  place  to  buy  software  Beyond.com.  Paper  clips  ai 
discounts  by  Boise.  A  world  of  financial  and  insurance  options  by  Citigroup.  Online  business  services  by  DigitalWork.  Travel  and  entertainment! 
Diners  Club.  Credit  card  processing  by  First  Data,  e-business  solutions  by  IBM.  Web  content  by  iSyndicate.  Web  sites  by  Netopia,  dotcoms 
Network  Solutions.  e-commer<;e  engine  by  Pandesic.  Custom  stationery  by  World's  Easiest  Printing  Center.  Community  by  all. 

Want  to  get  bizzed?  Register  today  and  empower  your  business  to  compete  in  the  new  economy. 

Brought  to  you  by  Citibank,  a  member  of  Citigroup.  ©1999  Citicorp.  All  rights  reserved. 
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F.22  Full  Benefit  Massage 

Flex  time,  telecommuting,  massages— the  perks  employers  are  lavishing  on  work- 
ers sound  more  like  desperation  than  innovation.  But  if  you  want  to  find,  and  keep, 
the  best  people,  you  had  better  make  sure  your  benefits  are  up  to  date 
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What's  a 
Worker  Worth? 


WHAT'S  THE  TRUE  measure  of  Man?  Before 
you  wax  philosophical,  glean  some  practical  wis- 
dom from  Jac  Fitz-enz.  His  company,  Saratoga  In- 
stitute, devises  systems  for  measuring  human  cap- 
ital— in  other  words,  how  much  economic  value 
employees  contribute  to  their  businesses.  One  of 


-«++ 


Want  to  calculate  your  return  on  human  capital?  Suppose  your 
$1  million  service  firm  earns  $500,000.  Operating  expenses  to- 
tal $200,000,  while  $300,000  goes  to  payroll  and  benefits. 

REVENUES  $1,000,000 

-  OPERATING  EXPENSES 

(only  for  facilities,  machinery, 
materials,  and  supplies) 

-  PAYROLL  &  BENEFIT  COSTS 


ADJUSTED  PROFIT 

PAYROLL  &  BENEFIT  COSTS       ■¥  300,000 

HUMAN  CAPITAL  RETURN  $1.67 

ON  INVESTMENT  (per  dollar) 


his  favorite  formula! 

what  he  calls  the 

man  capital  return  on 

vestment"  (table),  whl 

calculates     dollar-fl 

dollar  proj 

against  pay 

benefits.  How| 

use  such  numbers?  Strung  together  over  many  months  or  quarte 
they'll  help  you  understand  whether  you're  truly  getting  more 
what  are  likely  increasing  employment  costs.  Most  companies 
tually  tend  to  underestimate  human  contributions,  says  Fitz-eij 
On  average,  companies  of  fewer  than  500  employees  sock  a\ 
$1.68  in  profits  for  each  dollar  in  pay  and  benefits.  "All 
odier  than  people  are  inert,"  argues  Fitz-enz.  "They  don't  add 
value  until  they're  leveraged  by  a  human  being." 


Lost  in  the  Translation 

YOU'VE  GOT  TO  E-MAIL  a  prospect  in  Paris, 
but  your  French  doesn't  go  past  eclair.  Now 
there's  help  from  free  Web  sites  www.free- 
translation.com  and 

www.systransoft.com.  Both  offer  trans- 
lations to  and  from  English  and  French, 
Spanish,  Portuguese,  German,  and  Italian. 
Be  cautious,  though.  Despite  their  claim  to 
interpret  language  contextually  rather  than 
word-for-word,  the  software  often  fails  on  slang  and  nuance — for 
instance,  the  difference  between  "arms"  as  weapons  and  "arms"  as 
limbs.  Our  tips  for  users:  Keep  sentences  short  and  direct.  Use  first 
names  instead  of  pronouns,  which  are  often  imprecise.  Add  spec- 
ifiers where  possible,  like  "military  arms,"  for  instance.  C'est  clair? 


SO  THEY  SAY 


"Everyone  is  realizing 


:  LU  11U1IL  u 

t  people." 


—JOHN  0NST0TT,  executive  recruiter, 
on  why  entrepreneurs  are  beefing  up 
benefits, 
(page  F.34). 


41%... 

of  small  companies  use 

written  plans,  such  as 

an  annual  business 

plan  or  budget. 

ONE  IOTA 


Wide- Open  Spaces 

IT'S  BEEN  NEARLY  six  months  since  tobacco  ma 
ers  forfeited  some  3,600  billboards  as  part  of 
national  tobacco  setdement.  So  who  rode  in  whe 
the  Marlboro  Man  rode  out?  Many  small  businesse 
which  are  now  snatching  up  the  choice  boarcj 


once  locked  up  in  multiyear  deals.  "The  inventory  i< 
returning  back  to  the  community,"  says  Tommy 
Teepell,  sales  director  at  Lamar  Outdoor  Advertising 
which  controls  boards  in  40  states.  "It  is  a  lot  easi- 
er for  everything  from  the  smail  beauty  shop  to  the 
local  auto  insurer  to  promote  locally."  Beware:  Pent 
up  demand  is  pushing  some  prices  up  as  much  as 
20%.  For  more  information,  visit  www.oaaa.org 
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Introducing  the  Venture  Club  for  small  and  growing  businesses. 

Finally,  there's  an  airline  reward  program  tailored  to  your  business.  Become  a  member  and  whenever  you  or 
your  employees  fly  with  us,  your  company  will  earn  points  toward  free  flights  and  upgrades,  as  well  as  rewards 
like  golf  vacations  and  computers.  On  top  of  that,  employees  will  continue  to  receive  their  individual  frequent 
flyer  miles.  It's  free  to  join,  too.  To  find  out  more,  please  call  us  or  visit  our  website. 


1-888-224-1122 

www.bjvoniuroclub.com/bw 


BRITISH  AIRWAYS 

The  world's  favourite  airline 


•  >se  under  corporate  contract  with  British  Airways  or  travel  agencies,  where  there  is  at  least  one  office  locate 
I  irecisely  what  travel  qualities  for  points,  please  visit  us  at  wwwbaventureclub  coS i  <S ^rittsh^rwa 


J 


Faster  than 
A  Rorschach 


NEED  TO  HIRE  someone  quickly  M 
— but  aren't  sure  how  she'll  fit  I 
into  your  company?  New  Web-  I 
based  tests  allow  companies  to  I 
conduct  online  personality  1 
screening,  often  overnight,  be-  V 
fore  making  job  offers.  Such  in-  V 
dustrial  psychology  tests  have  been  ^ 
around  for  decades.  Using  word-se- 
lection and  analytical  games,  they  pro- 
vide a  baseline  view  of  personality  traits,  ^f 
such  as  extroversion  and  agreeableness.  But  ^^ 
their  move  to  the  Web  allows  companies  to  get 
results  far  more  quickly — and  get  hires  in  the  door.  At  etest.net,  run  by  Adanta-based 
Management  Psychology  Group,  users'  tests  are  scored  instantly.  Pittsburgh  rival  Select 
International  (www.selectintl.com)  is  aimed  at  technical  employees  and  requires  a  soft- 
ware download.  Depending  on  customization,  you'll  pay  from  $150  to  $10,000. 


Greek  to  Me,  In  the  Good  Sense 

YOU  MAY  HAVE  the  slickest  PowerPoint  presentation  in  town,  but  it 
won't  do  you  much  good  unless  you've  mastered  the  rudiments  of  rhet- 
jric  to  get  your  point  across.  Where  to  turn?  The  wise  hand  of  Aristo- 
de,  who  outlined  the  basics  some  2,000  years  ago — ethos  (character), 
logos  (reason) ,  and  pathos  (passion) .  Peter  Thompson,  a  wiseacre 
Australian  and  recent  author  of  Persuading  Aristotle  ($19.95,  Allen 
&  Unwin),  has  adapted  the  philosopher's  concepts  to  the 
business  world.  The  result  is  a  breezy,  timely  reminder  that 
simple  structure  and  spoken  logic  can  be  far  more  con- 
vincing than  dizzying  3-D  animations. 


>*# 


Who  to  Bank  on 


How  are  the  nation's  banking  behemoths  treating  small  business?  To  find  out,  the  Small  Busi- 
ness Administration  reviewed  the  1998  lending  practices  of  the  country's  57  largest  banks  (those 
with  assets  greater  than  $10  billion),  assigning  each  a  "friendliness"  score.  The  envelope  please... 


MOST  FRIENDLY  BANKS 


BANK 


LOCATION 


SMALL  BUSINESS 
LOANS  AS  % 
OF  BUSINESS 
LENDING  197-98) 


SMALL 
BUSINESS 
LOAN  GROWTH 


TOTAL 

BANK  ASSET 
GROWTH 


1.N0RWESTC0RP. 

Minneapolis 

57% 

16% 

5% 

2.  BB&T  CORP. 

Winston-Salem,  N.C. 

59 

27 

33 

3.  SOUTHTRUST  CORP. 

Birmingham,  Ala. 

40 

32 

19 

4.  WELLS  FARGO  &  CO. 

San  Francisco 

28 

8 

-6 

5.  FIRSTAR  CORP. 

Milwaukee 

40 

3 

3 

LEAST  FRIENDLY  BANKS* 

47.  BANKERS  TRUST  New  York 

46.  J.P.  MORGAN  New  York 

45.  STATE  STREET  CORP.  Boston 

44.  REGIONS  Birmingham,  Ala. 

FINANCIAL  CORP. 

43.  REPUBLIC  NEW  YORK  New  York 

•THERE  ARE  ONLY  47  RANKED  POSITIONS  BECAUSE  OF  TIES. 


0.3% 
2 
2 
5 


-49% 
80 
5 
-89 


37% 
21 
■11 
22 
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News  and  advice  from  c 
small-business  Web  sit 

Loans  for  the  Lowlands 

Hurricane  Floyd's  unruly  patii 
the  East  Coast  put  some  sr 
businesses  underwater,  physi  I 
as  well  as  financially.  Others  v 
left  unscathed,  but  their  ow 
are  wondering  how  they  can  a 
the  same  fate.  The  Small  Busi 
Administration  may  have  hit  upi 
solution.  During  fiscal  year  '2 
the  agency  will  offer  low-inte 
pre-disaster  loans  that  will  c 
up  to  $50,000  for  repairs  that 
igate  potential  flood  damage,  < 
as  moving  electrical  facilities  01 
a  flood-prone  basement  to  hig 
ground. 

A  Gilded  Helping  Hand 

Meet  one  of  the  hottest  entrep 
neurial-minded   outfits  arou 

eCompanies,  a  $130  million 
ture-capital  firm  and  business 
cubator  begun  by  EarthLink  N 
work  founder  Sky  D.  Dayton 
former  Walt  Disney  Web  hon 
Jake  Winebaum.  In  exchange 
at  least  half  of  the  equity  in  y 
company,  it  lends  o'ffice  spa 
business  contacts,  and  technol 
and  finance  advisers.  So,  just  w 
is  eCompanies  looking  for?  "Wi 
focusing  on  business-to-busin 
and  consumer-oriented  e-co 
merce,  definitely  not  infrastr 
ture,"  says  Winebaum. 

Who  Insures  a  Good  Deal 

Of  all  life's  treacherous  tasks,  fi 
match  the  job  of  selecting  a  bu  j 
ness  health  plan.  That's  whe 
Web-based  insurance  brokers 
supposed  to  help,  stepping  in 
streamline  the  process  by  gathe 
ing  quotes  from  as  many  as  12  dl 
ferent  insurers  at  once.  Don't  b| 
lieve  the  hype,  warns  Dallas 
Salisbury,  president  of  the  Er 
ployee  Benefit  Research  Institut 
"You  have  no  idea  what  all  tr! 
technical  details  of  the  policy  a| 
because  they  don't  put  them 
the  Web  site,"  he  cautions. 


r 


For  the  full  stories,  click 
Online  Extras  at 
frontier.businessweek.co! 
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>»  AT&T  Small  Business  Hosting  Services 


L. 


Calm  Your 
Web  Site  Anxiety 


yst^i 


osting:  $25/month 


support  of  AT&T  at  an  affordable  price.  Starting  at  $25/month,  you  get  a  world-class  Web  site  with  business  features  like 
domain  name  service,  CGI  scripting,  e-mail,  and  more.  AT&T  Small  Business  Hosting  Services  are  easy  from  the  start. 
Order  online  and  use  our  site  creation  tools.  Your  Web  site  will  be  up  and  running  in  no  time,  letting  you  take  advantage 
of  the  following  features: 


•  Choice  of  Service  Levels  •  Account  Control  Panel 

•  24x7  Online  and  Toll-Free  Technical  Support  •  Content  Preview  Site 

•  Microsoft*  FrontPage"  98/2000  Extensions  •  Flexible  Data  Transfer  and  Storage  Allocations 

•  Usage  Reports  •  Internet  Access  Available 

Sign  up  before  January  1,  2000,  and  we'll  even  waive  the  initial  set-up  fee.  Selecting  a  hosting  provider  has  never  been 
easier.  Big  or  small,  AT&T  has  Internet  access,  hosting,  and  e-commerce  solutions  for  you  because  there's  no  room  for 
small  thinking  in  small  business 


Flexible  Data  Transfer  and  Storage  Allocations 
Internet  Access  Available 


Sign  up  starting  October  4,  1999! 

www.ipservices.att.com/sbhl 

Or  call  1  800  288-3199,  Ext.  101 


AT&T  ne 


working 


from  work. 


Vi 
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Taking  Inventory 


CURRENTS 


High  demand  has  emptied  shelves.  Should  you  restock? 


IF  YOUR  SHELVES  have  been  looking  bare 
lately,  you're  not  alone.  Faced  with  an 
unexpectedly  robust  first  half  of  the  year, 
businesses  everywhere  are  carrying  the 
smallest  level  of  inventories  on  record. 

According  to  the  Commerce  Dept.,  in- 
ventories economywide  amount  to  just 
1.34  times  the  level  of  sales,  the  lowest 
ratio  in  history.  Businesses  had  expected 
the  economy  to  slow  this  year  and  ad- 


Time  to  SW'k  !£,,„». 

planning  IU_ --- - 
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justed  their  inventory  levels  accordingly. 
Instead,  growth  has  remained  above  3%. 
Combine  an  economy  that  won't  quit 
widi  the  demand  of  the  upcoming  Christ- 
mas season.  Add  the  threats  of  Y2K-related 
computer  mishaps,  real  and  perceived, 
and  there  are  plenty  of  reasons  why  small 
businesses  are  looking  to  stock  up  now. 
The  National  Federation  of  Independent 
Business  says  in  its  August  survey  that 
more  small-businesses  are  showing  plans 
to  build  inventories  over  the  next  three 
months,  after  a  slowdown  in   1998  and 


early  1999.  Just  7%  of  its  members 
thought  their  inventories  were  too  high. 
By  contrast,  the  National  Association 
of  Purchasing  Management,  which  fol- 
lows companies  of  all  sizes,  says  in  its 
most  recent  survey  that  3  8%  of  nonman- 
ufacturers  felt  their  inventories  were  ex- 
cessive, while  just  11%  of  manufacturers 
thought  so. 

Should  you  increase  inventories, 
particularly   as   Y2K   draws   near? 
Check  first  if  your  suppliers'  com- 
puters are  compliant.   But  don't 
stop  there,  says  Allen  B.  Falcon, 
president  of  Horizon  Information 
Group  Inc.,  a  six-person  technology 
and  management  consulting  firm 
in  Boston.  "Think  about  their  fi- 
nancial system,  if  they  have  been 
dependable  in  the  past,  and  the  re- 
liability of  the  distribution  system," 
he  says.   "What  happens  if  their 
trucks  can't  deliver?"  Falcon  sug- 
gests lining  up  a  contingent  sup- 
A    '  plier.     If  you  sell  a  product  with 
Y2K  risks,   such  as  electronics  or 
computer-enhanced  tools,  you  may 
also  need  to  revalue  your  inventory  or 
rethink  your  warranty  plans,  he  says. 

Of  course,  carrying  too  much  invento- 
ry has  its  downside  for  small,  lean  com- 
panies now  that  interest  rates  have  risen. 
That  inventory  is  more  costly  to  keep  on 
hand  than  it  was  six  months  ago.  In  the 
end,  you'll  have  to  do  a  careful  balancing 
act  to  find  the  level  that's  right  for  your 
business.  Isn't  that  always  the  way? 

-KATHLEEN   MADIGAN 

a  Learn  more  about  controlling  Y2K 
fallout  by  clicking  Online  Extras  at 
frontier.businessweek.com 


Sweet  on  Small  Loans 

Who's  afraid  of  the  big  bad  Fed?  When  the  Federal  Re- 
serve boosted  interest  rates  in  June  and  again  in  August, 
small-business  lenders  barely  blinked.  Only  1.9%  tight- 
ened credit  standards— the  lowest  percentage  of  the 
year— and  lending  spreads  stayed  flat.  Things  are  just  go- 
ing too  well.  August  was  1999's  strongest  month  for  re- 
tail sales,  up  10.5%  from  last  year.  Of  course,  such  good 
news  could  prompt  the  Fed  to  hike  rates  another  '/£%. 
But  even  that  would  only  bring  small-loan  rates  back  to 
year-ago  levels— still  among  the  lowest  in  five  years. 


_i  Ranks  Tightening 


SENI00NBANK  ^ENDING  PRACTICES 


Foreign  Bodies 

Can't  find  enough  highly  skil 
American  employees?  Conski 
getting  an  H-1B  visa  for  tem| 
rary,  specialized  foreign  wo 
ers.  While  the  1999  quota  has 
ready  been  filled,  you  can  ap 
for  a  2000  visa  now  and  start  i 
ing  those  workers  as  early  as  t 
month. 

"We  have  15  people  coming 
H-1B  visas  per  month  from  0| 
15  through  Mar.  15,"  says  D 
Lawrence,  director  of  marketi 
at  InterSoft  Technologies  Inc. 
Westford,  Mass.  Out  of  65  e 
ployees,  52  have  H-1B  visas. 

How  do  you  snag  one  of  the 
visas?  By  being  speedy.  "It's 
first-come,  first-serve  basis,"  sa| 
Michael  Turansick,  chair  of  t 
American  Immigration  Lawye 
Association  in  New  York  and 
partner  at  Fragomen,  Del  Ra 
Bersen  &   Loewy.   "Small  bus 
nesses  are  in  the  same  positi 
as  Citibanks." 

Turansick  expects  the  115,01 
year-2000  H-1B  visas  to  go 
early  as  mid-February.  To  get  ; 
application,  call  800  870-3676  ai 
ask  for  Form  1-129.  You'll  pay 
$110  application  fee  and  a  $5( 
"education  fee"  toward  trainin 
U.S.  workers. 

-KAREN  CHENE 

Taxman  in  Kid  Gloves? 

The  IRS  is  still  auditing  sma 
businesses  at  twice  the  rate  c 
the  average  taxpayer,  as  a  re 
cent  report  from  the  General  Ac 
counting  Office  shows.  But  loo 
closer— the  IRS  may  not  be  sue 
a  bully  after  all.  Not  only  is  th 
agency  setting  up  a  division  t 
work  exclusively  with  small  busi 
nesses,  it's  also  cooperating  witl 
the  U.S.  Senate  Committee  or 
Small  Business  to  simplify  th< 
200-odd  forms  that  could  apph 
to  a  small  business. 

Got  suggestions?  Add  them  tc 

the  committee's  confidential  IRS 

Paperwork  Unpopularity  Poll  a' 

sbc.senate.gov/irspoll/irsltr.html 

-STEVE  BROOKSI 
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then  you   call    up   and  say  you're   a   small 
business,  do  some  businesses  make  you 
Teel ,  well ,  urn,   smal  1  ? 


• 


IKS 


'TER    HELPING   A    DIVERSE    RANGE    OF    COMPANIES    SET   UP    BUSINESS    ON    THE    INTERNET, 

UNDERSTAND   WHAT  MOST   BUSINESSES   UANT:  TO  BE  TAKEN  SERIOUSLY.    Whether  you   employ 
or   200  people,    MindSpring   Biz   will  help  you  identify  your   needs    for    taking  your 
siness    online.    Me  ' 1 1    stake   out  your  piece    of   real    estate   on    the   Neb,    and   even 
Ip  you   get  your   site   designed    if  you'd    lik    .    And   our   high-speed  business   access 
rvice   allows  you    to   experience    the    Interne',    the   way  you   should:  immediately, 
'you're    thinking  about   selling   stuff  online,    we   can    talk  you    through   several 
commerce   solutions ,    from  shopping   cart   software    to   credit   card  author! zation. 
d   our   customer   service   staff   is   available   ^  hours   a   day    to   help   answer   any 
estions  you    might    have,     including:    "What's      hopping   cart  software?"   Call    us 
1 -888-MSPRING   or    visit   us    at   www.mindspri n    iiz.com  and  get  your   first   month 
Web   site   hosting    for    free.    Hurry,    offer   ex.  ires    10/31/99. 


99  MindSpring  Enterprises.    Inc. 


You    1   be    happier    using 


MindSpring  Bi 
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WHO'S  HOT 


What's  Old  is  New 


INSTANT 


Mature  Mart  is  doing  well  by  doing  good:  Selling 
gadgets  that  make  life  easier  for  seniors 


FAMILY  HELP:  Alexis  Abramson  hired  her  mother  Phyllis  to 
do  PR;  grandmother  Rose  does  a  monthly  Web  column 


ALEXIS  ABRAMSON,  a  former  director 
of  three  senior  centers  in  Atlanta,  vivid- 
ly remembers  the  moment  three  years 
ago  when  she  encountered  an  elderly 
client  sobbing  at  a  hallway  telephone, 
frustrated  by  her  inability  to  read  the 
standard-size  numerals  on  the  dial  pad. 
"It  broke  my  heart,"  says  Abramson. 
She  had  often  searched  high  and  low 
for  simple  adaptive  tools  that  would 
help  seniors  at  her  centers  cope  with 
failing  eyesight,  poor  hearing,  and 
arthritic  hands.  "Here  for  the  lack  of 
yet  one  more  simple  item,  the  seniors 
around  me  were  suffering,"  she  says. 
That  experience  led  Abramson, 
who  has  a  Masters  in  gerontology,  to  a 
major  career  decision.  She  announced 
to  her  family  that  she  had  turned 
down  a  doctoral  scholarship  in  ger- 
nontology.  In  the  same  breath,  she 
asked  her  father  for  a  $50,000  loan 
to  launch  Mature  Mart,  a  company  that 
would  act  as  a  central  clearinghouse 
for  products  to  help  overcome  sen- 


iors' physical  limita- 
tions. Abramson  also 
secured  a  $50,000, 
SBA-backed  loan  and 
has  since  gotten  two 
more  $25,000  loans — 
and  paid  them  all  back. 
Today,  Atlanta-based 
Mature  Marl,  with  1998 
revenues  of  $2  million, 
sells  20,000  products, 
such  as  a  pill-crusher,  a 
telephone  amplifier,  and 
a  flashlight/magnifier, 
mostly  by  mail  and  on- 
line. An  adept  promot- 
er, Abramson  has 
plugged  her  products 
on  the  qvc  Network 
and  the  Today  show. 

Mature  Mart's  12 
employees  include 
Abramson's  Mom  Phyl- 
lis, 58,  who  does  PR, 
and  her  grandmother 
Rose  Holtzman,  87 
who  writes 
monthly  Web 
column. 
Abramson  is  starting  to  at- 
tract notice.  She  just  beat  out 
1,200  nominees  for  the  "En- 
trepreneur of  the  Year"  award 
from  the  Metro  Atlanta  Cham- 
ber of  Commerce.  Ken  Dycht-  'ilij 
wald,  president  of  Age  Wave,  a  "1 
marketing  firm  in  Emeryville,  Calif, 
specializing  in  seniors,  says  Abram-  j 
son  "represents  the  fusion  of  two  I 
great  American  qualities:  a  passion  « 
to  do  good  combined  with  a  won-  " 
derful  entrepreneurial  flair." 

And  entrepreneurial  she  is.  She 
couldn't  resist  bringing  some  copies 
of  her  new  c  atalog  to  the  U.  S.  Open. 
"Several  people  in  the  box  were  look- 
ing at  them  instead  of  watching  the 
game,"  she  says.  Abramson  herself 
seems  to  ket  p  her  eye  on  the  ball. 
-ECHO   MONTGOMERY  GARRETT 
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Read  about  other  breakthrough 
compar  ies.  Click  Entrepreneur  Pro- 
files at  frontier.businessweek.com 


EXPERT 

When  'Acme'  Doesn't  Cut  It 

What's  in  a  name?  Plenty.  A  gre 
moniker  communicates  the  essence 
your  company,  product  or  service. 

finding  one  that  sings— and  isn't  soml 
one  else's  trademarked  property— c( 
be  tough  and  expensive.  Sure,  namiij 
consultants  and  ad  shops  will  help  for 
price,  but  often,  you  can  do  it  yours'elj 

Case  In  Point:  MasteryWorks,  a  sm 
Annandale  (Va.)-based  career  develo 
ment  consultancy,  went  through 
nerve-wracking  experience  every  ti 
they  tried  to  name  a  new  career-pla 
ning  software  program  or  worksho 
With  five  or  six  new  products  yearl 
CEO  Caela  Farren  says  they  needed 
system.  Now,  they  assemble  a  team 
brainstorm.  First,  the  group  lists  won 
on  a  white  board,  looking  for  a  comb 
nation  that  "hooks  energy  like  a  mac 
net,"  says  Farren.  Then,  they  submit  th 
leading  choices  to  some  of  their  client 
for  feedback. 

Resources:   Na/ning  Yol 

Business  and  Its  Proc 

ucts  and  Services 

Phillip  G.  Williams 

(P.      Gaines      Co 

1991).    Despite 

cutesy  layout,  it 

a  good  overview  o 

the  creative  and  le 

gal  aspects.  Juml 

Start  Your  Brain 

by     Doug      Hall 

(Warner     Books 

1995).  Hall  offer 

37     "brain     pro 

grams"     to     spu 

creativity. 

Grit  your  teeth 
through  the  sales  pitch  for 
free  advice  from  consultants:  At  name 
stormers.com,  there's  a  check  list  for 
do-it-yourselfers.  Master-McNeil's  www. 
naming.com  provides  a  glossary  of  nam- 
ing terms.  Subscribe  to  Ashton  Adams 
free  Brand  Report  e-mail  newsletter  at 
www.ashtonadams.com.  Have  a  trade 
mark  question?  Check  with  the  United 
States  Patent  and  Trademark  Office 
www.uspto.gov 

-ALISON  STEIN  WELLNER 
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Need  a  head  for  broad  computing  solutions? 
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Authorized 

Solution 
|    Provider    | 
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Jason  Kim 

Intel  Certified 
Professional 

Independent  Reseller 

Connect  with  your  Intel 
Authorized  Solution  Provider. 


If  you're  scratching  your  head  about  hardware  and  software,  turn  to  an 
Intel  Authorized  Solution  Provider  (ASP).  Intel'  ASPs  can  offer  your 
business  a  broad  array  of  computing  solutions  and  products.  And  with 
trained,  certified  professionals  on  staff,  each  Intel  ASP  can  design  and 
implement  a  solution  specific  to  your  business  needs— present  and  future.  So  when  you  have  PCs,  servers  or 
networking  on  your  mind,  contact  an  Intel  Authorized  Solution  Provider.  To  find  the  one  nearest  you,  visit  our 
Web  site  at  www.intel.com  IntelASP  or  call  toll-free  1-877-24-INTEL. 
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Tricks  of  the  Trade 


Barter  sheds  its  shady  image  to  become 
a  cash-saving  tool  for  small  companies 


DOES  YOUR  COMPANY'S  erratic  cash 
flow  keep  you  pacing  the  floor  at 
night?  One  way  to  keep  more  dollars 
in  the  till  is  through  barter — trading 
your  goods  and  services  for  merchan- 
dise you'd  normally  have  to  buy  with 
much-needed  cash. 

Take  Biozone  Scientific  llc 
The  manufacturer  of  air 
purification  systems,  based  in 
Vero  Beach,  Fla.,  recently 
hired  an  ad  agency  to  re 
vamp  its  Web  site  and  mar- 
keting materials.  The  tab? 
About  $30,000.  But  the 
2 5 -person  company  isn't 
spending  a  cent.  Instead, 
Biozone  is  exchanging 
its  systems  for  "barter 
dollars" — credit  given 
in  exchange  for  goods 
and  services.  Who 
dispenses  this  non- 
money?  In  Biozone' s 
case,  it's  Barter 
Business  Unlimited 
Inc.,  a  trade  exchange  in 
Bristol,  Conn.,  that  hooks  up 
barter-friendly  businesses.  For  every 
air  system  Biozone  sells  on  the  ex- 
change, the  manufacturer  receives 
barter  dollars  of  comparable  value. 
With  $30,000  in  credit,  Biozone  raised 
enough  to  contract  the  ad  agency,  also 
a  member  of  the  exchange. 

Although  hardly  a  new  concept, 
barter  has  never  been  more  popular. 
Thanks  to  the  emergence  of  trade  ex- 


Smart  Answers 

Q:  How  can  I  create  a  single  corpo- 
rate culture  at  my  small  but  rapidly 
expanding  company?  Our  executives 
all  come  from  different  backgrounds 
and  have  their  own  agendas. 

— T.H.,  New  York  City 
A:  You  need  to  establish  a  strong  vision 
and  people  philosophy  that  all  of  your  ex- 
ecutives can  support.  Your  challenge:  get- 
ting those  execs  to  openly  discuss  com- 
pany values.  Consider  a  weekend  retreat 
or,  if  that's  unaffordable,  an  off-site  meet- 


changes  15  years  ago,  barter  has  es- 
caped its  dubious  image  of  unscrupu- 
lous businessmen  secretly  dodging  tax- 
es by  swapping  goods  off  the  books. 
Now  it's  a  well-governed  sales  vehicle 
for  the  small-business  marketplace,  in- 
corporating about  400,000  companies. 
The  National  Asso- 


ciation 

of  Trade  Exchanges  estimates  barter's 
growth  at  10%  annually,  with  trade  as 
high  as  $4.3  billion  a  year. 

On  the  books,  barter  and  cash  trans- 
actions are  treated  the  same  by  both 
accountants  and  the  Internal  Revenue 
Service.  Barter  sales  add  to  the  bottom 
line,  while  barter  purchases  are  booked 


ing  where  your  team  can  discuss  the 
company's  core  values:  What's  important 
to  your  business?  How  are  customers  and 
employees  treated?  Where  should  the 
company  be  headed?  What  are  its 
strengths  and  weaknesses? 

If  you  show  respect 
for  your  managers' 
business  experiences, 
"people  will  be  less 
likely  to  sabotage 
progress  and  more 
likely  to  work  togeth- 
er,"     says      Danette 
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as  operating  expenses.  The  only  diff< 
ence  is  that  come  tax  time,  Uncle  Sa 
wants  to  see  barter  sales  listed  on 
1099B  form.  And  don't  even  try 
fudge  the  numbers.  The  valuation 
trade-exchange  deals  are  tracked  ai 
reported  to  the  ms.  If  your  figures  doi 
match,  you're  busted.  And  don't 
overboard.  Let  barter  reach  more  th 
5%  to  7%  of  sales  and  you  may  n 
have  the  hard  cash  to  pay  .t 
staff  or   the   electric   bill.   T 
more  company  costs  vary  fro 
month  to  month,  the  great 
the  risk  that  heavy  barteri: 
will  choke  cash  flow  wh 
revenue  dips.  On  that  basi 
barter  works  best  when  y 
have  too  much  inventory 
To   find   an   exchang 
try  the  National  Associ 
tion  of  Trade  Exchang 
(www.nate.org)  or  t 
International  Reciproc 
Trade  Assn.  (www.irt 
net).  But  choose  can 
fully.    Kurt   Kluzni 
owner  of  Yardmast< 
Inc.,     a     Clevelan 
andscaping        firn 
couldn't  find  the  right  m 
of  products  and  services  on  his  fir! 
exchange.  Now  at  Euclid,  Ohio-base 
American  Trade  Exchange,  he  barte 
for  trailers,  trucks,  office  supplies,  an 
ads.  Sounds  like  the  barter  industry  ha 
the  goods  this  time. 

-KAREN   M.   KR0L 


For  details  on  selecting  a  trad 
exchange,  click  Online  Extras  a 
frontier.businessweek.com. 


Mueller,  a  consulting  partner  at  Lever 
age  Systems,  a  St.  Paul  lMinn.)-basec 
human  resources  consulting  firm.  Th 
results  of  a  more  cohesive  culture?  Im 
proved  employee  retention  and  produc 
tivity,  better  customer  service,  and 
boost  to  the  bottom  line. 
-KAREN  E.  KLEI 

Have  a  question  about 
running  your  business? 
Send  an  e-mail  to 
frontierObusiness- 
week.com. 
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TALKING  HEADS 


Mine  Your  Own  Business 


There  are  plenty  of  places  to  find  cheap  market 
data-including  your  own  records 


SMALL  BUSINESSES  have  been 
flying  blind,"  says  data  de- 
mon Jon  Brandow.  Historical- 
ly, they  have  made  little  use 
of  business  intelligence:  the 
demographic  mapping,  data- 
bases, and  market  research 
deployed  by  large  corpora- 
tions. That's  all  changed,  says 
Brandow,  head  of  economic- 
development  consultancy 
bizminer.com.  Now,  there's  a 
wealth  of  free  data  on  the 
World  Wide  Web,  lower-cost 
research  from  commercial 
databases,  and  cheap  software 
that  helps  small  companies 
analyze  their  sales — if  you 
know  how  to  use  it. 
Brandow,  a  former  union  or- 
ganizer, spoke  recently  with 
Frontier's  Dennis  Berman. 
Some  edited  excerpts: 

Q:  How  can  a  business  own- 
er tell  good  data  from  bad? 

A:  There  are  a  number  of  in- 
gredients to  good  data:  relia- 
bility, timeliness,  and  detail. 
Government  data  tends  to  be 
reliable,  but  there  is  poor  de- 
tail. Most  of  it,  for  instance, 
does  not  include  one-person 
sole  proprietorships.  Then 
there's  timeliness.  Right  now, 
1996  is  the  latest  year  for  which  gov- 
ernment data  is  available.  As  for  relia- 
bility, I  will  not  use  some  private-sec- 
tor databases  compiled  before  1995. 
They're  full  of  errors. 

Q:  How  detailed  is  the  data  from  pri- 
vate databases? 

A:  In  the  past,  if  you  were  looking  to 
go  into  frozen  desserts,  you  would 
have  to  look  in  the  broad  category  of 
frozen-milk  desserts.  Today,  we  can 
break  it  down  to  the  level  of  whether 
you're  using  popsicle  sticks  or  not. 

Q:  Well,  so  what?  How  can  you  actu- 
ally use  that  information? 

A:  Once  you  understand  larger  industry 
trends — such  as  sales  and  employee 


growth — you  can  then  benchmark 
your  company  against  competitors.  It's 
also  a  sheer  resources  issue.  If  you're 
targeting  new  customers,  you  could 
try  to  reach  100,000  new  companies. 
But  it's  a  tremendous  advantage  to  use 
databases  to  identify  the  1%  most  like- 
ly to  want  your  products. 

Q:  Who  provides  this  information? 

A:  For  free  information,  the  best  spot 
to  visit  is  the  Census  Bureau's  Web 
site.  It  offers  an  enormous  amount  of 
useful  government  economic  data,  and 
you  can  get  down  to  the  county  level, 
analyzing  3  50  different  industries. 

Dun  &  Bradstreet  Corp.  sells  excel- 
lent credit-reporting  data,  which  give 
you  some  of  the  best  information  on 


individual  companies.  InfousA  Inc.  a 
has  a  nice  cd-rom  with  as  much  en 
it  information  as  d&b.  A  compa 
called  caci  International  Inc.  puts 
very  good  demographic  inf< 
mation  that  divides  the  pop 
lation  into  43  different  ty 
of  consumers. 

Q:  What  about  costs? 

A:  In  terms  of  helping  targ 
prospects,  $1,000  would  bj 
two  cd-roms  with  databases  [ 
several-million-plus  compani 
of  various  sizes.  If  you  wantl 
the  companies  to  do  a  ci 
tomized     search     on,      sa 
20,000  plumbing  companid 
depending  on  the  informatic 
you  wanted,  it  would  cost  l[ 
to   3  5(2  per.  On  some  othj 
databases,  it  would  cost  yc 
up  to  $5,  but  there,  you'] 
getting  a  mini-credit  report. 


Q:   How  can  you   use   gee 
graphic  targeting? 

A:  With  Census  Bureau  datj 
you  can  analyze  countywic 
business  patterns,  while  prl 
vate  databases  allow  you  tl 
penetrate   down   to   the   Zil 
code.  Say  you  want  to  start 
pizza  shop  in  downtown  Ha 
risburg.  Databases  will  tell  yo| 
how  much  competition  yoi 
have    in    the    neighborhooc 
whether  suppliers  are  in  thl 
same  neighborhood,  and  wh<[ 
are  your  target  customers. 

Q:  How  can  a  small  business  conver 
the  normal  data  they  generate,  sucl 
as  shipping  records,  into  a  real  ana 
lytical  advantage? 

A:  If  you  can  create  a  database  tha 
tracks  customers  and  their  characteris 
tics  over  time,  you  can  use  it  to  targe 
new,  similar  customers.  You'll  have  tc 
invest  time.  But  once  you  have  th 
data,  you  might  be  surprised  to  realize 
that  your  best  customers  are,  say,  com 
panies  under  150  employees.  That'; 
very  valuable. 


frontier  offers  free  online  data- 
bases. Click  Online  Extras  at 
frontier.businessweek.com. 
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YOU'VE  GOT  A 


MILLION  IMPORTANT  THINGS 


TO  DEAL  WITH. 


WE'LL  ASSUME  STAMPS  RANK  RIGHT  UP  THERE 
WITH  KEEPING  THE  PHONE  CORD  UNTANGLED. 


Deadlines,  Client  meetings.  Phone  calls.  We  know  how  busy  you  are. That's  why  we  created  E-Stamp®  Internet  postage, 
a  ni'w  service  thai  takes  the  ha  oi  buying  stamps  and  preparing  mail.  Now  it's  possible  to  simply  print  postage 

I  mm  your  computet  anytime  day  or  night,  seven  da  Itamp  supports  printing  postage  onto  em 

documents  and  pack  v  you'll  have  time  foi  some  "l  the  more  important  things.  Like  doing  your  laundry. 


www.e-stamp.com        Postage  when  you  need  it. 


j^e-stamp 
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Apple  to  the  Core 


RAKJ1 


Fans  insist  that  Macs  can't  be  beat  for  design 
and  productivity.  Are  they  right  for  your  company? 


AC 


mm 


IN  THE  WORLD  OF  mainstream  busi- 
ness computing,  they're  derided  as  fa- 
natics— slightly  daft  and  hopelessly  in 
love.  Is  there  any  other  explanation 
why  a  sensible,  profit-oriented  busi- 
ness owner  would  stick  with  Apple's 
Macintosh  to  run  the  whole  operation 
when  nearly  the  entire  business  world 
runs  on  a  different,  and  often  incom- 
patible, Wintel  platform? 

Leslie  Eiser  thinks  so.  "The  ease  of 
networking  is  unbelievable,"  says  Eiser, 


under  two  days,"  she  says.  The  com- 
pany, which  makes  gourmet  soups  and 
sauces,  started  migrating  to  Macs  about 
a  decade  ago  after  Eiser  put  one  in 
front  of  a  secretary  who  was  designing 
promotional  materials.  "Her  produc- 
tivity skyrocketed,"  she  says.  "The  oth- 
er secretaries  said,  'how  come  she  got 
that  computer  and  we  didn't?'  "  Now 
with  32  Macs—including  20  iMacs — 
strung  into  its  network,  E.  D.  Foods 
even  controls  manufacturing  with  a 


After  factoring  in  lower 
training  costs,  says  one 
analyst  Macs  stack  up 
well  against  PCs 


who  is  international  sales  manager  and 
sometime  computer  specialist  for  E.  D. 
Foods  Ltd.  of  Pointe  Claire,  Quebec. 
Recently,  she  set  up  a  battery  of  iMacs 
in  less  than  20  minutes  per  computer. 
"I  can't  install  a  PC  out  of  the  box  in 


Mac  server,  doing  real-time  process- 
ing to  track  inventory,  monitor  and 
control  cooking,  analyze  sales  statis- 
tics, and  the  like.  If  it  sounds  like  a 
good  argument  for  an  all-Mac  busi- 
ness, don't  forget  the  glitch:  For  pay- 
roll, the  company  has  to  use  a  PC  with 
Windows  because  it  couldn't  find  Mac 
software  that  would  handle  the  intri- 
cacies of  Quebec's  tax  code. 

That's  the  kind  of  obstacle  that  ar- 
gues against  the  Mac  as  a  platform  for 
business.  But  diehard  Mac  fans  insist 
that  "business  Mac"  is  not  an  oxy- 
moron, despite  the  company's  modest 
9%  share  of  the  small-business  desktop 


Pay  Your  Bills  on  the  Net 

Tired  of  creating  and  sending  invo 
es,  and  filling  out  and  submitting 
pense  forms?  New  services  let  you  p 
form  these  tasks  more  easily  thro 
the  Internet.  TimeBills.com  offers  a  \A 
site  where  you  can  key  in  time  and 
penses  incurred  on  behalf  of  die 
and  then  get  a  summary  of  the  adt 
ties.  Best  of  all,  the  service  creates 
sends  paper  invoices.  Customers 
ceive  a  mailed  invoice  that  include 
detachable  payment  coupon  and  p 
addressed  return  envelope.  The  co 
$4.95  for  every  three  invoices  submit 
www.timebills.com). 
ExpensAble.com  is  an  Internet  s 
that  accepts  travel  and  entertainm 
expenses  from  business  travelers,  w 
can  submit  expenditures  through  a 
Web-connected  computer.  Compani 
can  also  use  the  Web  site  to  imme 
ately  review  and  approve  workers'  e| 
penditures.  ExpensAble.com  offers  d 
ferent       subscription       levels       a 
customized     services     (www.expen 
able.com).  While  neither  service  colle 
money,  both  use  the  Net  to  get  the  p 
perwork  rolling.    -WAYNE  KAWAM0 


market.  And  they  claim  much  hJ 
changed  in  the  past  two  years  to  altJ 
the  equation.  For  starters,  Apple  Cor 
puter  Inc.  is  no  longer  seen  as  a  bask 
case,  financially  or  technologicall 
quelling  doubts  among  business  clien 
about  buying  a  machine  whose  mak(  now, 
won't  be  around  to  support  it.  At  lea 
one  influential  technology  researc 
group  contends  Macs  are  no  more  e? 
pensive  to  own  than  pes.  And  the  Ci 
pertino  (Calif.) -based  company  has  is 
sued  a  host  of  new  products,  includin 
a  cutting-edge  desktop  model,  the  G^ 
The  question  is  whether  the  new  ap 
peal  will  outweigh  the  unique  prob 
lems  that  Mac  devotees  must  endure. 
At  C.W.  Keller  &  Associates  Inc.,  fo 
example,  plans  for  the  company' 
pricey,  custom-made  wooden  fixture 
and  furniture  are  drafted  on  Macs.  Bu 
the  two  computer-controlled  bean 
saws  that  speed  production  at  the  40 
worker  shop  in  Plaistow,  N.  H.,  tak< 
their  orders  from  pes  that  run  Win 
dows  software.  So  for  about  the  las 
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NO    MATTER    HOW    GOOD    YOUR    COMPANY'S    SMALL-BUSINESS 
RETIREMENT    PLAN,    THERE'S    ALWAYS    ROOM... 
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FOR    IMPROVEMENT. 
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^INTRODUCING   T.    ROWE    PRICE    FUND    REACH 


Now,  you  can  increase  the  investment  options  of  your  existing  401  (k), 
profit  sharing,  or  other  retirement  plan  with  over  50  mutual  funds  —  all 
100%  no  load.*  With  Fund  Reach,  T.  Rowe  Price  mutual  funds  can  be 
incorporated  into  your  existing  pkin  quickly  and  easily — and  there  are  no 
setup  fees,  minimum  contribution  limits,  or  balance  requirements. 

And  because  our  mutual  funds  cover  a  broad  range  of  asset  classes,  you 
can  selecl  investments  that  complement  your  current  plan. 

MORE    THAN    50,000    BUSINESS    RETIREMENT    PLANS    HAVE    PUT 

their  trust  in  T.  rowe  price.  SEE  why.  Since  [937,  T.  Rowe  Price 
has  been  helping  companies  and  individuals  meet  their  financial  goals. 
For  more  information  on  how  Funo  Reach  can  enhance  your  company's 
retirement  plan,  call  for  your  free  kii  today-  I    i.flOO-831-1462  I 


Invest  With  Confidence 

T.RoweRice 


*(  hei  k  your  >  ompanj  s  plan  document  to  determine  whether  your  plan  i*  eligible 

For  more  information,  including  fees  and  expenses,  request  a  pi  ospe<  tus.  Read  it  carefulh,  before  im  esting, 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributoi 
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four  years,  workers  painstakingly  trans- 
ferred instructions  into  the  saws'  con- 
trollers manually.  This  year  the  com- 
pany spent  an  estimated  $20,000 
writing  its  own  software  that  trans- 
lates Power  Mac  instructions  into  Win- 
dows code.  Still,  Senior  Product  Man- 
ager Shea  Dimock  says  it  was  well 
worth  it.  Her  staff  finds  designing  on  a 
Macintosh  so  much  easier  that  she  fig- 

A  big  problem:  Coming 
up  against  government 
systems  that  only 
recognize  Wintel 


ures  the  Macs  earn  back  at  least  that 
much  in  higher  productivity  and  low- 
er training  costs  in  the  months  after 
she  brings  in  a  new  hire. 

Some  tech  experts  call  this  Mac  de- 
votion "religious,"  and  it's  a  trait  found 
in  nonbusiness  users,  too 
But  Roger  Kay,  researcl 
manager  for  technology 
analysts  International  Data 
Corp.  based  in  Framing - 
ham,  Mass.,  says  the  de- 
votion on  the  part  of 
small  businesses — which 
often  can't  afford  a  pro- 
fessional systems  manag- 
er— is  entirely  rational. 
"You  don't  have  to  know 
too  much  about  comput- 
ers. Macs  are  pretty  self- 
explanatory  and  they're 
user-friendly,"  he  says.  As 
for  the  more  tangible 
considerations,  here's 
how  it  looks  now: 


in  doubt,  but  there  are  still  some  lin- 
gering effects.  "You're  not  going  to 
have  as  big  a  selection,"  says  Gartner 
analyst  Kevin  Knox.  For  instance,  you 
can't  get  Lotus  SmartSuite  for  Apple, 
but  you  could  make  do  with  the  rival 
Microsoft  Office  program.  Bottom  line: 
You  can  get  what  you  need,  if  not  al- 
ways what  you  want. 

Compatibility:  There's  always  that 
glitch.  Just  ask  Dr.  Joseph  Hildner, 
who  owns  a  medical  practice  with  a 
payroll  of  about  25  in  Belleview,  Fla. 
His  Mac  couldn't  receive  and  send 
Federal  Aviation  Administration  forms 
for  pilots'  flight  physicals 
that  he  frequently  per- 
forms. When  the  agency 
started  requiring  that 
reports  be  filed  online, 
he  broke  down  and 
bought  a  pc.  That  was 
all  right  with  his 
business  manager,  Su- 
san   Kennedy,    who 


Me  and  My  Mac 


Are  Macs  superior  to  PCs?  This  long-running  debate  is  often 
called  religious:  It  depends  how  you  see  things. 


Cost:  Macs  stack  up  pret- 
ty well,  says  analyst 
Mark  Margevicius  with 
The  Gartner  Group,  based  in  Stamford, 
Conn.  True,  the  initial  outlay  is  often 
much  higher  than  it  is  for  a  pc,  but 
Gartner  looks  at  the  total  cost  of  own- 
ership— including  installation  costs, 
technical  support,  administrative  time, 
training,  and  work  hours  lost  to  down- 
time, among  other  costs.  Do  the  math, 
he  says,  and  the  Mac  comes  out  even 
with  Windows  95  and  Win98. 

Software:  Developers  aren't  shunning 
Apple  as  they  did  when  its  future  was 


SUBJECT 

MAC 

PARTISANS  CLAIM... 

WINDOWS  PC 
DEFENDERS  REPLY... 

AESTHETICS 

Breathtaking  designs, 
nifty  colors 

So  what 

AVAILABLE 
SOFTWARE 

Universal  software 
coming  soon  to  the  Web 

Store  shelves  crammed 
with  Windows  titles  today 

COMPATIBILITY 

Built-in  translators  read, 
write  Windows  files 

Translators  don't 
always  work 

COST 

Easy  upkeep  makes 
lifetime  costs  lower 

Very  low  purchase 
prices 

NETWORKING 

Plugs  in  out  of  the  box 

Web  makes  all 
networking  easy 

USER 
FRIENDLINESS 

So  easy  to  use  it's  fun 

New  Windows  versions 
close  the  friendliness  gap 

says  she  had  never  before  seen  a  Mac 
in  her  1 5  years  in  medical  administra- 
tion. But  now  her  PC  must  share  files 
with  Hildner's  Mac  laptop.  "They 
don't  always  like  to  talk  to  each  oth- 
er," she  says.  "He  can  hide  files  in  all 
kinds  of  places  where  I  can't  find 
them." 

This  problem  seems  likely  to  fade  as 
Net-based  computing  becomes  more 
important.  Laurie  J.  McCabe,  vice-pres- 
ident of  Summit  Strategies  Inc. ,  high- 
tech  marketing  consultants  based  in 


Boston,  points  out  that  if  software 
sides  and  runs  on  the  Net,  instead 
being   installed   on   computers,   3 
computer  with  a  Web  browser  will 
able  to  get  all  the  programs  it  nee 
Margevicius  adds  that  under  circui 
stances  in  which  Macs  and  pes  can 
exist,  it's  less  radical  to  go  with  App 
"It's  not  as  big  a  decision  as  it  on 
was,"  he  says.  "The  religious  fervor 
less  important." 

Support:  The  pool  of  people  with  e 
pertise  on  Apple  systems  just  isn't 
deep,  which  makes  hiring  and  swa 
ping  tips  harder.  And  for  all  the  passk 
of  its  adherents,  Apple  does  precio 
litde  to  court  small-scale  oper 
tors.  The  company  peddl 
its  wares  only  indirect 
through  third-party  r 
sellers,  and  it  doesn't  o] 
erate  a  special  suppol 
unit  for  small  companii 
Unlike  many  large  tec 
nology  companies  such 
bm,  Gateway,  Dell  Co: 
puter,  and  Microsoft, 
has  no  strategic  gro 
devoted  to  small  busine: 
affairs.  Visitors  t 
apple.com  won't  eve 
find  a  smajl-busine 
page.  In  fact,  Apple  didn 
want  to  put  anyone  o: 
the  phone  for  this  story 
Still,  Apple's  not  en 
tirely  alone  in  its  over 
sight,  pc  makers  in  gener 
al  are  just  waking  up  6 
the  potential  of  sales  t< 
small  businesses,  say 
Knox  at  Gartner.  "Apple 
not  starring  from  way  be 
hind  the  rest  of  the  in 
dustry,"  he  says.  Indeed 
small-business  units 
many  big  companies  an 
less  than  three  years  old 
In  the  meantime,  Mac  fanatics  car 
enjoy  dieir  "Think  Different"  underdog 
status.  Eiser,  in  fact,  capitalizes  on  it 
"The  best  thing  about  being  a  Mac 
house,"  she  says,  "is  that  I  don't  have- 
to  deal  with  those  dumb  software 
salesmen.  I  can  eliminate  90%  of  them 
by  asking,  'Does  it  work  on  a  Mac?' 
-JEFF  ZYGM0NT 
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Learn  more  about  picking  the  rig! 
technology.  Click  Online  Extras  at 
frontier.businessweek.com 
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THINK  LONG-TERM 


Incorporation  can  point  your  company  in  the  right  direction  for  staying  power,  legally  outlasting  sole 
proprietors  and  partnerships.  It  may  also  provide  substantial  tax  advantages,  maximum  protection  of 
your  personal  assets  and  the  option  to  attract  investors.  Best  of  all,  incorporating  can  be  simple  and 
affordable.  Let  The  Company  Corporation  show  you  the  way. 


internet  Solutions-domain  names, 
web  sites  and  more! 


Complete  incorporation 
Packages 


Business  Partner 
Network-helps 
you  save  ti 
and  money 


Thousands  of 
Corporations 
Formed  Monthly 


On-Line 
Reference  Tools 


Call  us  at  1-800-465-1579  and  our  Incorporation  Specialists  will  help  you  with  your  incorporation 
over  the  phone,  in  just  minutes.  Or,  you  may  visit  us  on-line  at  www.corporate.com/path  to  initiate  an 
incorporation  at  any  time,  24  hours  a  day,  seven  days  a  week.  While  you  are  at  our  site,  learn  about  the 
other  advantages  of  incorporation  such  as  the  many  tax-deductible  benefits  that  may  be  available  to  you. 
If  you  need  more  information,  click  on  Starting  Your  Business  to  find  answers  to  your  "frequently  asked 
questions"  about  incorporating.  Think  long-term  survival.  Incorporate  with  us  today. 


The  Company  Co 


Creating  Successful  Businesses  Since  18? 

The  Company  Corporation  is  an  incorporation  service  company  and  does  not  offer  legal  or  financial  advice. 


©  The  Company  Corporation  2999 
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Perks 


Want  to  find  ar 


keep  the  be 


people?  Mak 


sure  your  benefi 


are  up  to  dai 


THAT 


Work 


v*s 


tha^ 


^►~lL      IT'S  NEVER  BEEN  this  crazy  before.  Recruiting  and  retaining  th 
best  people  has  always  been  hard  for  small  companies,  whic 
often  have  to  stand  in  line  behind  bigger,  better-heeled  employers 
But  with  national  employment  at  an  all-time  high,  the  perks  som 
companies  are  lavishing  on  employees  sound  less  like  innovation  am 
more  like  desperation.  ♦  Need  a  new  car?  We'll  lease  you  a  late-mode 


luxury  sedan,  and  you  don't  have  to  be  a  manager 
to  get  one.  Strapped  for  your  kid's  college  tuition? 
We'll  foot  some  of  the  bill.  Caught  in  a  time 
crunch?  We'll  do  your  laundry  or  even  pay  for  a 
maid.  Flex  time,  telecommuting,  full-body  mas- 
sages— whatever  it  takes  to  make  you  feel  right  at 
home.  You  can  even  bring  your  dog  or  cat  to 
work,  and  we'll  toss  in  pet  health  insurance. 

No,  we're  not  kidding — you  can't  make  this 
stuff  up  (see  photos,  page  R34).  Entrepreneurs 
are  going  all-out  to  recruit  the  people  they  need. 
There's  Revenue  Systems  Inc.  in  Alpharetta,  Ga., 
which  leases  a  custom-built,  fully  insured  bmw 
with  unlimited  mileage  for  every  employee.  In 
Montreal,  Zero-Knowledge  Systems,  an  Internet 
privacy  company,  has  resorted  to  private  screenings 
of  new  movies  and  doing  laundry  for  its  65  em- 
ployees: drop  it  off  on  Tuesday,  pick  it  up  on 
Wednesday  folded,  pressed,  and  crowned  with  a 
colorful  lollipop.  And  some  companies  are  get- 
ting ruthless  about  retention.  "We  recruited  a  guy 
from  a  small  information-technology  company  for 
a  client,"  says  Joseph  E.  Onstott,  managing  direc- 
tor of  the  Onstott  Group,  a  small  ^^^^^^ 
Wellesley  (Mass.)  executive  search  firm,     by  LyiUl 


"His  employer  offered  him  a  $200,000  check  t 
stay.  He  refused.  So  they  called  his  wife  and  tol 
her  about  it,  and  when  he  got  home,  she 
'Are  you  nuts?'  He  stayed  put." 

Get  used  to  it:  There's  no  relief  in  sight.  Th 
jobless  rate  has  been  stuck  below  5%  for  mor 
than  two  years  and  shows  little  sign  of  budging 
So  if  you  haven't  beefed  up  your  benefits  anc 
compensation  package  lately,  your  best  people  an 
tempting  targets  for  your  rivals,  and  you'll  have 
hard  time  luring  qualified  replacements. 

The  trick,  of  course,  is  to  beef  up  benefits  with 
out  going  broke.  That's  not  easy  when  the  cost  of 
basic  benefit  like  group  health  insurance  is  rising  ai 
6%  to  12%  annually,  says  Buck  Consultants.  Plead- 
ing poverty  is  no  longer  an  option,  says  Wendy  C 
Handler,  assistant  professor  of  management  at  Bab- 
son  College.  "You  can't  get  out  of  providing  health 
insurance  or  a  retirement  plan  by  arguing  that  you 
can't  afford  the  gold  standard,"  she  says.  But  you 
may  be  able  to  afford  a  stainless-steel  standard — a 
package  of  benefits  big  enough  to  keep  your  com- 
pany competitive  but  small  enough  to  fit  a  limited 
^^^^^^  budget.  With  a  little  tinkering,  you  can 
BrBTOier     assemble  a  plan  that  includes  modest 


/ 
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medical  insurance,  a  payroll  deduction  plan  that 
lets  employees  pay  pretax  dollars  for  medical  and 
dependent-care  expenses,  a  basic  retirement  plan, 
and  a  few  other  goodies. 

It's  not  as  hard  as  it  sounds.  For  starters,  you're 
not  really  competing  head-to-head  with  huge  cor- 
porations for  every  employee.  True,  an  ibm  or  a 
Microsoft  is  able  to  offer  an  array  of  benefits  that 
you  can  only  dream  about.  But  a  small  company 
can  offer  greater  flexibil- 
ity and  opportunity  for 
growth,  which  should- 
n't be  underestimated, 
especially  since  some 
people  recoil  at  the  idea 
of  working  for  a  corpo- 
rate giant.  In  fact,  says 
benefits  consultant 

William  G.  Bliss,  presi- 
dent of  Bliss  &  Associates  Inc.  in  Wayne,  N.J.,  small 
companies  are  now  better  positioned  to  attract  the 
best  and  brightest  than  the  larger  companies. 

With  that  in  mind,  an  effective  package  must  in- 
clude features  designed  to  attract  and  reward  the 
employees  you  want.  For  instance,  the  first  bene- 
fit established  by  Morris  Financial  Concepts,   a 


The  trick  is  assem- 
bling a  package  that 
offers  the  basics 
without  going  broke 


Charleston  (S.C.)  financial  planning  fn 
was  paying  for  its  four  employees'  < 
going  educational  expenses.  "I  wan 
to  hire  professionals  who  want  to  c< 
tinue  to  learn,"  says  owner  Kyra  Mor 
And  at  Brella  Productions  Inc., 
Evanston  (111.)  video  production  com] 
ny,  nine  workers  set  their  own  hoi 
from  the  day  they  were  hired.  "Contr 
ling  their  schedules  is  very  attractive 
the  kind  of  employees  we  target — peo] 
in  their  20s  and  early  30s,"  says  Preside 
Bernadette  Burke.  "And  whenever  pos 
ble,  we  give  the  option  to  work  frc 
home." 

Obviously,  your  needs  depend  on't 
industry  you're  in  (tech  employees  w 
expect  stock  options)  and  the  avera 
age  of  your  staff  (younger  workers  woi 
care  as  much  about  a  retirement  plar 
And  soft  perks  aren't  enough.  You'll  ne 
a  core  package  of  basic  benefits. 

Take  a  look  at  the  table  appearing 
page  F.25.  It  illustrates  three  packages 
core  benefits  in  different  price  range 
Sure,  you  might  be  too  strapped  to  pr<| 
vide  the  best  health  insurance  in  towj 
but  perhaps  you  can  make  up  for  shor 
comings  with  noncash  benefits  like  fie: 
time  or  stock  options.  And  you  can  ei  I 
hance  or  upgrade  individual  componen  f 
as  your  company  grows.   But  withot 
these  basics,  your  chances  of  holding  o  ' 
to  anybody  in  this  economy  ,are  prett 
slim. 

HEALTH  PLANS 

Nothing  is  more  basic  than  medical  benefit 
"Many,  many  people  work  simply  for  health-car 
coverage,"  says  Joan  Vines,  principal  at  Grar 
Thornton  llp  in  Washington,  D.C.  Small  grou  j 
health  insurance  isn't  cheap.  Many  companies  re  uy^ 
duce  health-care  costs  by  passing  along  part  c 
the  bill  in  the  form  of  bigger  deductibles  and  co 
payments,  or  by  paying  only  for  employees'  cov 
erage.  "It's  becoming  almost  standard  for  the  em 
ployee  to  pay  for  dependent  care,"  says  Vines 

A  smart,  inexpensive  way  to  soften  the  blow  t( 
workers'  wallets  is  to  arrange  for  them  to  pa 
their  premiums  in  pretax  dollars  through  a  payroll 
deduction  plan  known  as  a  section  125.  Benefit 
consultants  say  these  plans  are  underused  becaus' 
most  small  employers  have  never  heard  of  them.  /  Q 
basic  section- 125  plan  for  premium  payment 
costs  between  $250  and  $500  a  year,  says  Bradle) 
C.  Fields,  co-owner  of  Northwest  Benefits  Group 
Inc.  in  Portland,  Ore. 

You  can  cut  health-insurance  costs  and  rewarc 
key  staff  at  the  same  time  by  offering  two  medical 
plans:  a  low-cost  version  that  appeals  to  the  rank 
and-file,  and  a  higher-priced  model  for  execu 
tives.  For  example,  you  could  pay   100%  of  th 
premiums  for  a  health  maintenance  organization 
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Cost 


Costs 

Ni 


Bennies  that  Fit  the  Bill 

Let's  get  real:  You  want  to  offer  great  benefits,  but  you  also  don't  want  to  go  broke.  These  packages  were  designed 

with  both  goals  in  mind,  based  on  your  economic  circumstances. 


BENEFIT 


ECONOMY  PLAN 


MODERATE  PACKAGE 


DELUXE  PLAN 


HEALTH  INSURANCE  HEALTH  MAINTENANCE  ORG.* 

nual  deductible  None 

No.  of  deductibles/family    NA 

-payment  $10  to  $15  per  visit;  similar  fees 

for  prescription  drugs 

verage  100%  for  doctor  visits  after 

co-pay  80-100%  for  hospital  care 

Monthly  premium,  indiv.     $U3-$190 
Monthly  premium, 
family  of  four  $400-$530 


INDEMNITY  PLAN" 
$500-$2,500  (individual) 

3 
NA 

80%  of  reasonable  and  customary 
charges  up  to  $5,000,  then  100% 
Prescription  drugs  optional 

$180-$240 
$300-$475 


INDEMNITY  PLAN** 
$100  to  $500  (individual) 
2 
NA 

80%  to  100%  of  charges  up  to 
$2,000-$5,000,  then  100% 
Prescription  drugs  optional 

$240-$300 
$475-$1,000 


RETIREMENT  PLAN 
Employee  contribution 
Employer  contribution 
Administrative  cost 


SIMPLE  IRA 

Up  to  $6,000  a  year 
3%  of  employee's  salary 
Minimal.  The  plan  can  be 
purchased  directly  from  no-load 
mutual  fund  company  and 
administered  internally 


401[k)  PLAN 

Up  to  $10,000  of  salary  a  year 

Discretionary 

25  employees:  $1,500  to  $2,500 

a  year 


401[k)  PLAN 
See  details  in  column  2 
PROFIT  SHARING  PLAN 
Discretionary  employer 
contributions  (Administrative 
cost:  $200  a  year) 


PAID  LEAVE 


Sick  days,  vacation, 
holidays 


Sick  days,  vacation, 
personal  days,  holidays 


Sick  days,  vacation, 

personal  days,  holidays,  comp  days 


SECTION  125  PAYROLL 
DEDUCTION  PLAN 


NA 


Lets  employees  pay  their  share  of 
premiums,  plus  dependent  care  and 
unreimbursed  medical  expenses  in 
pre-tax  dollars 


***See  left,  plus  a  choice  of  addi- 
tional employer-paid  benefits  like 
a  wellness  plan,  childcare  reim- 
bursement account, 
medical  savings  account;  and 
employee-paid  benefits  such  as 
group  long-term  care  coverage 


Administrative  cost              NA 

$400  to  $500  a  year  for  premium- 
only  plan,  plus  $5  to  $10  per 
employee  per  month  for  dependent 
care  and  medical  accounts 

No  additional  administrative  cost 

LONG-TERM  DISABILITY     NA 
INSURANCE 

Cost                                       NA 

After  90  days,  pays  disabled 
employee  60%  of  salary  up  to  $5,000 
or  $6,000  a  month,  for  five  years 

About  $20  a  month  per  employee, 
depending  on  average 
age  of  the  group 

See  left 

SHORT-TERM  DISABILITY  NA 
INSURANCE 

NA 

Pays  disabled  employee  a  weekly 
benefit  equal  to  60%  of  salary  up  to 

Cost 


NA 


NA 


$1 K  a  week  for  26  weeks 

Depending  on  group  demographics. 
$25  to  $30  a  month  per  employee 


LIFE  INSURANCE                NA 
Cost                                       NA 

Covers  eligible  employees  for 
$20,000  or  multiple  of  salary  up 
to  $50,000 

$2  to  $3  per  employee  per 
month,  depending  on  average 
age  of  group 

One  times  salary  without  a  cap 

Depends  on  empl^ee 
demographics 

*  Costs  vary  based  on  type  of  business,  age 
ty  and  cost  of  health  plans  depend  on  state 

of 
req 

employees,  co- 
nations. Many 

payments,  extent  of  coverage.  **  Assumes 
employers  share  the  cost  with  employees. 

group  of  20  people  or  more.  Availabili- 
***  Assumes  35  or  more  employees. 

DATA  MORRIS  FINANCIAL  CONCEPTS  NORTHWEST  BENEFITS  GROUP.  AND  AMERICAN  ECONOMIC  GROUP 
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Speed 

Dual-cartridges  push  itser-quality 

black  output  speeds  to  approximately 

10  pages  per  minute: 


+ 


Quality 

Incredibly  rich  and 

vibrant  color  with  7-color*'  I 

1440  x  720  dpi**  printing. 
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10  pages  per  minute 
add  up  to  one  very  fast  printer. 

PURE  SPEED.  Need  to  get  some  paperwork  done?  At  10  ppm  in  black'  and 
4  ppm  in  color,  the  Canon  BJC-5100  Color  Bubble  Jet    printer  is  lightning-fast. 

1440  X  720  DPI!*  The  BJC-5100  offers  stunning  high-resolution  color  and 
black  printing,  allowing  you  to  create  text  and  color  images  with  pinpoint  precision. 

7  COLOR  INK  SYSTEM.  The  BJC-5100  mixes  seven  individual  inks  to  create 
color  images.  The  result  is  astounding  photo-quality  printing: 

PAPER  SUPPORT.  A  truly  versatile  printer,  the  BJC-5100  supports  a  wide  variety 

> 

of  paper  sizes  from  4"  x  6"  all  the  way  up  to  11"  x  17"  For  details,  visit  our  Web  site 


at  www.ccsi.canon.com/5100  or  call  1-800-0K-CAN0N. 
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paper  versatility. 
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plan  that  covers  people  only  when  they  use  net- 
work doctors,  and  pay  only  65%  of  the  premium 
for  a  point-of-service  plan  that  provides  coverage 
outside  the  network,  too,  says  Eugene  J.  Koster, 
health  insurance  division  manager  at  American 
Economic  Group  in  Watchung,  N.J.  Or  you  could 
lease  workers  from  a  professional  employer  or- 
ganization (peo),  which  can  provide  them  with 
richer  benefits  than  small  companies  can  afford, 
says  Steve  Rosenthal,  president  of  epix,  a  peo  whose 
average  client  company  employs  20  people. 

FLEXIBLE  SPENDING  ACCOUNTS 

For  an  extra  $5  to  $10  a  year  per  employee,  the 
plan  can  include  flexible  spending  accounts,  in 
which  employees  set  aside  part  of  their  salaries  to 
pay  for  dependent  care  and  unreimbursed  medical 
expenses.  They  pay  no  income  taxes  on  money  di- 
verted into  a  flexible  spending  account — and  nei- 
ther do  you:  "You  save  about  7.5%  to  8%  in  Social 
Security  and  federal  unemployment  taxes  on  mon- 
ey employees  put  into  these  accounts,"  says  Fields. 
What  can  they  use  the  money  for?  A  surpris- 
ingly broad  array  of  services,  including  day-care 
centers,  in-home  nursing — even  summer  camp. 
Eligible  medical  expenses  include  health  insurance 
deductibles,  co-payments,  and  co-insurance,  plus 
expenses  not  covered  by  most  plans  such  as  pre- 
scription glasses,  contact  lenses,  air  conditioners, 
and  filters  for  allergy  relief,  a  reclining  chair  pre- 
scribed by  a  doctor,  acupuncture,  psychiatric  care, 
and  whirlpool  baths,  to  name  just  a  few. 

RETIREMENT  PLANS 

These  are  ranked  second  in  importance  only  to 
medical  coverage  but  are  currently  offered  by  just 
20%  of  all  small  companies,  says  Spectrem  Group, 
a  San  Francisco  benefits-consulting  firm  that  just 
completed  a  landmark  study  of  2,600  small  em- 
ployers. But  don't  get  complacent:  The  figure  tops 
50%  for  small  companies  of  more  than  20  people, 
and  thousands  more 
plan  to  start  offering 
one  within  two  years. 

Why  the  lag?  Perhaps 
it's  because  more  than 
a  third  of  small-business 
owners  polled  this  year 
by  the  nonprofit  Em- 
ployee Benefit  Research 
Institute  were  unfamiliar 
with  the  least  expensive  retirement  plan  they  can 
offer — the  simple  ira,  which  was  created  specifi- 
cally for  small  businesses.  Simple  iras  require  no 
reporting,  can  be  administered  internally,  and  cost 
about  $10  per  person  to  set  up.  The  only  expense 
is  your  mandatory  contribution:  3%  of  payroll. 

But  no  retirement  plan  is  as  attractive  to  em- 
ployees as  the  401  (k).  A  2  5 -person  plan  costs 
about  $2,000  to  $2,500  to  set  up  and  about 
$1,500  to  $2,000  a  year  to  run,  says  Fields — not 
counting  any  matching  contribution.  Still,  even 
generous  employers  don't  always  provide  a  401(k) 


A  profit-sharing  plan 
is  a  good  alternative 
to  handing  out  equity 
in  your  company 


Keeping  Up 


You'll  be  hard-pressed  to  retain  good  peopl 
your  benefits  package  doesn't  include  items 
fered  by  most  of  your  rivals.  These  perks  are 
fered  by  more  than  half  of  all  small  compan 
with  less  than  100  employees. 


LIFE  INSURANCE  9: 

PROFESSIONAL  DEVELOPMENT  9 

PROFESSIONAL  MEMBERSHIPS  8 

EMPLOYEE  KEEPS 

FREQUENT  FLYER  MILES  8 

DENTAL  INSURANCE  8 

PRESCRIPTION  DRUG  PLAN  8 

FREE  CALLS  HOME  WHILE  TRAVELING    7 

MENTAL  HEALTH  INSURANCE  66 

PPO  MEDICAL  PLAN  65 

VISION  INSURANCE  PLAN  58 

HMO  MEDICAL  PLAN  55 

FLEXTIME  50 

DATA:  SOCIETY  FOR  HUMAN  RESOURCE  MANAGEMENT,  1999 


match.  One  company  that  doesn't  is  NorthshoJ 
International  Insurance  Services  Inc.,  an  8 5 -perse 
Salem  (Mass.)  company  whose  benefits  are  corrl 
petitive  with  those  of  much  bigger  companiel 
"We  have  a  401  (k)  plan,  but  we  don't  do  a  mate 
because  it  tends  to  be  disadvantageous  to  lowed 
paid  people,"  says  David  Ives,  company  presidenl 
"They  can't  take  full  advantage  of  it.  Instead, 
put  money  into  a  profit-sharing  plan,  so  everyor 
benefits  on  an  equal  basis." 

A  profit-sharing  plan  is  also  a  good  alternath 
to  handing  out  equity  in  your  company,  which 
increasingly  demanded  by  highly  skilled  employ 
ees.  Generous  profit-sharing  and  handsome  bonus 
es  let  employees  participate  directly  in  the  growtl 
of  the  business,  says  Larry  Elkin,  head  of  a  finanl 
cial  planning  firm  in  Hastings-on-Hudson,  N. 
"When  people  ask  for  equity,  what  they  ofterj 
mean  is  that  they  want  more  money,"  he  adds! 
"not  the  management  responsibility  that  goes  witl 
control." 

THE  EXTRAS 

So  what  can  you  skimp  on?  Group  life  insurancel 
disability  coverage,  dental  insurance,  long-term | 
care  coverage.  Everyone  agrees  that  dental  insur] 
ance  is  overpriced.  "You  don't  get  much  more 
than  your  premium  back,"  says  Steven  Kaye,  presl 
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have  a  Flashcom  DSL  connection  and  this 
surely  the  future  for  Internet  connectivity. 
Anyone  anyplace  that  can  get  this  technology 
into  their  home  or  office  is  foolish  not  to  order 
it  today!  It's  fabulous!" 

JOHN  C.  DVORAK 

PC  MAGAZINE 


lashcom  =  Internet  Up  To  100  Times  Faster 

Internet  access  that's  up  to  100  times  faster  than  your  dial  up  connection.  With  DSL 
from  Flashcom,  once  you're  setup  you're  always  on,  so  there's  no  wait  to  connect 
no  busy  signals,  and  no  dropped  calls.  Plus  it  works  on  the  same  line  as  your  phone    • 
so  you  don't  have  to  pay  for  a  dedicated  line,  and  you  can  talk  while  you  surf. 

-ARGEST  NATIONAL  COVERAGE  AVAILABLE.  CHECK  WWW.FLASHCOM.COM 
^  ^\  FOR  AVAILABILITY  IN  YOUR  AREA. 
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ident  of  American  Economic  Group.  As  for  life 
insurance,  "the  type  of  people  I  was  looking  to 
hire  already  had  their  own,"  says  Kyra  Morris. 
And  if  you  have  enough  money  for  only  one 
health-related  program,  disability  insurance  isn't  an 
economically  efficient  benefit,  Elkin  points  out. 
"When  I  buy  health  insurance  for  employees,  it's 
tax-deductible  to  me  and  tax-free  to  them.  But  if  I 
buy  their  disability  coverage,  their  benefits  are 
taxable." 

Suppose  the  worst  happens  and  your  most 
valuable  employee  announces  she's  going  to 
leave.  Should  you  try  to  keep  her  with  a  massive 
counter-offer  and  lavish  new  benefits?  Probably 
not,  says  Bliss.  "Something  psychological  hap- 
pens— the  owners  now  think  they  own  the  per- 


son." The  resulting  friction  usually  leads  to; 
resignation  a  few  months  later.  "At  the  mo 
you're  buying  yourself  a  little  time,"  he  says 
better  strategy  is  to  have  the  fringes  in  pla 
ahead  of  time  so  they're  not  a  sore  point, 
says — and  then  don't  rely  on  them  too  much  i 
retention.  The  decision  to  stay  is  more  oft 
based  on  how  much  recognition  and  respect  t 
boss  gives  to  a  prized  staffer  than  on  how  mu 
the  co-payment  is  on  the  dental  plan.  Pay  mo 
attention  to  your  management  style,  and  everyo 
will  benefit. 


Learn  more  about  designing  a  benefits 
package.  Click  Online  Extras  at 
frontier.businessweek.com. 
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SIEMENS 


Iff  you  can  walk  down  the  hall 
talking  on  the  phone, 
you  didn't  pay  $5000 

for  your  office  phone  system. 


You  paid  less  than  $400. 


I  Introducing  the 
Siemens  Gigaset  2420. 

Talk  about  value.  The  Gigaset  2420  is 
a  two-line,  two  phone,  fully  expandable 
cordless  system... at  an  incredible 
price.  Yet  it  can  do  most  everything 
those  $5000  systems  can  -  and  some 
things  they  can't.  Like  leave  your  desk. 
So  the  smallest  companies  in  town 
can  sound  like  the  biggest  companies 
in  the  world. 


•REQUIRES  TIIII'IIUNl  ClIIMPANY  SUBSCRIPTION 


One  jack  launches  the  Siemens 
Gigaset  System.  And  completes  it. 

Plug  the  desk  station  with  its  corded  handset  into  the 
wall  and  that's  the  last  time  you'll  jack  with  the  jack. 
The  included  state-of-the-art  cordless  handset  doesn't 
require  a  jack.  You  can  add  up  to  seven  more  handsets 
without  adding  a  jack.  And  every  phone  is  part  of  the 
same  system,  so  they  all  work  together.  No  jack. 

2.4GHz  of  power  versus  900MHz. 

The  new  Siemens  2.4GHz  Cordless  System  is  a  giant 
leap  over  900MHz  technology,  offering  crystal  clear  con- 
versations with  virtually  no  interference. 

Big  business  features  at  a  small 
business  price. 

■  Extraordinary  voice  quality 

■  Access  system  features  from  any  Gigaset  handset 

■  Digital  Duplex  Speakerphone 

■  Call  Transfer/Conference/Intercom 

■  Hold/Flash/Redial 

■  Ring,  Pitch  Selection  and  Volume  Control 

■  Call  Log  (30  entries) 

■  Directory  (Up  to  100  entries) 

■  Displays  Caller  ID  and  Call  Waiting  with  Caller  ID* 

■  Call  Identification  (Unavailable/Private/Blocked)* 

■  Secure  private  conversations 

■  Integrated  Digital  Answering  System  answers  each 
line  separately 


One  jack,  two  lines  .  . . 
and  you  can  do  all  this. 

Add  additional  handsets,  you  now  have  a  system  where 
two  employees  can  be  on  a  handset-to-handset 
conversation,  while  you're  outside  on  the  phone  to  your 
biggest  client  and  your  vice  president  is  on  the  phone  - 
pacing  the  halls  -  setting  up  appointments.  Another 
employee  could  p£  checking  the  answering  machine  at 
the  desk  station.  All  with  one  jack  and  two  lines. 

The  best  cordless  phone  system 
value  today. 

You  could  pay  up  to  $5000  and  more  for  a  business 
phone  system.  But  for  about  the  price  of  two  cordless 
phones,  you  can  get  a  fully  integrated,  state-of-the-art, 
one-jack,  two  phone  cordless  system,  packed  with  fea- 
tures like  a  digital  answering  machine.  Caller  ID/Call 
Waiting  ID  display,  intercom  and  conferencing  .  that's 
easily  expandable  to  eight  handsets. 

FROM  SIEMENS.  THE  LEADER  IN  CORDLESS  TECHNOLOGY 
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Invaluable  advice  for  anyone 
hunting  for  money! 
Brian  Maxwell,  president  and 
CEO,  PowerBar,  Inc. 
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ATTITUDE 

There's  more  to  cutting  health-care 
costs  than  finding  the  Lowest  price 


3ATRICIA  HALO  would  be  an  expert  on  small-busi- 
less  health  benefits  even  if  she  hadn't  written  the 
xjok  on  it  (Managing  Health  Benefits  in  Small  and  Mid-Sized 
Denizations,  $3  5,  Amacom  Books).  Halo  has  been 
•uniting  an  1  1  -person  consulting  company  in  New 
|3ity,  N.Y. ,  for  more  than  two  decades,  and  she 
nakes  a  point  of  coughing  up  money  for  a  health- 
naintenance  organization  that  includes  prescrip- 
ion-drug  coverage  because  she  thinks  it's  vital  to  a 
lealthy  business.  But  making  health  care  afford- 
ible  means  more  than  just  shopping  for  the  cheap- 
:st  plan,  Halo  tells  frontier's  Rick  Green.  Some  ed- 
ted  excerpts: 

3:  Is  it  harder  for  small  companies  to  hold  costs 
iown? 

\:  That's  true.  I  don't  think  they  can  possibly  do  it 
ill  themselves  and  do  it  well.  Picking  a  good  adviser 
s  key.  Often  these  things  come  down  to  personal 
'elationships,  but  you  need  to  measure  the  scope  of 
.heir  services.  An  agent  may  represent  half  a  dozen 
rompanies,  or  only  one.  if  an  agent  repre- 
sents only  one,  guess  which  one  he's  going 
o  try  to  sell  you. 


1:  How  about  putting  the  plan  out  for  bids 


' '»ach  year  to  get  the  lowest  price? 

*ki  It's  not  a  good  idea  to  do  a  plan  review 
jjpnore  than  every  two  or  three  years.  First,  there  are 
[AH  ertain  costs  that  are  charged  to  you  as  a  new  ae- 
on nt.  Second,  there's  a  loss  of  employee  loyalty. 
flu-  minute  you  start  flipping  health  plans  around, 
l  smds  out  a  message  of  less  security.  Employees 
tan  thinking,  "Hey,  is  there  something  going  on  I 
lout  know  about'  Why  do  they  keep  changing  the 
ualili  plan?  1  just  got  used  to  this  doctor."  It  in- 
eniences  employees  and  undermines  what 
tou're  trying  to  accomplish:  the  understanding  that 
■on  are  safeguarding  part  of  their  financial  security. 

):  So  what  can  you  do? 

A:  There's  lots  of  good  information  about  health 


resources  within  a  com- 
munity— toll-free  num- 
bers and  local  offices. 
Make  that  available.  En- 
courage people  to  seek 
early  medical  care  when 
they  have  a  problem — a 
philosophy  and  a  policy 
that  says,  if  you're  not 
feeling  well,  get  an  early 
diagnosis  rather  than 
waiting,  which  could 
cost  more  money  to  treat 
and  cause  longer  absen- 
tee time  and  more 
turnover.  Then  look  at 
programs  that  can  be 
brought  to  the  work- 
place through  public 
sources.  They  may  have  mammography,  cardiac 
screenings,  diagnostic  programs,  and  educational 
services  you  can  arrange.  Bringing  a  mobile 
unit  to  a  workplace  is  good  not  just  for 
the  employee.  It  helps  reduce  the  cost  of 
your  health  plan,  because  eventually,  if  you 
have  very  adverse  experiences,  it's  going 
to  catch  up  with  you  in  liigher  premiums — 
not  to  mention  the  lost  work  time. 


haV 


Q:  You've  also  suggested  unusual  actions,  such  as 
putting  healthier  foods  in  vending  machines. 
Will  that  really  make  a  difference? 

A:  think  it  will,  if  employers  encourage  healthier 
snacking  and  lunch  times,  and  urge  employees  to 
be  less  sedentary.  I've  seen  the  difference  in 
health  claims  and  overall  attitude  about  being  at 
work.  This  is  the  type  of  program  that  shows  a 
payback. 


II 


Learn  more  about  cutting  health-care 
costs.  Click  Online  Extras  at 
frontier.businessweek.com 
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Children 's  College  Tuition 

Qnstott  Group 

Helen    Neal   was   prepared   to    foot    the    enti: 
$23,000  tab  for  her  daughter  Heather's  senior  ye 
of  college.  "This  was  our  last  year  of  tuition  b: 
and  my  husband  and  I  were  thinking,  'Thank  G' 
this  is  over,"  says  Neal.  Enter  her  employer,  Onst< 
Group,     a     15 -person     executive     search     fir 
in  Wellesley,   Mass.   This  summer,   Onstott  ar 
nounced  that  it  would  grant  $5,000  a  year 
workers  with  kids   in   college   to   help  pay  f< 
tuition.  The  only  criterion:  The  student  must  m 
tain  a  B  average.  "It  was  such  a  pleasant  surprise,  • 
says  Neal,  Onstott's  office  manager,  who  has  bee  Lf££ 
with  the  company  for  more  than  a  decade, 
was  just  beyond  generous." 

Managing  Director  Joseph  E.  Onstott  says,  "As 
retained  search  firm,  we  know  the  power  of  perk; 
We  also  know  that  people  work  in  companies  be 
cause  they  want  to."  Onstott's  aim  was  to  bot. 
help  his  workers  and  instill  positive  ideals.  "W 
looked  for  benefits  that  would  be  of  real  value  t< 
our  employees,"  he  says.  So  far,  Heather  Neal  is  th 
first  recipient.  By  the  year  2005,  the  compan 
could  be  shelling  out  grants  to  as  many  as  nine  stu 
dents.  "Small  companies  used  to  be  behind  th 
curve  on  benefits,"  notes  Onstott.  "Now  everyone  i 
realizing  that  in  today's  competitive  market,  yoi  [j 
have  to  fight  to  keep  the  best  people." 
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jFree  BeemecstaDrive 

'  Revenue  Systems 

The  parking  lot  of  Revenue  Systems  Inc.  (rsi),  an 
i  Atlanta  software  developer,  is  often  mistaken  for  a 
bmw  dealership.  That's  because  virtually  every  car  in 
ilu-  company  s  lot  is,  well,  a  bmw.  The  company 
gives  beemers  to  all  its  60  full-time  employees. 
That's  right:  gives.  When  employees  are  hired, 
tin  \  arc  required  to  sign  up  for  a  leased  z3  road- 
si.  i  >>i    $23  sedan.  The  cost  to  the  worker  is  zilch; 

ill]  the  company  pays  for  the  lease,   insurance,  and 

[taxes   The  reason  for  the  largesse — which  comes  to 

|  10,000  a  month  for  the  company?  "In  Atlanta, 

there  are  over  SOD  software  developers,"  says  rsi 

('Hi  Chief  Executive  Bill  Clover,  who  came  up  with 
the  bmv.  idea.  "It's  hard  for  any  company  to  stand 


out  from  the  crowd."  And  attract  the  employees  it 
needs. 

Last  year,  Glover  was  paying  a  headhunting  firm 
$S0,000  a  month  to  find  new  hires.  Trouble  was, 
the  hunters  were  only  turning  up  three  workers  a 
month  when  rsi  needed  five.  "Every  month,  we 
were  falling  behind,"  says  Glover.  Then  the  savvy 
cio  introduced  the  bmw  perk.  Once  the  news  hit 
the  press  last  July,  the  company  was  flooded  with 
resumes.  Now  no  more  headhunting  costs.  And 
lots  of  happy  employees.  Says  Glover:  "Our  work 
ers  feel  special,  like  they  are  members  of  an  elite 
club."  Plus,  it  costs  less  overall  to  lease  the  cars 
than  lo  pay  the  headhuniers.  A  benefit  to  all. 
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Kron  Chocolatier 

Work  is  sweet  for  employees  at  Kron  Chocolatier  in 
Aventura,  Fla.  In  addition  to  all  the  chocolate  they 
can  eat,  workers  are  treated  to  a  free  lunch  each 
day,  a  cake  and  a  $25  gift  certificate  on  their  birth- 
day, and  a  honeymoon  cruise  when  they  get  mar- 
ried. Owners  (and  sisters)  Nancy  Kasky  and  Cobbie 
Danzansky  (pictured)  subscribe  to  the  what-goes- 
around-comes-around  theory  of  work  and  life:  "If 
you  are  nice  to  people  throughout  your  life,  it  all 
comes  back  to  you,"  says  Danzansky.  And  how. 
Turnover  at  the  store  is  remarkably  low.  Some  work- 


Pet  Health  Care 


Adams  Haberdashery 

When  you're  a  small  specialty  retailer,  it's  tough  td 
compete  on  perks.  So  what  do  you  do?  If  you'ra 
Joe  Savino,  president  of  Adams  Haberdashery, 
high-end  clothing  store  in  New  Providence,  N.J. 
you  offer  novel  benefits — like  a  pet-care  program  ji  . 
"I  can't  offer  stock  options  and  pension  plans,'  ijdj 
says  Savino.   "So  I  try  to  find  benefits  that  are  fl^ 
within  my  budget."  Until  recently,  that  mean  yoy 
bonuses  and  clodiing  discounts.  This  year,  he  addec 
Pet  Assure,  a  discount  club  for  pet  owners  ir 
Dover,  N.J.,  which  costs  him  just  $59  a  year  foi  I 
each  enrolled  employee   (www.petassure.com). 
Members  get  25%  off  vet  bills  and  up  to  50%  dis-  «0  a 


counts  on  certain  pet  supplies.  "It's  a  terrific  idea, 


says  bookkeeper  Adrienne  Smozanek,  who  has  j 
three  cats.  Savino  is  just  as  pleased.   "Employees  m': ., 
tend  to  take  benefits  for  granted.  But  diis  one  was  so 

unique  they  stopped  to  talk  about  it." 
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tullivan  Higdon  &  Sink 

Employees  work  smarter  when  they  know  their 
ubject  matter  inside  out.  That's  the  thinking  at  Sul- 
I  ligdon  &  Sink,  a  Wichita  (Kan.)  advertising 
gency  that  counts  aviation  giants  Cessna  Aircraft  and 
fcockwell  Collins  as  its  main  clients.  So,  two  years 
|0,  the  firm  began  offering  its  employees  flying  les- 
ons.  Gratis.  The  $4,000  perk  is  available  to  all  90 
Bnployees,  with  preference  given  to  those  working 
>n  aviation  projects.  "Tins  shows  our  clients  we're 
i"i  jusi  communication  people,  we're  airplane  peo- 
fle."  says  i  a  i  foe  Norris   only  three  to  foui  em 


ICTOBI  R  1] 
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"COME  FLY  WITH  US": 

Sullivan  pilot-employees 


ployees  can  enroll  in  the  licensing  program  each 
year.  So  far,  six  employees  have  received  their  li- 
censes. The  program  has  been  such  a  success  that  die 
company  bought  its  own  Cessna  172  and  leased  a 
Cessna  182.  Now,  the  staffs  pilots  can  fly  to  client 
meetings  or  check  out  a  plane  for  a  weekend  spin. 
Rick  Kaufman,  a  senior  art  director,  says  the  expe- 
rience has  made  him  a  better  designer:  "Now,  I 
see  the  way  pilots  do."  Says  Norris:  "This  makes  us 
an  attractive  place  to  work  for  airplane  lexers  And 
that's  who  we  want  m  our  company." 
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labor  is  scarct 
indeek^ 

ping 
by  Diane  Brady 


HERE  IN  FAIRFIELD  COUNTY,  Conn 

al  ground-zero  of  the  full-employment  econo 

my —  you  can  find  a  six-pound  toy  poodle  named  Ginger  seated  at  tb 

conference  table  of  Norwalk's  erc  Dataplus  Inc.  True,  her  seat  is  die  laj 

of  ceo  Paul  Rathblott.  But  Rathblott  is  just  setting  an  example.  H< 

wants  the  consulting  firm's  two  dozen  employees  to  know  he  really 


Ml 


means  it  when  'he  says  they  should  feel  free  to  bring  pets  tc  L^ 
work.  Or  set  their  own  hours.  Or  work  from  home.  Because  i 
Rathblott  doesn't  offer  such  perks,  someone  else  will — lik( 
the  recruiters  who  call  his  director  of  organizational  research  a1 
least  once  a  week.  "It's  a  seller's  market  out  there,"  lament 
Rathblott,  and  pay  alone  won't  make  disgrunded  people  stay. 
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ien  it  comes  to  succeeding,  adidas  knows  it  takes  a  winning  team. 

iSey  needed  a  Women's  World  Cup  Soccer  e-commerce  site  that 

Jtoported  their  brand  and  offered  world-class  customer  service. 

float's  more,  they  needed  it  fast.  That  is  why  they  partnered  with 

r$i  pros  at  Pandesic. 

•£     Why  outsource  to  Pandesic?  Our  e-business  expertise.  The 

j^ndesic™  e-business  solution  got  adidas  up  and  running,  with 
jrything  they  needed  to  be  competitive:  proven  e-business 

^>cesses,  best-of-class  hardware  and  software,  hosting  services, 
>und-the-clock  support,  as  well  as  lifetime  technology  upgrades 
at  allow  adidas  to  easily  expand  their  e-commerce  offering, 
st  of  all,  it's  fully  automated,  so  adidas  has  time  to  focus  on 
widing  great  customer  service  and  growing  their  business. 


Find  out  why  so  many  companies  are  turning  to  Pandesic  for 
their  e-commerce  needs.  Call  1-888-349-3249,  ext.  600  for  a 
Pandesic  E-business  Success  Kit  and  a  Customer  Success  CD-ROM. 

Or  visit  our  Web  site  for  more  information.  If  you're  getting  into 
the  e-business  game,  we'll  get  you  geared  up  in  no  time. 


8> 

pandesic. 

Pandesic.  How  a  business  does  e-business. 


w.pandesic.com/ebiz/adidas 
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just  makes  them  better-paid  unhappy  employees." 
What  is  true  for  the  nation,  where  unemploy- 
ment now  averages  4.2%,  is  doubly  true  for  Fair- 
field County,  an  affluent  area  rich  in  corporate 
headquarters  that  sits  next  to  the  booming  Man- 
hattan job  market.  The  region  has  plenty  of  expe- 
rience with  tight  labor  markets  and  the  need  to 

dangle  incentives  to  at- 
tract workers.  Histori- 
cally, its  employment 
rate  has  always  hovered 
around  4%,  thanks  to 
the  high  number  of 
white-collar  workers 
and  professionals  who 
reside  in  its  leafy  neigh- 
borhoods and  commute 
into  New  York. 

But  there  has  never 
been  anything  like  this. 
Unemployment  stands 
at  2%.  Radio  stations 
crackle  with  ads  from 
fast-food  restaurants 
desperately  seeking  em- 
ployees. Billboards  that 
once  advertised  prod- 
ucts are  now  pushing 
entry-level  positions 
around  the  Stamford 
area.  One  company  is 
contemplating  an  air- 
plane banner  to  woo 
people  sunning  them- 
selves on  the  beaches — 
no  doubt  on  weekdays, 
and  with  their  employ- 
er's blessing. 

Everyone  has  a  sto- 
ry. Scott  J.  Kuppersmith 
recalls  how  edi  usa  Inc.,  a  Stamford  medical  pro- 
cessing company  where  he  serves  as  controller, 
used  to  get  up  to  100  resumes  for  every  position  it 
advertised  a  few  years  ago.  "Now  we're  lucky  to 
get  three,"  says  Kuppersmith,  who  has  two  em- 
ployment agencies  trying  to  fill  a  vacancy  at  the 
20 -person  company.  So  far,  the  search  has  yielded 
only  one  resume,  despite  the  fact  that  edi  can  toss 
out  the  one  lure  that  seems  to  work  these  days: 
stock  options  (the  company  is  planning  to  go 
public  next  year).  Even  with  options,  two  em- 
ployees started  to  leave  a  while  ago,  until  edi 
made  an  old-fashioned  adjustment  to  their  salaries 
and  benefits. 

Flexibility.  So  what  are  Fairfield  County's  small 
companies — those  without  stock  options — doing 
to  fight  back?  Many  are  trying  to  spice  up  job  de- 
scriptions, offer  hefty  incentive  packages,  and  gen- 
erally bend  over  backward  to  make  sure  their  em- 
ployees stay  happy.  The  flexibility  Rathblott  provides 
his  workers  is  something  now  offered  throughout 
the  area  as  a  matter  of  routine.  At  John  S.  Herold 
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Inc.,  a  well-known  oil-and-gas  research  comp; 
with  a  staff  of  40  in  Stamford,  one  analyst  wc 
from  4  a.m.  until  noon.  "He  just  feels  like 
shrugs  Executive  Vice-President  Christine  June] 
The  company  has  also  paid  to  equip  a  number! 
home  offices  and  reimburse  employees'  tuition 

Of  course,  there's  no  getting  around  the 
that  companies  with  40  people  can't  offer  a  c 
glomerate's  range  of  career  options.  For  June 
one  remedy  is  to  make  jobs  more  fluid  and  int 
esting.  That's  especially  true  for  lower-level  e 
ployees,  who  may  jump  ship  for  slight  increme 
in  salary  or  opportunity.  "We  work  to  make  s 
these  aren't  dead-end  jobs,"  says  Juneau,  who  t 
to  bring  support  staff  in  on  analytical  work  or  o 
er  projects.  She  also  encourages  employees  to' 
more  training  by  not  only  paying  for  courses 
restructuring  schedules  to  fit  class  times. 


More  than  Money.  Does  any  of  this  really  matter 
employees?  You  bet.  Just  ask  28-year-old  Kristen 
Brown,    an   assistant    office    manager   at   Tra 
mochem,  a  13 -person  petrochemical  trading  co 
pany  in  Darien.  Conn.,  that  is  a  division  of  N 
York's  Transammonia  Inc.  While  many  of 
friends  have  chewed  their  way  through  seve 
employers  in  the  past  four  years,  Brown  stay 
put.  Not  only  is  her  employer  reimbursing 
part-time  mba  studies  at  Western  Connecticut  St 
University  but  she  can  arrange  her  schedule  to 
tend  classes.  "A  lot  of  my  friends  don't  have  tl 
flexibility,"  says  Brown,  who  says  they  keep  switc 
ing  for  higher  pay  as  a  result. 

Perks  are  only  part  of  the  solution.  What  ma: 
employees  really  want  these  days  is  an  enjoyable 
mosphere  and  a  feeling  that  they're  making  an  i 
pact  in  their  jobs.  Buoyed  by  healthy  paychecl 
and  the  knowledge  that  they  can  easily  find  ne 
work,  many  are  asking  more  about  co-worker 
personalities  and  the  prospects  for  promotion  whe 
interviewing  with  new  employers.  Money  alor 
tends  to  be  lower  on  the  list.  That  was  the  ca; 
with  a  junior  executive  at  a  local  online  consultin 
firm,  who  recently  left  for  a  rival.  "I  didn't  feel  lii 
I  was  doing  something  that  mattered,"  she  says 
her  old  employer.  So  she  began  chatting  with  th 
competition.  Her  decision  to  quit  was  greeted  wit 
surprise — and  offers  of  more  money.  "They  ju 
didn't  get  why  I  wanted  to  leave,"  she  said. 

It's  hard  to  match  a  steady  feeling  of  excitemen 
Susan  E.  Cifelli  left  her  job  as  a  middle  manager 
Bell  Atlantic  Corp.  to  become  the  executive  vice 
president  for  marketing  and  sales  at  mPhase  Tech 
nologies  Inc.  in  Norwalk.  Aldiough  the  two-year-ol 
Internet  access  company  offers  stock  options,  gen 
erous  vacations,  and  spontaneous  bonuses,  novelt 
appears  to  be  the  main  draw.  Cifelli  finds  the  pro 
ject'.s  buzz  and  potential  payoff  more  appealing  thai 
a  steady  career  padi  at  a  big  company.  "We're  doinj 
something  that  no  one  else  is  doing,"  says  Cifell 
"How  can  you  really  beat  Uiat?"  As  employers  strug 
gle  to  keep  their  own  teams  intact,  diat  question  n< 
doubt  lingers  in  their  minds. 
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It's  about  never 
letting  a  customer 


fall  through 


the  cracks. 


Michelle  Lemmons 

President 

International  Speakers  Bureau 


Finally,  small  business  communications  your  way.  Sprint  BusinessFlex 
helps  you  stay  on  top  of  it  all.  Michelle  Lemmons,  President  of  International 
Speakers  Bureau,  coordinates  over  15,000  speakers  a  year.  She  has  to 
respond  quickly,  so  she  relies  on  Sprint  Business  Flex.  For  long  distance,  of 
course.  Toll-free  service  to  invite  customers'  calls  and  Internet  access  to  open 
new  doors.  Paging  for  instant  access  and  international  calling  to  reach  beyond 
borders.  All  without  having  to  change  calling  plans.  Just  one  call  and  we'll  set 
you  up,  too.  You'll  get  low  flat  rates.  And  with  Sprint  Business  Flex,  you're  not 
locked  in.  It  not  only  helps  you  build  your  business,  it  keeps  your  customers 
coming  back.  Isn't  that  the  point  of  contact? 


To  build  your  plan,  your  way  — call  today! 

1-888-SPRINT-BIZ 


www.sprmt.com/bizflex 
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Snatchers 


Headhunters  can  be  costly,  but  in  the  Wc 
for  talent,  they  are  an  invaLuabte  weapo\ 

DAVID  BOWIE  WANTED  IN.   Fellow  rock  legends  Todd  Rundgrel 
and  Brian  Eno  were  ready  to  record,  too.  No  wonder  high-tec 
^fhTi*0*    entrepreneur  Ty  Roberts  believed  Ion  Inc.,  his  Berkeley  (Calif.)  start| 
up,  had  arrived.  Having  pioneered  a  way  to  add  multimedia  to  audio  cd-rom< 
the  future  looked  bright  back  in  1995.  Time  to  staff  up,  Roberts  figured.  "W| 
basically  hit  the  street  to  pull  in  as  many  people  as  we  knew,"  Robert 
recalls.  "Well,  that  maxed  out  at  five  people."  So  tiny  Ion  did  what  othe| 
hard-pressed  small  companies  are  doing:   It  called  in  the  headhunted 


The  company  has  been  using  them  ever  since. 
Although  Ion's  interactive  cd-roms  bombed  and 
the  company  was  bought  out,  the  recruiters,  now 
working  for  Ion's  successor,  continue  to  comb  the 
Bay  Area  for  database  engineers  and  Web  develop- 
ers. How  come?  Because  conventional  methods  just 
don't  cut  it  in  this  tight  labor  market.  "There's  a 
war  for  talent  going  on  in  the  economy,"  says 
James  M.  Citrin,  a  communications  recruiter  for 
Spencer  Stuart  in  Stamford,  Conn.  Small  compa- 
nies feel  its  effects  most  intensely,  and  headhunters, 
once  used  mainly  by  big  corporations,  increasingly 
get  called  in  to  supply  reinforcements. 

Like  any  sophisticated  logistics  system,  they're 
not  cheap.  Search  consultants  work  either  on  a 
contingency  or  retainer  basis.  Contingency  fees  are 
the  economy-class  seats  of  headhunting:     ^^^^^^ 
A  search  typically  costs  20%  to  30%  of    by  Joan 


the  annual  pay  of  die  person  being  sought,  which 
paid  once  the  search  is  successfully  completec 
Some  firms  will  take  on  searches  for  people  makinl 
as  little  as  $40,000  to  $50,000  annually,  so  it] 
not  unusual  for  a  business  to  engage  two  or  morl 
firms  in  a  quest  for  the  best  candidate.  Retained 
searches,  by  contrast,  cost  a  standard  33/3%  of  thj 
placement's  pay  package  and  focus  on  top-leve 
jobs.  A  third  of  that  fee  must  be  paid  up  front,  bel 
fore  you  even  know  who  the  headhunters  will 
come  up  with.  That's  why  clients  engage  one  rel 
tainer  firm  at  a  time  and — if  they're  smart — monj 
itor.  the  recruiter's  out-of-pocket  expenses  anc 
progress  closely. 

What's  the  arc  of  small-business  activity  in  eithe 
category?  Contingency  searches  have  always  playec 
a  role  at  small  companies  because  the) 
Oleck     often  lack  a  human-resources  staff.  Bui 
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there  has  been  a  sharp  surge  in  retainer 
work,  say  industry  insiders  like  Peter  M. 
Felix,  president  of  the  Association  of  Exec- 
utive Search  Consultants,  and  recruitment 
consultant  Christopher  W.  Hunt  of  Hunt- 
Scanlon  Advisors  in  Stamford,  Conn.  Much 
of  the  new  business  comes  from  high-tech 
startups  awash  in  venture  capital  and  also 
able  to  offer  headhunters  stock  options  in 
lieu  of  cash.  Fully  a  quarter  of  Spencer  Stu- 
art's 4,000  annual  searches  are  vc-backed 
startups,  Citrin  says.  Adds  Theodore  B.  Mar- 
tin Jr.,  ceo  of  Martin  Partners  in  Chicago: 
"The  criteria  isn't  really  'small  vs.  big  busi- 
ness.' It's  market  cap." 

To  be  sure,  the  rising  use  of  search  firms 
by  small  companies  is  due  to  more  than 
just  the  tight  labor  market.  Recruiters  cite 
time  pressure,  especially  at  high-tech  com- 
panies. "Headhunters  are  taking  on  more 
functions  of  human  resources,"  says 
Roberts,  now  chief  technology  officer  at 
Ion's  parent,  cddb  Inc.  "The  most  valuable 
commodity  we  have  here  is  time."  Habit 
plays  a  role,  too.  When  corporate  types  jump  from 
big  companies  into  tech  startups,  they're  calling 
recruiters  simply  because  that's  what  they've  al- 
ways done. 

Of  course,  your  business  may  have  no  corporate 
types  on  board.  You  may  not  be  in  the  high-tech 
fast  lane.  And  you  may  not  have  $100  million  in 
revenue.  But  that  doesn't  mean  you're  priced  out  of 


How  Do  You  Choose  a  Recruiter? 

♦  Identify  potential  firms  through  groups  such  as  the  Young 
Presidents'  Organization.  For  retainer  firms  in  your  area, 
check  with  the  Association  of  Executive  Search  Consul- 
tants (www.aesc.org) 

Draw  up  explicit  criteria  for  the  job  you  want  filled. 

♦  Look  for  firms  specializing  in  the  job  category  you're  filling. 
Obtain  references. 

■  Find  out  if  the  firm  has  worked  in  your  industry,  and  for 
how  long. 

♦  How  many  similar  positions  have  they  recruited  for,  and 
what  were  those  candidates'  retention  rates? 

-  How  long  did  it  take  the  firm  to  identify  the  talent  that  was 
placed? 

-  How  many  potential  candidates  is  the  recruiter  blocked 
from  touching  because  of  the  off-limits  rule  (which  prohibits 
reputable  headhunters  from  recruiting  people  they've  placed, 
for  up  to  two  years). 

♦  How  will  the  recruiter  set  about  understanding  your  com- 
pany's culture  and  skill  requirements? 

What  steps  will  the  recruiter  take  to  keep  your  search  a 
priority? 


the  market.  Take  Barry  A.  Rosenberg,  ceo  of  Ecor 
co  Corp.,  in  Hicksville,  N.Y.  He  recently  hired  tl 
contingency  firms  to  fill  an  operations  manager  si 
for  his  $40  million,  100-employee  company,  whil 
makes  retail  store  fixtures.  Rosenberg  says  his  sear  I 
firms  aren't  "Spencer  Stuart  stuff,"  just  "a  woml 
and  a  telephone."  The  winner:  Corporate  SearJ 
Inc.,  of  Syosset,  N.Y.,  which  took  three  months 
come  up  with  the  right  person.  The  cost:  $16,001 
far  less  than  a  national  firm  might  charge. 

Some  of  these  boutique  firms  will  even  ba 
gain,  a  little-acknowledged  fact  in  the  search  i\ 
dustry,  confides  Citrin  of  Spencer  Stuart.  Hunt  sal 
some  firms  charge  25%  fees  in  return  for  a  gua 
anteed  block  of  four  or  five  assignments.  Citrl 
suggests  using  a  "hybrid  retainer"  firm,  which  fJ 
a  $150,000  search,  might  ask  $15,000  down  ar 
$3  5,000  later.  And  specialized  recruiters  are  simpl 
going  on  the  clock.  In  Roswell,  Ga.,  an  Atlanl 
suburb,  Smith  James  Group  Inc.  has  discarded  i| 
33'/3  fee  in  favor  of  a  $125  hourly  rate,  wi{ 
nothing  extra  for  multiple  hires.  "It  gives  sma 
companies  an  option  to  have  quality  work,"  sa^l 
ceo  R.  Michael  Smith,  who  adds  that  caps  on  fe^ 
can  also  be  negotiated. 

Jack  Dayan,  who  runs  a  local  telecom  exchan^ 
carrier,  Plan  B  Communications  in  Shrewsbury,  N. 
found  another  way.  In  the  days  before  his  compa 
had  investors,  ceo  Dayan  was  so  strapped  for  lrv 
expenses  that  he  worked  at  a  flea  market  on  weel 
ends.  Yet  he  still  managed  to  hire  a  retainer  firr 
How?  By  making  his  deal  contingent  on  his  fira 
round  of  financing.  Accounting  and  legal  help  caml 
via 'the  same  route. 

However  you  pay  for  a  search,  it's  expensivi 
enough  to  make  you  stop  and  ask  whether  yoi 
need  help  at  all.  Beverly  Lieberman,  president 
Halbrecht  Lieberman  Associates  Inc.  in  Stamforc 
Conn.,  describes  her  typical  search  client  ; 


BUSINESS  WEEK  FRONTIER 


OCTOBER  11,  1991 


SONY 


When  walking  down  the  street 

TALKING  TO  YOURSELF,  THERE'S  A  FINE  LINE 
BETWEEN  BEING  IMPORTANT  AND  BEING  CRAZY 


Digital.  Portable.  PC  Compatible. 

The  Sony  ICD-R100PC  Voice  Fit.'  digital  recorder,  the  pocket-sized  personal  assistant.  Wrth  PC  link  you  can  transfer  your  recordings 

to  your  computer.*  send  audible  e-mail,  or  send  out  your  recordings  to  be  transcribed.  Its  digital,  „'s  tapeless,  and  smaller  than  you  think  »  It  makes  sure 

your  important  ,deas  get  organized  and  helps  you  maintain  your  sanity.  For  a  dealer  near  you.  call  1-888-987-7669  or  visit  www.sony.com/icrecorder. 

The  Sony  Voice  File™  Digital  Recorder.  It's  all  you  need  to  remember.'" 

iM™^  'TT"  T  y°tMm  m  wh0"  <" '"  "»"  ""h°"'  l""'°"  P-""'"K>n  ,s  prohibiMd  All  rqhis  reserved  SonV  Vo,ce  F.I.  and  Its  all  you  need 
.0  ..m.mbe,  ar.  „»d.n,a,kS  o.  Sony  Window  I.  ,  htf.ma.li  ol  M.coso.l  Co,po,a.ion   -Requnes  W,ndo,,s  95  o,  h.gne,  "Actnal  w,  7-1 A  "4   .77 
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"ready  to  invest  in  some  bench  strength  around 
the  management  team."  Judy  B.  Homer,  president 
of  J.B.  Homer  Associates  Inc.  in  New  York,  ex- 
plains that  growth  often  prompts  the  need  to  up- 
grade accounting  and  marketing  systems,  and  to 
add  e-commerce,  which  might  require  a  chief  tech- 
nology officer.  That's  when  you  discover  that 
maybe  your  great  hands-on  tech  guy  can't  even 
spell  "cto,"  let  alone  act  like  one. 

So  you  start  your  search  with  some  do-it-yourself 
strategies,  like  newspa- 
per ads  and  Internet 
services.  Prepare  for  an 
earful  from  recruiters 
listing  all  the  pitfalls. 
Much  of  it  is  self-serv- 
ing, but  they  get  your 
attention  with  their  ar- 
gument that  your  ideal 
candidate  might  not  be  job-hunting  at  all.  That's 
where  recruiters  can  help;  the  best  ones  are  plugged 
into  the  industry  and  can  network  their  way  toward 
candidates  you  had  never  heard  of  or  might  not  be 
able  to  reach — including  people  working  for  your 
rivals.  Homer  adds  that  a  good  recruiter  not  only 
knows  how  to  locate  talent  but  also  how  to  inter- 
view it.  If  you  think  a  router  is  a  very  big  drill  bit, 


Recruiters  can  help 
in  pay  negotiations — 
the  touchiest  part  of 
the  hiring  process 


you  probably  wouldn't  pick  the  best  chief  tea 
nology  officer  on  your  own. 

Recruiters  can  also  act  as  buffers  during  co 
pensation  negotiations.  This  is  often  the  touchi 
part  of  hiring.  The  fact  is,  chief  executives  at  the 
erage  company  might  have  no  idea  what  soi 
specialists  are  worth — and  they're  in  for  a  sho 
."To  get  a  chief  technology  officer  of  any  cla 
they're  going  to  have  to  pay  almost  as  much 
they're  paying  the  president,"  Lieberman  says. 

What  can  go  wrong?  The  obvious  fear  is  tl 
your  fabulous  new  hire  will  be  re-recruited 
could  happen,  but  not  by  the  same  headhunt 
The  profession  has  a  rule  diat  forbids  re-recruitme 
from  client  firms.  A  more  realistic  concern  is  .tl 
your  recruit  turns  out  to  be  a  dud.  Retainer  firn 
contracts  guarantee  another  placement  if  anythi 
goes  wrong  the  first  year;  contingency  recruit* 
will  usually  refund  your  money. 

An  even  worse  problem:  The  search  firm  itself 
a  dud.  In  fact,  anywhere  from  20  to  25%  of 
searches  don't  result  in  a  hire,  Hunt  says.  Ma 
Willner,  ceo  of  Colorado  MicroDisplay  Inc.,  a  4 
employee  Boulder-based  maker  of  displays  f 
viewfinders  and  digital  cameras,  says  he's  one  oft 
horror  stories.  The  two  retained  search  firms 
has  used  in  his  odyssey  for  a  sales  vice-preside 
"just  haven't  delivered,"  he  says.  The  fu 
search  firm  took  his  $50,000  up-fro 
payment,  then  "pushed  a  lot  of  pap 
our  way,  gave  us  a  lot  of  resumes,"  b 
"didn't  take  the  time  to  come  in  he. 
and  understand  our  needs,  our  culture 
A  second,  which  ended  up  keeping  ha 
the  fee,  wasn't  much  better.  Micro-Di 
play  ultimately  filled  the  job  itself. 

When  problems  crop  up,  recruiters  s, 
they  aren't  always  at  fault — and  son 
point  to  the  client.  "He  may  not  ha 
provided  a  clear  strategy  to  the  searc 
firms;  that's  common  with  entrepreneu 
with  a  lot  of  money,"  Hunt  says.  Neve 
theless,  aesc  President  Felix  says  recruite 
ought  to  push  clients  to  restructure  a  si 
when  it's  not  working  out  and  tell  ther 
blundy:  "The  best  people  wouldn't  touc 
diis  job  as  currendy  described."  But  some 
times,  the  chemistry  or  family  circum 
stances  or  the  personal  preferences  don 
work  out.  "One  thing  a  search  firm  doe 
is  increase  the  odds  of  hiring  good  pec 
pie;  it  doesn't  guarantee  it,"  says  Michael 
Eckert,  ceo  of  Video  Networks  in  Roswel 
Ga.,  a  70-employee  company  that  digi 
tizes  video.  He  should  know.  Eckert  is  us 
ing  a  headhunter  right  now,  and  is  liimse 
the  product  of  an  executive  recruiter.  L 
his  case,  at  least,  headhunting  has  turne< 
out  to  be  a  heads-up  tactic. 


COMPUTERIZING?  Judy  Homer  says  good  recruiters  can  provide  expertise 
when  you're  interviewing  in  an  unfamiliar  field 


f~\  Learn  more  about  recruiting 

j|  tactics.  Click 
jLJ  frontier.businessweek.com 
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Small  business  can  be  a 

risky  business... without  the 

protection  of  Prudential. 


It  took  time  to  build  a  successful  business.  But  if  you  haven't  taken  the  right  steps  to 
protect  it,  the  sweet  smell  of  success  can  fade  quickly.  That's  where  Prudential  comes  in. 
We  specialize  in  helping  guard  businesses  against  many  types  of  risk.  So  you  can  specialize 
in  keeping  your  business  growing. 


We  provide 
small  businesses 
with  products  to 
help  with: 

•  Business 
Continuation 
Plans 

•  Key  Employee 
Insurance 

•  Executive 
Compensation 
Plans 

•  Buy-Sell 
Arrangements 


Small  business  strategies 
from  A  to  Z.  Is  your  business  prepared 
for  the  death  of  an  owner  or  key  employee? 
What  will  happen  to  your  company  when 
you  retire?  Are  your  compensation  plans 
enough?  The  issues  are  complex.  But  the 
solutions  don't  have  to  be.  A  highly  trained 
Prudential  professional  can  show  you  how 
life  insurance  and  other  products  can  work 
to  keep  your  business  secure. 

Make  Prudential  part  of 
your  team  of  professionals. 

Prudential  will  work  closely  with  your 
accountant,  lawyer  and  others  to  coordinate 
the  many  aspects  of  your  business.  We'll 
focus  on  the  insurance  and  financial 


products  you  need  to  help  keep  your 
operation  running  smoothly,  and  you  can 
enjoy  the  rewards  of  being  in  the  driver's  seat. 

For  sole  proprietorship, 
partnerships  or  closely  held 
corporations.  Prudential  is  a  trusted 
resource  for  small  businesses.  Whether 
you're  a  company  of  one  or  a  company  of 
100,  we  can  help  you  keep  your  business 
Rock  Solid? 

Call  today  for  more  information. 

1-800-THE-ROCK 

ext.4378 

www.prudential.com 


V/i  Prudential 


©  6/99  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102. 

e  offer  tax  or  legal  advice.  Please  consult  your  personal  advisors  for  assislan 
IFS1999A042779 
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Put  Me  In.  Coach 


It  may  sound  touchy-feely,  but  a 
business  coach  can  help  you  succeed 
in  business-and  as  a  person 

BY  ROBIN  D. SCHATZ 


LIFE  AND  BUSINESS  RARELY  maintain 
their  proper  distance  from  each  other. 
Work  and  family  concerns  compete  for 
attention;  there  never  seems  to  be 
enough  time  to  do  everything  we 
want.  And,  often,  our  passions  lurk 
just  behind  the  office  door — or,  in  my 
case,  in  the  top  desk  drawer  of  my  cu- 
bicle. Sometimes  when  I  forage  there 
for  a  paper  clip,  a  sparkly  necklace  or  a 
stray  earring  spills  out — the  jewelry 
creations  of  a  hobby  gone  wild. 

Why  the  confession?  To  explain  why 
I  spent  part  of  my  summer  vacation 
with  "success"  coach  Barbara  Mc 
Crae,  owner  of  EnhancedLife 
Coaching       in       Colorado 
Springs,  Colo.  I've  contact 
ed  her  to  learn  why 
growing    number    of 
entrepreneurs  are  hir- 
ing business  coaches 
to  help  achieve  their 
personal  and  busi- 
ness  goals.    And 
admit,  I've  been  se-  1 
cretly  wondering  if  1 
coaching  could  help 
me    turn   my   hobby 
into      a      bona      fide 
business. 

"It's  not  just  helping  the 
entrepreneur  with  hard-core  busi- 
ness issues  but  also  helping  them  with 
their  personal  issues,"  explains  McCrae, 
a  former  corporate  human  resources 
executive  and  one  of  about  10,000 
coaches  working  worldwide,  accord- 
ing to  the  International  Coach  Federa- 
tion, a  professional  group.  In  practice, 
this  holistic  approach  means  McCrae 
will  help  you  write  your  business  plan, 
but  she'll  also  help  you  figure  out  how 
to  take  a  day  off. 

When  we  meet,  I  note  McCrae  is 
cheerily  clad  in  shocking  pink — and 
has  a  perky  personality  to  match.  But 
most  of  her  clients  never  meet  her  face 
to  face.  Instead,  they  get  "telecoached." 
Explains  McCrae:  "We  don't  get  dis- 
tracted by  the  visual  cues.  We're  total- 


ly focused  on  die  content."  Clients  pay 
her  $400  a  month  for  weekly  half- 
hour  phone  sessions,  plus  unlimited 
faxes  and  e-mail. 

Many  of  McCrae's  clients  are  launch- 
ing new  ventures.  Barbara  E  Campbell, 
a  successful  but  unfulfilled  art  gallery 
owner  in  Cleveland,  sought  McCrae's 
help  to  start  a  new  business,  Basia  Jew- 
elry Designs.  Over  an  eight-month  pe- 
riod,   McCrae   and   Campbell   talked 


weekly.  McCrae 
gave  her  exercises  to 
define  her  goals  and  val- 
ues; she  helped  Campbell  overcome  a 
creative  block.  Campbell,  who  calls 
coaching  a  "turning  point,"  now  sells 
to  Cleveland  galleries  and  boutiques 
and  hopes  to  hire  her  first  employees 
shortly.  She  still  gets  coached  by  Mc- 
Crae occasionally.  "Even  though  my 
business  is  going  well,  I  sometimes 
run  into  a  little  problem.  She  doesn't 
solve  it.  She  sort  of  guides  you  and 
shows  you  that  you  have  it  within  you 
to  solve  it,"  says  Campbell. 

Men  tend  to  bring  McCrae  more 
concrete  business  dilemmas.  Jeffrey 
Hughes,  ceo  of  Internet  startup  Rez- 


Logic  Inc.  in  Colorado  Springs,  wl  i 
sells  a  Web- based  database  program 
manage  prospective  hires,  got  coacl  1 
by  McCrae  to  improve  his  sales  sk 
In  a  helpful  role-playing  exercise,  f 
Crae  had  him  imagine  the  custome:  s 
a  "real  person  with  a  family  and  a  li 
he  says. 

Now,  I'll  concede,  coaching  sou  s 
awfully  touchy-feely,  and  it's  cle;  y 
not  for  everybody.  During  my  sam  t 
coaching  session  with  McCrae,  we  t  c 
about  how  I'm  daunted  at  the  prosr 
of  making  my  jewelry  business  o 
cial.  She  tells  me  about  setting  uj 
Web  site  and  registering  a  busines: 
pretty  standard  stuff.  But  then  she 
roes  in  on  what's  really  bothering  r 
"Let's  look  at  your  recipe  for  deal: 
with  fear.  How  do  you  do  that 
Okay,  so  this  may  sou 
—      hokey,   but   I   actually 

find  it's  a  useful  questi 

I  tell  McCrae  how  I 

cendy  overcame  jitt 

""  ,  about  appearing 

TV  by  getting  soi  I 
on-camera  trainii 
Aha!     I    realize  [ 
don't  yet  feel  coi  • 
petent  in  this  un 
miliar  industry  a  . 
will  need  to  educ  : 
myself.  Profound  : 
sight?    Perhaps   n< 
but    McCrae's    que 
tions  lead  me  to  th: 
g£      more       deeply       ab> 
gp'  what's  holding  me  bac 
What  next?  She'd  have 
complete  a  mini-business  pi 
3^  name  and  register  my  business- 
other  words,  just  do  it.  "Many  time  pt 
the  fear  about  whether  this  is  goi: 
to  be  a  viable  business  is  because  \ 
haven't  fully  committed  to  the  ne 
step,"  she  says. 

And  that's  true.  I  have  no  plans 
quit  my  day  job,  but  I'm  still  thinkii 
about  that  name.  As  for  coaching,  ha 
ing  someone  listen  to  you  and  encoi; 
age  you,  and  break  everything  dov 
into  easy,  concrete  steps,  is  rather  nic 
It  sure  beats  talking  to  the  mirror 


Schatz,  a  small-business  editor, 

can  be  reached  at 

Robin  SchatzObusinessweek.com 
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Business  Week  Special  Advertising  Sections 
put  you  in  the  heart  of  your  market. 

Business  Week  wraps  up  another  big  year  with  a  series  of 
highly  targeted  sections  sure  to  attract  the  right  readers. 


Smart  Cars 
2000 


Online 
Finance 


O? 

■-   ) 

m^Jt-< 

|«   ■-'  ;■*% 
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i!ii^!lilljl 

Automotive  trends  and  technologies  for 
the  2000  model  year  and  beyond. 
Issue  Date:  Nov.  15,  1999 
Ad  Close:  Oct.  4,  1999 


A  look  at  online  trading  today  and  in  the 

future  with  a  focus  on  customer  concerns. 

Issue  Date:  Dec.  6,  1999 

Ad  Close:  Oct.  25,  1999 


Innovation  via 
Outsourcing 


A  celebration  of  improved  knowledge,  product 
iilitj  development,  and  services  through  outsourcing. 
Issue  Date:  Dec.  13,  1999 
Ad  Close:  Nov.  1,  1999 


PGA  Tour:  Golf  in  the 
New  Millenium 


The  Changing  Face 
,of  Diversity 


What's  to  come  in  the  world  of  professional  Opening  doors  by  creating  internships  for 

golf,  endorsed  by  the  PGA  TOUR.  children  and  young  adults  or  color. 
Issue  Date:  Dec.  13,  1999  Issue  Date:  Dec.  20,  1999 

Special  Ad  Close:  Nov.  8,  1999  Ad  Close:  Nov.  8,  1999 


Be  where  the  action  is.  Contact  David  Johnson,  Director,  Worldwide  Special  Sections,  at 
212-512-6546  or  e-mail  david_johnson@businessweek.com  for  more  information. 


BusinessWeek 


www.  businessweek.com 
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Gen  Xer  Tripp  Rackley  finds  stardom  in  banking  software 


Tripp  Rackley  was  headed  for  a  Gen  X  dream  job:  rock 
star  His  college  band,  Mercy  Me,  headlined  raucous  shows 
i  on  college  campuses  across  the  South.  But  a«er  graduating 
from  the  Georgia  Institute  of  Technology  in  1992,  Rackley 
sensed  an  impending  cultural  shift:  that  computer  whizzes, 
not  musicians,  would  be  the  rock  stars  of  the  21st  century. 
Rackley   now  29,  first  landed  at  a  financial  technology 
firm,  helping  banks  automate  their  labyrinthine  back-end 
operations.  By  1995,  Rackley,  who  first  used  the  Internet  in 
1992   had  divined  the  wired  future.  He  would  build  Net- 
based  software  that  linked  consumers  directly  to  banks- 
letting  them  check  balances,  pay  bills,  and  make  transfers 
between  accounts. 

With  three  Georgia  Tech  buddies,  Rackley  founded  At- 
lanta-based nFront  in  mid-1996.  His  pals  did  the  program- 
ming, while  Rackley  tested  his  pop-star  persuasion  on  risk- 
wary  bank  presidents-most  of  them  twice  his  age.  Soaking 
up  $20,000  from  Rackley's  personal  savings,  nFront  strug- 


qled  to  land  bank  customers  amid  consumers"  concer 
about  financial  privacy  on  the  Net.  The  first  client  came 
late  1996  but  it  was  still  a  battle.  People  would  look  at  i 
like  I  was  a  nutcase,"  says  Rackley,  his  hair  already  turn 
a  dull  salt-and-pepper  gray. 

Some  nutcase.  As  the  Net  took  off  and  consumers  fea 
receded,  banks  clamored  to  offer  Web  transactions. 
$3  million  venture-capital  boost  came  '"  ™98.  neipi 
nFront  woo  40  clients  that  year.  Each  typically  paid  $50,01 
in  startup  costs,  and  $2.50  per  online  user  per  month. 

The  numbers  zoomed  in  1999.  More  than  160  sma 
banks,  and  33,000  customers,  now  use  software  from  tr 
120-employee  nFront.  Despite  revenues  of  just  $5  millu 
and  a  raft  of  new  competitors,  a  June  public  offering  nette 
nFront  $32.5  million,  while  Rackley's  share  has  risen  t 
$40  million.  "I  would  rather  be  an  entrepreneur  than 
rock  star,"  he  deadpan,  "I  UK.  .he  «««£„»»££ 
rock  n  roll. 
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Are  you  a 
bawn  in  your 
401  (k)  money 
'manager's 
game? 

You  are  if  they  don't  have  a 
retirement-only  strategy. 


plan  ahead. 


Most  mutual  funds  lump 

investors  together  whether  they're 
saving  long-term  for  retirement 
or  short-term  tor  a  car.  But  the 
Principal  Financial  Group    takes 

a  different  approach. When  your 
company's  plan  invests  with  The 
Principal®  you  can  choose  options 
that  focus  only  on  retirement 
plan  money— and  nothing  else. 
This  investment  strategy,  backed 
by  over  a  century  of  financial 
expertise,  recently  resulted  in 
The  Principal  family  of  pension 
accounts  outperforming  all 
fund  families  in  a  commissioned 
study  by  Lipper 
Analytical  Service.* 
Combine  this 
with  our  low  fees,  out- 
standing guaranteed  service, 
and  an  impressive  array  of 
investment  options  and  you've 
got  one  of  the  best  values  in 
retirement  planning.  No  wonder 
more  employers  choose  us  for 
their  -+01  (k)  plans  than  any  bank, 
mutual  fund,  or  insurance  com- 
panyt-  For  more  information, 
call  1-800-255-6613.  Then  tell 
your  current  provider,  checkmate. 


Plan  Ahead.  Get  Ahead. 


get  ahead. 


Principal 


Financial 
Group 

lli"!  (K.)  and  Pension  •  Securities  •  PIH)  •  I  lome  Mortgages  •  lite  \ lealth,  IX-ntal  and  Disability  Insurance  •  Annuities  •  Muaial  Funds 

m 

1  ■  iwh  Prim  ip.il  Life  Insurance  (  ompany,  Des  Moines,  I  \  50392     I  rom  .1  stud]  ol  leading  mutual  fund  families  by  1  ipper  Analytical  Service  commissioned  by 

Hi  -  i'riiH  1p.1l   Results  based  on  .1  5-year  track  ret  ord  through  U  J 1/97,  using  Upper's  (  riteria  .is  applied  by  1  he  Print  ipal  for  their  separate  accounts  as  .1  family 

gj|      (Hi  magazine,  April  Ma)  1998,  Senior  Financial  Executive  Ranking  Produc  i>  and  servi<  es  offered  through  Principal  Lite  Insurance  (  ompan)  1  1  lu  Principal) 

us  subsidiaries  and  affiliates  Mutual  funds  and  securities  distributed  through  Princor  1  inancial  Services  <  orporation  (member  Mi't  1 

Securities  and  health  care  products  noi  available  in  .ill  states 

m  \\a\  Av.principal.com 


The  5-Minute 


Online  Business  Loan 


"We  needed  money 
immediately  to  replace 
our  wine  press.  I  went 
to  LoanWise.com, 
entered  my  information 
and  about  a  minute 
later  my  loan  was 
approved.  Knowing  I 
had  a  loan  allowed  me 
to  order  my  equipment 
the  same  day. " 


Now  business  loans  are  on  Internet  time. 

Answer  a  few  short  questions  about  your  personal  and  business 
finances.  Have  your  answers  evaluated  by  multiple  leading  lenders. 
And  get  a  loan  decision  instantly...  right  on  your  desktop. 
Select  the  loan  that's  best  for  your  business  and  get  back  to  work. 

All  in  less  than  S  minutes. 
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Get  a  loan  by  Nov.i  at: 

www.loanwise.com/fr 

And  SAVE  $  1 00.00 


LoanWise 

Where  Business  Goes  for  Online  Loans 


at 

B,  ai 


»le 


999,  NetEarnings,  Inc.  All  rights  reserved,  NetEarnings  and  LoanWise  are  trademarks  of  NetEarnings,  Inc. 

ins  are  subject  to  approved  credit.  Offer  expires  November  1, 1999  and  is  only  good  on  loans  chosen  at  www.loanwise.com/fr 


Invironment 


COMMENTARY 

By  Paul  Raebum 


LEGAL  WRANGLING  WON'T  RESTORE  THE  RAIN  FOREST 


In  1964,  Texaco  Inc.  joined 
Ecuador  to  develop  an  oil  field  in 
a  sparsely  populated  region  called 
he  Orient c,  in  the  Amazon.  Texaco 
umped  1.2  billion  barrels  of  oil  out 
f  the  Oriente  before  pulling  out  of 
Icuador  in  1992. 
A  year  later,  attorneys  filed  a  U.  S. 
lass  action  on  behalf  of  indigenous 
ribes  and  others  in  the  Oriente.  The 
ttorneys  claimed  Texaco  had  left  be- 
ind  stinking  pools  of  petroleum  and 
jxic  wastewater,  ruining  their  land 
nd  t  hreatening  their  health.  The 
ait  claims  Texaco  engaged  in  harm- 
ll  practices  it  wouldn't  have  dared 
| )  use  in  the  U.  S. 

"The  rain  forest  stopped  being  able 
; )  sustain  tribes  that  had  been  there 
>r  centuries,"  says  Steven  R. 
•onziger  of  New  York  City,  one  of 
;  le  attorneys  who  filed  the  suit, 
'onziger  and  his  colleagues  see  the 
wsuit  as  a  step  toward  better  polic- 
ig  of  American  multinational  corpo- 
I  itions,  ensuring  that  they  do  not 
ike  advantage  of  weak  govern- 
ments or  legal  systems  abroad, 
ritics  of  such  lawsuits  contend 
lat  they  would  clog  American 
mrts  with  business  that  ought 
»  be  handled  in  the  countries 
here  the  alleged  offenses  oc- 
irred.  In  this  ca'se,  for  exam- 
e,  the  Ecuadoran  govern- 
ent  surely  should  share  the 
ame  for  any  damage  that 
ight  have  been  done. 
XJT-DRAGGING.  Texaco 

tokesman  Chris  Gidez  says    ' 
r  company's  operations  in 
ie  Oriente  "used  international 

accepted  practices  and  corn- 
ice] with  all  Ecuadoran  gov- 
nment  laws."  He  says  the 
■mpany  also  agreed  to  clean 
)  250  sites,  at  a  cost  of  $40 
Dion,  and  the  Ecuadoran  gov 
•nment  released  it  from  fur- 
er  obligations. 

The  questions  at  the  heart 

the  suit  are  simple:  Did 
kaco  leave  a  mess  behind? 
ml  if  so,  should  it  be  forced 

pay  ha-  the  environmental 
id  health  damage  it  has 

used'.'  The  sixth  anniversary 

the  lawsuit  is  coming  up  in 


November,  and  the  parties 
are  probably  years  away 
from  settling  those  ques- 
tions. They're  still  battling 
over  where  the  trial 
should  be  held.  And  the 
losers  in  this  sadly  famil- 
iar tale  of  legal  foot-drag- 
ging are,  of  course,  the 
nearly  powerless  residents 
of  the  Oriente. 

Both  sides  in  the  dis- 
pute are  contributing  to 
the  delays.  Texaco  has  re- 
peatedly moved  to  have 
the  case  dismissed  from  U.  S.  courts, 
arguing  that  Ecuador  is  the  place  to 
settle  the  matter.  Donziger  and  his 
colleagues  say  Texaco  has  moved  to 
have  the  case  dismissed  six  times. 
Only  once  was  the  motion  accepted, 
and  that  decision  was  reversed  on 
appeal.  The  sixth  motion  to  dismiss 
is  pending.  "We've  said  we're  ready 


RUINED  LAND:  Oil 

spills  have  damaged 
the  Oriente  region, 
plaintiffs  say 


DRAWN-OUT  DISPUTE 

1964  Texaco  is  invited  by  Ecuador  to  develop 
an  oil  field  in  a  200-square-mile  portion  of  the 
Amazon  known  as  the  Oriente. 

1988  Texaco  completes  remediation  of  250 

sites  at  a  cost  of  $40  million.  Ecuador  releases 

Texaco  from  further  obligations.  c!'"c  ""w  ,?  " 

._...?_  clean  up  the  mes 

1992  Texaco  pulls  out  of  Ecuador. 

1993  Residents  of  the  Oriente  file  a  class  ac- 
tion aga i  nst  Texaco  maneuvering 

1999  Parties  await  decision  on  whether  the 
case  should  be  tried  in  Ecuador  or  the  U.S. 


to  stand  trial  in  Ecuador," 
Gidez. 

The  only  problem,  say 
the  plaintiffs,  is  that  mak- 
ing their  case  in  Ecuador 
would  be  virtually  imp 
sible.  "If  we  sued  in 
Ecuador,  we  couldn't  com- 
pel the  Texaco  witnesses 
to  appear,  couldn't  get 
their  records,  and  couldn't 
collect  on  a  judgment," 
says  Joseph  C.  Kohn,  a 
lead  attorney  on  the  suit. 
"   Ecuador  bars  class  ac- 
tions, and  as  many  as  30,000  individ- 
ual suits  could  go  to  a  single  provin- 
cial court  judge,  Donziger  says. 

While  Texaco  has  been  churning 
out  motions  to  dismiss,  the  plaintiffs' 
attorneys  also  have  done  their  part 
to  complicate  the  case.  Instead  of  fo- 
cusing solely  on  the  environmental 
damage  done  and  the  remediation 
needed,  they've  added  two  additional 
factors.  First,  they're  blaming  Texa- 
co for  what  they  say  are  high  can- 
cer rates  in  the  Oriente.  "This  is  a 
potential  medical  disaster,"  says 
Kohn.  Maybe  so,  but  demonstrat- 
ing that  will  be  next  to  impossi- 
ble in  a  remote  area  with  little 
access  to  health  care. 

Second,  the  plaintiffs  are 
now  charging  that  Texaco's 
actions  in  Ecuador  are  an  ex- 
^    ample  of  environmental 

m  racism.  They  are  vowing  to 
launch  an  advertising  cam- 
paign in  the  U.  S.  that  will 
say  Texaco  "is  an  example 
of  a  company  that  does  not 
care  as  much  about  people  of 
color  as  it  needs  to,"  says 
Donziger.  Both  claims  shift  the 
focus  away  from  the  central  is- 
sues: whether  Texaco  is  re- 
sponsible for  polluting  the  Ori- 
ente and  whether  it  should 

s>.  Both  sides 
ought  to  end  their  legal  pos- 
turing and  get  on  with  the 
case.  The  seemingly  endless 
serves  no  one. 


DATA  TFJWC0.  PUINTIfFS  ATTORNEYS 


Raebum   is  BUSINESS  WEEK'S 

senior  editor  for  science   (Did 

technology. 
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Sports  Business 


titfiw 


BASEBALL 


AND  THEN 
THERE  WERE  28... 

Is  a  smaller  league  the  answer  to  baseball's  economic  woes? 


♦SM&W^I 


M 


ajor  League  Baseball  owners 
have  a  record  of  manana  meet- 
ings— putting  off  today's  busi- 
ness until  tomorrow.  So  few 
eyelids  opened  when  the  Lords  of  the 
Diamond  left  a  meeting  in  Cooperstown, 
N.Y.,  last  month  after  voting  over- 
whelmingly to  table  an  ^^^^^ 
important  matter:  -"CSS^" 

long-pending 


land  A's  and  the  Montreal  Expos,  small- 
city  franchises  that  draw  puny  crowds. 
A  second  tier  includes  the  Kansas  City 
Royals  and  Minnesota  Twins.  But  they 
seem  less  vulnerable.  Even  if  contrac- 
tion happens,  one  owner  says,  "it  won't 
be  more  severe  than  two  teams." 

The  proposal  is  under  consideration 
by  a  blue-ribbon  task  force  appointed 
by  Commissioner  Allan  H.  "Bud"  Selig 
to  study  the  economic  health  of  baseball. 


means  larger  slices  of  revenues  f< 
28  franchises  that  would  remain.  O 
of  large-market  teams  also  see 
from  a  dreaded  obligation:  revenue 
ing.  Baseball's  richest  franchises 
subsidize  the  poorest.  Zapping 
market  also-rans  rubs  out  "the  ne< 
and  most  demanding  of  the  rev 
sharing  payees,"  notes  Lucchino. 
Downsizing  has  its  perils.  "The: 
some  people  who  would  view  it  as 




*. 


» 


sales  of  franchises  in  Oakland,  Calif., 
and  Kansas  City,  Mo. 

This  time,  though,  baseball  owners 
may  be  just  warming  up  for  one  of  their 
most  daring  plays:  eliminating  two — or 
as  many  as  four — franchises.  In  an  era 
when  most  leagues  are  plotting  further 
expansion,  baseball  is  talking  seriously 
about  shrinkage. 

"The  game  of  baseball  is  alive  and 
well,  but  the  business  of  baseball  is  in 
fairly  desperate  straits,"  warns  San 
Diego  Padres  President  Larry  Lucchino, 
who  calls  eliminating  some  franchises 
"a  very  appropriate  subject  of  debate." 
Thomas  O.  Hicks,  who  bought  the  Texas 
Rangers  last  year,  says  that  "over  half, 
certainly"  of  the  30  team  owners  are 
genuinely  interested  in  downsizing. 
"REALITY."  Just  raising  the  issue  can 
send  shock  waves  and  stir  conjecture 
about  hidden  agendas.  Is  it  an  opening 
salvo  in  negotiations  with  the  Major 
League  Players'  Assn.?  A  call  to  com- 
munities to  build  ballparks  for  endan- 
gered teams?  "I  don't  think  it's  a  mes- 
sage— it's  reality.  Baseball  is  having 
problems,  and  what  baseball  can't  do  is 
stick  its  head  in  the  sand,"  says  Hicks. 

At  the  top  of  the  hit  list  are  the  Oak- 


a  *  ■  *m  -.  -.  \  \  .  \ 
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A  PIN  DROPS  IN  OAKLAND:  Empty  seats  as  the  A's  struggled  for  a  playoff  b\ 


The  panel,  which  includes  former  Fed- 
eral Reserve  Chairman  Paul  Volcker 
and  columnist  George  F.  Will,  is  ex- 
pected to  issue  a  report  next  year. 

Lowering  the  number  of  franchises 
from  the  present  30  would  be  a  radical 
step.  In  baseball,  even  relocation  is 
taboo — no  team  has  moved  since 
1971,  when  the  Senators 
skipped  out  of  Washington 
for  Arlington,  Tex.  But  base- 
ball owners  are  restless  for 
solutions  to  their  economic 
woes.  In  consolidation,  own- 
ers at  both  ends  of  the  rev- 
enue scale  see  a  financial 
boon.    Having    fewer    teams 


feat  for  baseball  to  be  leaving  some 
kets,"  acknowledges  Peter  Magow; 
the  San  Francisco  Giants.  And  th 
the  cost  of  buying  out  departing  U 
Before  mlb  took  the  air  out  of  the 
posed  sale  of  the  A's,  1 
owners  Steve  Schott 
Ken  Hofmann  h 
deal  to  sell  the 
chise  for 
million. 
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WANT  THE    INTERNET  TO   BE? 
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We,  too,  see  the  Internet  as  a  tool  for  exploring  new  frontiers.  And  conquering  them.  That's 
why  we're  building  the  new,  high-performance  Internet.  The  Optical  Internet.  It's  faster 
than  ever.  Enabling  high-capacity  access  and  the  transportation  of  information 
,'jht  speed.  With  99.999%  reliability.  And  quality  only  we  can  deliver.  Now,  businesses  and 

:e  providers  can  use  the  Internet  to  generate  new  economic  opportunities  and  rocket 

selves  ahead  of  the  competition.  So  come  together,  right  now  with  Nortel  Networks 

nake  the  Internet  whatever  you  want  it  to  be.  www.nortelnetwoTks. 


.com      A 


NORTEL 

NETWORKS 


How  the  world  shares  ideas. 


T.  Rowe  Price  Media  8  Telecommunications  Fund 

(PRMTX)  invests  in  innovative  domestic  and  foreign  com- 
panies poised  to  benefit 
from  technology  trends 
that  will  shape  commu- 
nications, commerce, 
and  entertainment  for 
years  to  come. 


Average  Annual  Total  Returns 

as  of  6/30/99 
I  Media  &  Telecommunications  Fund 


41.61% 


30.12% 


22.34% 


As  the  chart  shows, 

the  fund  has  rewarded 

investors  well  over  time. 

In  addition,  it  has  earned 

Morningstar's  highest  ^•■■■■■■■■HMBBBBBMl 

rating — five  stars — for  its  overall  risk-adjusted  perfor- 


1  year 


5  years      Since  inception1 


. 


mance.  The  fund  was  rated  among 
Momingstar  3,122  and  1,957  domestic  equity 

*****        funds  for  the  three-  and  five-year 

periods  ended  8/31/99,  respectively* 

The  fund's  broad  diversification  within  this  fast-growing 
industry  should  involve  less  risk  than  similar,  more  nar- 
rowly focused  funds.  However,  the  fund  will  experience 
greater  volatility  than  a  fund  investing  in  the  general  econ- 
omy, and  its  international  holdings  may  incur  additional 
risks,  including  currency  fluctuations.  Past  performance 
cannot  guarantee  future  results.  No  sales  charges. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-341-5517 

www.  troweprice.  com 


Invest  With  Confidence 

TRoweRice 


m 
-Ik 


fFund  inception  date:  10/13/93-  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  dis- 
tributions. Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at 
original  purchase.  This  fund  was  formerly  the  closed-end  New-Age  Media  Fund.  It  converted  to  open-end 
status  on  7/28/97,  and  operates  under  a  different  expense  structure. 

*  Momingstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  8/31/99.  These  ratings 
may  change  monthly  and  are  calculated  from  the  fund's  3-  and  5-year  average  annual  returns  in  excess  of 
90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below 
90-day  Treasury  bill  returns.  The  fund  received  5  stars  for  the  3-  and  5-year  periods.  The  top  10%  of  the  funds  in  a  broad 
asset  class  receive  5  stars. 

For  more  information,  including  fees  and  expenses,  request  a  prospectus.  Read  it  carefully  before  investing.  T.  Rowe  Price 
Investment  Services.  Inc.,  Distributor.  mtfosow 


consolidation  scenario,  owners  of  tjj  r 
maining  teams  might  be  called  on  lips 
market  price.  "That  way  the  [outftn 
owners  wouldn't  be  getting  a  raw  c^' 
nancially,"  says  the  Padres'  Lucch 

Eliminating  franchises  has  one 
flaw,  note  critics.  It  doesn't  wo| 
solve  baseball's  underlying  proble 
wide,  and  widening,  gap  in  the  am  i 
teams  collect  in  local  revenues.  Cd  o 
dation  would  be  "absolutely  disast  is 
says  Smith  College  economics  p:  'e 
sor  Andrew  Zimbalist,  who  has  b»i 
consultant  to  the  baseball  players  i  o 
"It's  not  a  long-term  solution,  not  a 
friendly  solution,  and  isn't  an  eco  n 
cally  efficient  solution  from  the;  si  in 
point  of  the  game's  public  relation" 

Behind  the  closed  doors  of  base 
task  force,  downsizing  has  been  a 
for  months,  however.  The  buzz  re 
Oakland,  but  few  took  it  seriously, 
officials  and  local  business  leadei 
tended  MLB  meetings  in  Cooper 
last  month  confident  the  team  ' 
change  hands.  They  left  ashen-i 
Selig  explained  the  delay  saying  o\ 
needed  to  hear  the  task  force  r< 
mendations  before  deciding  on  the 
WARINESS.  "If  they're  saying  our 
munity  isn't  good  enough  to  be  pi 
the  program,  say  it,  man  to  man,  e 
eye.  But  don't  string  us  along," 
Robert  C.  Bobb,  Oakland's  city  mar 
"There's  all  kinds  of  conversations 
respect  to  lawsuits  and  'congres 
hearings.  In  the  end,  if  they  deci 
take  this  step,  it  will  be  very  diffie 
turn  it  around." 

There's  a  wariness  in  other  sn 
cities,  too.  On  Nov.  2  in  St.  Paul,  IV 
voters  will  decide  whether  to  apprt 
sales-tax  hike  to  fund  a  ballpark  fo 
Twins.  Balloting  won't  be  affecte 
the  discussion  of  downsizing,  pre 
Mayor  Norm  Coleman.  But  he  say 
city  has  already  been  bruised  by  j 
of  talk  that  the  team  might  be  m 
unless  a  new  park  is  built.  "When 
get  people's  ire  up  like  that,  that'; 
death  knell  of  public  support,"  he  ; 

Consolidation  isn't  about  bully 
tics,  insist  some  owners.  It's  about 
ing  care  of  business.  "The  media 
players  association — they  tell  us  to 
at  home  and  solve  our  problems," 
Lucchino.  "This  is  one  way  to  do  ii 

If  there  was  any  question  that  t 
is  a  problem,  evidence  could  be  foui 
Oakland  three  days  after  the  Cooj 
town  meeting.  Barely  6,500  fans  she 
up  to  watch  the  A's  play  on  a  Su 
afternoon — even  though  the  plucky 
was  in  a  surprising  fight  for  a  sp< 
the  playoffs. 

By  Mark  Hy 
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The  name  is  new. 
The  reputations 

are  legendary. 


SEC  U  R ITY 


For  almost  two  decades,  businesses  have 
trusted  Security  Dynamics  Technologies,  Inc. 
and  RSA  Data  Security,  Inc.  to  secure  e-business, 
even  before  it  was  called  e-business.  Today,  the 
companies  have  unified  under  one  name, 
RSA  Security  Inc.  Our  new  name  and  look 
reflects  our  singular,  continued  commitment  to 
innovative  products  that  help  customers  meet 
the  security  needs  of  e-business,  and  the  support 
and  services  that  tie  it  all  together.  You  may  not 
have  known  us  by  name,  but  you  should. 
Chances  are  you've  already  relied  on  one  or 
more  of  our  products  to  purchase  something 
over  the  Internet,  securely  send  email,  safely 
connect  to  your  network,  or  do  your  banking 
online.  As  a  combined  company,  we  are  the 
most  trusted  name  in  e-security  —  bar  none. 


More  than  450  million  copies  of  our  RSA  BSAFE® 
encryption  technology  are  installed  in  today's 
most  successful  applications  and  devices.  More 
than  half  of  the  Fortune  100  already  use  our 
award-winning  RSA  SecurlD®  user  authentication 
systems  to  protect  their  networks  and  vital 
information.  And  our  new  RSA  Keon™  product 
line  provides  companies  with  a  complete  digital 
certificate  system,  known  as  "PKI,"  to  enable 
and  manage  security  for  e-commerce 
applications.  Thousands  of  customers  trust 
RSA  Security,  including  Cisco,  Compaq,  Ericsson, 
IBM  and  Lucent.  Shouldn't  you?  To  learn  how 
we  might  serve  your  e-security  needs,  please 
visit  us  at  www.rsasecurity.com,  or  contact  us 
at  info@rsasecurity.com  or  1-877-RSA-4900. 


The  Most  Trusted  Name  in  e-Security 


Upstart  telecoms  are  outwitting  the  old  national 

cartels.  The  result:  a  surge  in  competition 

worldwide-and  even  free  international  calls 


oward  Jonas,  the  ceo  of  telecommunications  com- 
pany IDT  Corp.,  still  remembers  the  day  in  1993 
when  a  colleague  from  Saudi  Arabia  called  to  say 
that  Saudi  troops  were  at  the  door.  "Don't  let 
'em  in,"  Jonas  told  the  panicking  man.  The  sol- 
diers broke  down  the  door  anyway  and  grabbed 
IDT's  telephone  equipment,  shutting  down  its  lo- 
cal operations.  The  Hackensack  (N.J.)-based 
ipany  had  been  running  a  service  for  six  months  that  let 
dis  call  abroad  for  far  less  than  official  rates — a  move 
took  cash  out  of  the  coffers  of  the  national  phone  mo- 
oly.  A  few  weeks  later,  Jonas  got  some  of  his  equipment 
k  and  was  able  to  stall  operating  again.  But  the  incident 
him  on  notice:  The  world's  telephone  monopolies  would  do 
about  anything  to  protect  their  cash  cows. 
>uch  are  the  stakes  in  the  $60  billion  business  of  interna- 
al  phone  calls.  For  decades,  carrying  phone  calls  across  na- 
al  borders  has  been  dominated  by  monopolies  that  fierce- 
juard  their  right  to  charge  sky-high  prices  and  rack  up 
e  profits.  You  want  to  call  Russia 
n  the  U.  S.?  In  1996,  you  coughed 
$1.7.")  a  minute.  Pakistan'.'  It  was  V^VATwit 
i  minute,  one  of  the  highest  rates 
the  world.   Everybody  cleaned 

-from  AT&T  and  British  Telecommunications  plc  to  India's 
esh  Sanchar  Nigam  and  Senegal's  Sonatel.  Everybody 
?pt  customers,  of  course. 

low,  the  century-old  rules  of  the  international  phone  cartel 
collapsing.  Spurred  by  more  efficient  technology,  deregu- 
m,  and  a  dizzying  wave  of  startup  activity,  the  nosebleed 
fs  of  the  past  arc  disappearing  fast.  Today  when  MC] 
'ldCom  Inc.  sends  your  call  into  Germany,  it  doesn't  have 
;o  to  Deutsche  Telekom  to  make  the  connection.  Instead,  it 
choose  from  among  1(K)  other  companies,* all  trying  to  get 
business  by  offering  ever-lower  prices.  And  with  phone 
r  getting  more  efficient  and  far  cheaper — upstarts  can 
lenly  afford  to  operate  private  networks  that  go  head-to- 
1  with  the  monopolies.  Uny  Bermuda-based  RSL  Commu- 


nications Ltd.,  for  instance,  runs  private  telephone  lines  into 
countries  around  the  globe  to  avoid  paying  the  lavish  fees 
those  countries  levy  on  public  lines. 

The  result:  Prices  for  international  calls  are  falling  toward 
their  actual  costs  from  the  heights  long  dictated  by  fat  and 
happy  monopolies.  In  just  the  past  three  years,  the  average 
cost  of  an  international  call  from  the  U.  S.  has  dropped 
25%,  from  74(2  a  minute  to  550.  In  some  parts  of  the  world, 
fees  already  have  plunged  as  much  as  80%.  A  call  from 
the  U.  S.  to  Britain,  for  example,  runs  12(2  a  minute,  vs.  58e 
in  1996.  And  experts  expect  to  see  much  deeper  declines  in 
the  next  three  to  five  years.  "Technology  and  competition 
are  tearing  down  the  old  wall  of  monopoly,  and  it's  happen- 
ing faster  than  most  people  predicted,"  says  William  E. 
Kennard,  chairman  of  the  Federal  Communications  Com- 
mission in  Washington. 

NET  PROGRESS.  Now,  even  the  fallen  bricks  could  be  swept 
away,  thanks  to  the  Internet.  Free  phone  calls  over  the  Net 
are  possible  today  as  long  as  they  are  being  placed  from  a  PC 
on  one  end  to  a  PC  on  the  other.  Yet 
Net  telephony  remains  just  a  tiny 
sliver  of  international  traffic,  mainly 
because  the  quality  hasn't  been  up  to 
snuff  and  the  populace  in  many 
countries  has  limited  Net  access.  That's  changing.  As  quality 
improves  and  the  Net  becomes  more  'widely  available,  it  will 
offer  consumers  a  cheap  alternative  to  existing  phone  service. 
More  importantly,  telecoms  are  tapping  into  this  communica- 
tions backbone  by  routing  their  calls  over  the  Net.  The  com- 
bined effect  will  drive  down  prices  even  more.  "The  Internet 
and  other  things  are  dooming  the  whole  machine,"  says  Bertil 
Thorngren,  adjunct  professor  at  the  Stockholm  School  of 
Economics  and  consultant  to  Swedish  phone  company  Telia. 
Indeed,  as  the  entire  international  telephone  system  is  re- 
vamped, dramatic  change  lies  ahead.  Countries  that  once  pro- 
tected their  telephone  monopolies  with  everything  from  strong- 
arm  regulatory  policies  to  armed  forces  will  find  that  their 
cherished  assets  lack  the  scale  to  survive  on  their  own.  Expect 
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more  cross-border 

mergers  like  the  proposed  al 

liance  between  Sweden's  Telia  and  Norway's 

Telenor.  Even  at&t's  alliance  with  British  Telecom      • 

could  foreshadow  a  merger  of  the  two  in  the  future.     *# 

"When  the  system  breaks,  it'll  become  a  free  market,"    • 

says  Ameet  Shah,  a  partner  at  Andersen  Consulting.  Then   * 

"those  with  the  most  volume  will  be  able  to  turn  that  into  a 

genuine  competitive  advantage." 

They'll  have  to  rely  on  more  than  just  volume, 
though.  Phone  minutes  are  fast  becoming  low-margin 
commodities — and  some  experts  believe  voice  calls 
could  actually  become  free.  As  that  happens,  carriers 
around  the  globe  will  scramble  for  profits  by  offering 
whizzy  new  features  like  talking  e-mail  or  "follow-me"  services 
that  let  customers  receive  calls  anywhere  in  the  world  on  a 
single  phone  number.  The  combination  of  lower  prices  and  fat- 
margin  services  should  add  up  to  big  growth:  By  2008,  pre- 
dicts telecom  researcher  Ovum  Ltd.  in  London,  the  combo 
could  double  the  volume  of  international  calls  to  nearly  200 
billion  minutes  a  year. 

How  were  such  powerful  international  forces  as  monopolies 
and  governments  so  quickly  undermined?  Credit  deregula- 
tion— and,  ironically,  U.  S.  regulators.  One  of  the  most  radical 

changes  to  hit  the 
telecom  industry  came 
from  the  fcc  in  Au- 
gust, 1997.  The  com- 
mission— without  negotiating  with  any  other  countries — de- 
cided to  slash  the  so-called  "settlement"  fees  that  U.  S. 
carriers  pay  foreign  companies  to  complete  calls  from  the 
U.  S.  These  fees  had  been  set  under  an  international  settle- 
ment system  to  compensate  countries  for  handling  each  oth- 
er's traffic — and  for  any  imbalance  in  the  volume.  For  in- 
stance, in  1997  U.  S.  customers  spent  495  million  minutes 
on  calls  to  Brazil,  but  Brazilians  made  only  159  million  min- 
utes' worth  of  calls  to  the  U.  S.  To  pay  for  the  deficit  of  336 
million  minutes,  U.  S.  carriers  sent  Brazil  a  cool  $154.7  million. 
CUT-RATE  TO  KABUL.  While  some  of  the  rates  in  the  FCC's  so- 
called  Benchmarks  Order  took  effect  on  Jan.  1  and  others  go 
into  effect  as  late  as  2002,  the  reductions  already  are  having 
a  big  impact.  Settlement  fees  often  made  up  half  the  price  of 
international  calls,  and  the  fcc's  benchmarks  are,  in  extreme 
cases,  less  than  one-tenth  of  what  foreign  phone  companies 
used  to  receive.  For  example,  the  $2.83  per  minute  American 
phone  companies  now  pay  to  send  calls  into  Afghanistan  will 
be  cut  to  23<2  in  2002. 

Other  countries  were  incensed  at  the  fcc's  decision.  That's 
partly  because  its  maverick  move  was  the  opposite  of  how 
things  used  to  be  done.  For  the  past  134  years,  since  the  era 
of  telegraphs,  countries  have  held  painstaking  bilateral  ne- 
gotiations to  set  what  they  pay  for  accepting  incoming  com- 
munications. After  the  Fee's  move,  a  consortium  of  Latin 
American  countries  filed  suit  in  the  U.  S.  against  the  fcc,  ar- 
guing that  it  was  dictating  public  policy  to  other  countries. 
Countries  also  are  turning  to  the  International  Telecommu- 
nication Union,  the  Geneva-based  body  responsible  for  the  set- 
tlement rate  system,  hoping  it  can  negotiate  a  new  multilat- 
eral approach.  So  far,  the  fcc  has  won  every  dispute. 

The  real  reason  for  all  the  vitriol  is  money,  of  course. 
Lots  of  money.  Because  industrialized  countries  tend  to  ini- 
tiate more  calls  than  they  receive,  the  settlement  system 
resulted  in  a  net  transfer  of  billions  of  dollars  from  wealthier 
to  poorer  nations.  Since  1985,  U.  S.  carriers  have  paid  out 


When  MCI  sends  a  call  to  Germai 
it  can  choose  from  among  100 
telecoms  offering  ever-lower  prici 


some  $43  billion  in  settlement  fees,  including  $1.2  billk 
China,  $1.3  billion  to  India,  and  a  stunning  $7.6  billk 
Mexico,  according  to  fcc  figures.  Now,  for  the 
time,  these  payments  are  steadily  declining.  Paj 
by  U.  S.  carriers  reached  a  peak  of  $5.8  billion 
and  dropped  to  an  estimated  $4.4  billion  in  1998. 
payments  likely  will  drop  below  $4  billion  this  year. 

That  has  put  a  squeeze  on  some  developing  countries.  | 
many,  telephone  fees  are  the  most-  or  second-most-impor 
source  of  hard  currency.  In  1995,  for  example,  settler 
fees  accounted  for  100%  of  the  foreign  currency  Camerooij 
ceived.  And  they've  been  a  key  means  for  countries  to 
sidize  the  construction  and  operation  of  their  phone 
works  (page  108).  India's  international  phone  monopoly, 
gets  37%  of  its  $1.6  billion  in  revenues  from  settlemq 
Because  of  the  decline  in  such  fees,  Sri  Lanka  Telecom 
has  had  to  double  the  price  of  a  three-minute  local  phone  I 


DIALING  ABRO 


purred  by  more  efficient  technology,  deregulation,  anc 
dizzying  wave  of  startup  activity,  the  $60  billion  busii 
of  international  phone  calls  has  seen  prices  fall  by  a: 
much  as  80%  in  the  past  three  years.  That  has  been  a  bo 
for  consumers,  but  telephone  companies  are  reeling.  ,^ 
For  decades,  they  have  relied  on  bilateral  "settle- 
ment" agreements  to  compensate  each  other  for 
calls  that  begin  in  one  country  and  end  in  anoth- 
er. But  the  old  way  is  crumbling  fast.  Here's  why: 


O  CALLBACK:  THE  SHOT 
HEARD  'ROUND  THE  WORLD 

In  1991,  a  method  emerged  to  get  around  high  rates.  Becau 
seas  calls  from  the  deregulated  U.S.  were  cheaper  than  call: 
the  U.S.,  startups  took  advantage  of  the  gap,  offering  "callba 
vices."  A  customer  in  Japan  would  dial  a  special  U.S.  numbi 
plied  by  the  service  and  hang  up  after  a  few  rings,  avoiding 
charge  for  a  call.  Then,  the  U.S.  number  would  call  back  an 
ply  a  dial  tone  to  the  Japanese  user.  From  there,  the  caller  c 
dial  anywhere  in  the  world  at  low  U.S.  prices. 

SAVINGS  TO  CONSUMERS:  As  much  as  90%  below  typical 
national  phone  rates. 

IMPACT  ON  THE  PHONE  COMPANIES:  It  cost  non-U.S.  phon 
monopolies  billions  of  dollars  in  lost  revenues.  And  it  ske 
global  calling  patterns,  greatly  increasing  the  number  of  o 
bound  minutes  from  the  U.S.— and  helping  drive  up  U.S.  s 
ment  payments  by  63%  from  1991  to  1997. 
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of  revenues  could  crimp  economic  development,  too: 
'1  ■  every  phone  line  added  in  a  poor  country,  its  gross  do 
ttic  product  rises  by  $2,000,  according  to  a  lit'.)?  study  by 
Bulting  firm  McKinsey  &  Co. 

Jot  that  all  that  cash  was  invested  wisely.  Though  settle- 
It  its  were  meant    to  subsidize  phone  service  and   telecom 
Btruction,  the  money  was  often  siphoned  off  to  pay  for 
lal  services  or  unrelated  infrastructure  projects.  Indeed, 
le  places  that  received  the  largest  subsidies  have  clone  the 
t  to  upgrade  their  phone  systems.  "You  can  see  that  the 
iev  isn't  always  well  spent  in  some  countries,"  says  James 
Alleman,  a  professor  of  telecommunications  economics  at 
'   University  of  Colorado  at  Boulder.  "Sometimes  I  think 
putting  it  in  Swiss  bank  accounts  or  using  it  to  buy 
cedes  for  government  officials." 

lback  COUP.  The  real  change  goes  far  beyond  cutting 

lenient  payments.  As  competition  emerges  in  countries 

md  the  world,  the  whole  notion  of  a  formal  settlement  fee 

©coming  obsolete.  What's  emerging  instead  is  a  vibrant 

'  market  where  dozens  of  competing  companies  negotiate 

1  'ctly  with  one  another  to  link  their  phone  systems,  some- 

ss  at  no  charge.  Thanks  to  deregulation,  38%  of  interna- 

K  al  phone  traffic  now  is  completed  for  less  than  the  bench- 

''-•ks  required  by  the  Fee.  "When  you  have  competition  on 

i  ends  of  the  line,  rates  come  down  to  the  public,"  says 


Seth  Blumenfeld,  president  of  Internationa]  for  mm 

WorldCom.  Tin-  coal  of  completing  a  call  "i    rapidly  ap- 
proaching the  actual  cost  of  providing  the 

To  understand  why  the  old  international  phone  system  Lfi 
headed  for  extinction,  rewind  to  the  early  1990s,  when  the 

seeds  of  the  revolution  were  sown.  That's  when  opportunistic- 
newcomers  like-  IDT  and  Telegroup  Inc.  stalled  offering  inex- 
pensive "callback"  services  to  customers  outside  the  I 
Callback  took  advantage  of  the  fact  that,  because  of  compe- 
tition in  the  U.  S.,  it  was  far  cheaper  to  call  abroad  from  the 
U.  S.  than  the  other  way  around.  The  mechanism  was  dead 
simple:  When  John  Smith  in  Tokyo  wanted  to  make  a  call  to 
New  York,  he  dialed  a  dedicated  number  in  the  U.  S.,  waited 
a  ring  or  two,  and  hung  up.  A  computer  would  then  call 
back,  and  Smith  would  hear  a  U.  S.  dial  tone  on  the  line.  Then 
he  could  call  anywhere  in  the  world  and  pay  U.  S.  prices.  That 
could  have  been  36<z  per  minute,  vs.  Japanese  rates  up  to  10 
times  higher. 

There  was  a  catch:  The  gimmick  was  illegal  in  most  places. 
Still,  it  was  nearly  impossible  to  stop — short  of  sending  out 
the  troops.  And  its  impact  was  enormous.  In  a  flash,  hundreds 
of  thousands  of  customers  all  over  the  world  got  a  taste  for 
lower  prices.  "Once  it  wras  created,  the  balance  shifted,"  says 
Peter  Williamson,  ceo  of  U.  S.  operations  for  Australia's  Tel- 
stra Corp.  Simultaneously,  because  callback  boosted  the  ratio 


ILL  NEVER  BE  THE  SAME  AGAIN 


Kk 


i   AIIOMS 
VUM  LID    PUUIR  COM 
COMPANY  REPORTS 


©  INTERNATIONAL  RESALE: 
THE  GREAT  LIBERALIZER 

Countries  around  the  world  are  now  al- 
lowing a  scheme  known  as  International 
Simple  Resale.  Here,  owners  of  private 
leased  phone  lines  between  countries — 
including  carriers  like  AT&T  and  big  corpo- 
rate phone  users  like  IBM — can  resell  leftover 
space  on  their  lines  to  local  phone  companies. 
This  boosts  the  amount  of  international  capacity 
and  lowers  prices.  And  calls  carried  on  these 
lines  aren't  subject  to  settlement  fees.  Sweden, 
for  example,  authorized  resale  in  1996,  and  prices 
!   for  calls  from  the  U.S.  have  since  fallen  46%,  to  as 
low  as  390  a  minute. 

SAVINGS  TO  CONSUMEF  >:  As  much  as  90%  below  typical  international  phone  rates. 

IMPACT  ON  THE  PHONE  COMPANIES:  Resale  has  put  tremendous  revenue  pressure 
on  phone  companies  around  the  world  that  used  to  have  a  lock  on  incoming  traffic. 

©  INTERNET  TELEPHONY:  THE  WAVE  OF  THE  FUTURE 

'  Early  Internet  telephone  schemes  required  a  PC  at  both  ends  of  the  line,  but  now  calls 
can  go  from  one  phone  to  another  thanks  to  gateways  that  link  the  Net  to  the  phone  sys- 
tem. A  bonus:  No  settlement  fees  are  paid.  That  leads  to  big  savings.  A  Net  call  from  the 
U.S.  to  Brazil  costs  telcos  just  150 — half  the  official  settlement  rate  of  300.  International 
voice-over-Internet  traffic  has  nearly  tripled  in  the  past  year,  but  it's  still  a  fraction  of  the  total. 

r  SAVINGS  TO  CONSUMERS:  If  they're  willing  to  put  up  with  some  quality  problems,  customers 
can  save  90%  on  the  cost  of  international  calls. 

IMPACT  ON  THE  PHONE  COMPANIES:  They're  facing  the  prospect  of  a  huge  cut  in  international  revenues. 
What's  more,  Net  calling  adds  pressure  to  the  movement  to  reduce  or  wipe  out  settlement  rates. 
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of  outbound  to  inbound  call  volume  in  the  U.  S.,  it  had  a 
sharp  impact  on  the  U.  S.  settlement  rate  deficit.  From  1993, 
when  callback  flowered,  to  its  peak  in  1996,  net  payments 
from  U.  S.  carriers  jumped  by  nearly  $2  billion.  That  prompt- 
ed regulators  in  the  U.  S.  to  push  for  lower  settlement  fees. 
At  the  same  time,  countries  figured  out  another  way  to  jim- 
my the  system.  By  lowering  their  own  settlement  rates,  coun- 
tries could  entice  car- 
riers to  route  traffic 
through  them  on  the 
way  elsewhere.  In 
1996,  Britain  did  just  that,  slashing  rates  in  half  to  just  17#  a 
minute.  That  way,  instead  of  paying  48<2  from  the  U.  S.  to 
Poland,  a  carrier  could  send  the  call  to  Britain  for  17(2  where 
it  would  be  forwarded  to  Poland  for  an  additional  26(2  cents. 
This  scheme,  known  as  "refile,"  violates  international  law,  but 
it  has  spread  to  regions  with  high  settlement  rates.  "We're 
seeing  the  same  thing  that  happened  in  Europe  happen  in 
Asia,"  says  Ken  Stanley,  an  economist  for  the  FCC. 
RESALE  REVOLT.  The  real  shakeup,  though,  is  hap- 
pening right  now.  For  decades,  multinationals  such 
as  IBM  and  Ford  Motor  Co.,  with  operations  spread 
all  over  the  world,  have  set  up  private  global  phone 
and  data  networks  for  their  own  use.  Calls  tra- 
versing these  private  lines  into  places  such  as  Swe- 
den or  Britain  aren't  subject  to  settlement  rates.  A 
small  amount  of  traffic  from  such  private  lines  has 
always  leaked  out  into  the  public  network — say,  if  a 
Microsoft  Corp.  executive  called  a  colleague  in 
Hong  Kong  and  then  the  call  was  transferred  to 
someone  else  in  the  city.  But  formal  connections  be- 
tween private  lines  and  the  public  network  were  il- 
legal in  most  countries. 

Until  last  year,  that  is.  The  path  was  blazed  by  a 
startup  based  in  Rochester,  N.  Y.,  called  acc  Corp., 
now  part  of  AT&T.  Back  in  1994,  the  company  pio- 
neered a  so-called  "simple  resale"  agreement  with 
Britain  that  let  it  sell  excess  capacity  on  its  leased 
lines  to  British  phone  companies.  That  led  to  a 
steep  reduction  in  prices  that  convinced  other  coun- 
tries such  as  Japan  and  Korea  to  authorize  similar 
resale  deals  last  year.  As  companies  from  RSL  to 
mci  WorldCom  have  jumped  into  the  market,  the 
impact  on  prices  has  been  instantaneous.  In  Hong 
Kong,  per-minute  costs  for  telephone  time  have 
fallen  by  a  factor  of  10  since  it  started  resale  in 
January,  1998.  "Resale  forces  rates  to  be  based  on 
costs  instead  of  political  concerns,"  says  Michael 
J.  Scheele,  president  of  San  Francisco  tele- 
com consultancy  M.J.  Scheele  &  Associ- 
ates. "It  takes  the  fat  out  of  the  system." 
Some  countries  are  resisting  the  trend:  Chi- 
na, Mexico,  and  Israel,  for  instance,  don't 
yet  allow  resale. 

Even  closed  markets,  though,  can't  stop 
another  scheme  now  just  beginning:  phone 
calls  made  over  the  Internet.  From  its  roots 
in  1993  as  a  quick-and-dirty  way  to  talk  for  free  from  one  PC 
to  another,  Internet  telephony  is  growing  into  an  inexpensive 
alternative  to  traditional  calling.  Now,  by  using  gateways 
that  connect  conventional  phone  systems  to  the  Net,  carriers 
can  send  calls  from  any  phone  to  another — using  the  Net  as 
the  link  across  continents  or  oceans.  Bear,  Stearns  &  Co. 
analyst  Robert  Fagin  estimates  that  1.2  billion  minutes  of  in- 


ternational voice  traffic  will  be  sent  over  the  Net  in  19 
slightly  more  than  1%  of  the  total.  As  quality  improve 
could  climb  to  nearly  7%  of  the  market  in  2002,  or  10 
minutes,  turning  Net  telephony  into  a  $968  million  but 

The  leader  of  the  pack  in  Internet  telephony  today  is 
up  Net2Phone.  The  former  subsidiary  of  idt  charges  42 
than  at&t,  on  average,  to  make  international  calls:  A  min 
France  costs  customers  just  90,  vs.  22(2  for  AT&T.  Others 
field  include  deltathree.com,  a  subsidiary  of  rsl  Comm 
tions,  and  iBasis  Inc.,  a  Burlington  (Mass.)  startup.  "It's 
ing  to  see  the  biggest  companies  in  the  world  brou 
their  knees  by  little  American  entrepreneurs,"  says 
Judy  Reed  Smith  of  the  research  firm  Atlantic-ACM. 

Where  does  all  of  this  leave  the  international  telephon| 
tern?  The  glory  days  are  over.  The  settlement  process  t 
decades  subsidized  the  construction  of  phone  networks ' 
the  world  is  doomed.  The  advance  of  technology  mean 
it  will  be  impossible  for  countries  to  prop  up  fees  and 


"  Technology  and 

competition  are  tearing 

down  the  monopoly" 

WILLIAM  E.KENNARD 

FCC  Chairman 


strangers  in  a  strange  land.  Whateve 
new  system  looks  like,  the  fees  for 
pleting  phone   calls   across  border 
evitably  are  heading  down  toward 
actual  cost. 

That  means  the  balance  of  powei 
tween  the  world's  telephone  monop 
and  their  customers  is  finally  shif 
Ever  since  AT&T  sent  its  first  telep 
call  from 'the  U.S.  to  London  in  1925,  international  \ 
sumers  and  businesses  have  been  held  hostage  by  p 
companies  that  could  virtually  dictate  whatever  price 
choose.  Not  anymore. 

By  Andy  Reinhardt  in  New  York,  with  Irene  Kun 
Tokyo,  Bruce  Einhorn  in  Hong  Kong,  and  Elizabeth  Mi 
in  Mexico  City 
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Your  server  is 
your  showroom. 

Are  the  doors 
always  open? 


Be  up  all  hours?  For  Compaq  servers,  no  problem. That's  why 
so  many  e-businesses  trust  them.  And  why  Compaq's  Web  server 
market  share  is  28.9%  vs.  Sun's  14.6%  and  IBM's  13.1%:  Also, 
Compaq  servers  are  peak-hour  speed  demons.  Making  customers 
happy  and  e-businesses  grow.  For  example,  after  its  first  six 
pths,  drugstore.com  became  the  7th  largest  e-tail  site  in  the  U.S.  (according  to  PC  Data, 
.,  6/99).Their  Compaq  solution  (ProLiant  and  AlphaServer  systems  running  OracleS  ) 
)t  up  with  the  growth,  as  did  their  equally  scalable  Compaq  storage.  Another  good  thing: 
lompaq  NonStop"  e-Business  Solutions,  AlphaServer  systems  include  a  full  suite  of 
prnet  management  software,  built  in.  For  more,  visit  www.compaq.com/alwaysopcn, 
itact  your  reseller  or  call  1800 -AT- COMPAQ. 


Compaq? 
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COMPAQ.     Better  answers. 
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COPING  WITH 
THE  REVOLUTION 

Many  countries  rely  on  high  phone  rates  for  cash.  Will  boosting  calls  make  up  for  it? 


Special  Report 


Pape  G.  Toure,  president  of  Senegal's  national  telephone 
company,  Sonatel,  has  a  problem.  In  2002,  the  U.  S. 
plans  a  sharp  cut  in  the  rate  it  pays  Sonatel  to  complete 
the  calls  Americans  make  to  this  West  African  country 
from  $1.18  a  minute  to  23(2.  Overall,  reductions  in  international 
phone  fees  by  other  countries  will  put  $30  million  in  jeop- 
ardy— 80%  of  the  hard  currency  the  country  receives  for 
services.  So  Toure  is  scrambling  to  find  alternative  sources  of 

revenue.  He's  in- 
creasing the  number 
of  Sonatel's  phone 
lines  in  Senegal  by 
25%  per  year,  and  he's  cutting  international  calling  charges, 
gambling  that  lower  prices  will  boost  traffic.  "We  can't  hide 
from  the  fact  that  telephone  costs  are  going  down  in  the  en- 
tire world,"  he  says. 

This  is  what  the  short  end  of  the  stick  looks  like.  While 
customers  in  the  U.  S.  and  other  developed  countries  are 
celebrating  the  demise  of  the  creaky  old  international  tele- 
phone system,  it  presents  a  tremendous  challenge  for  the 


DAKAR  DIAL  TONE 

Senegal  is  raising  the  num 
ber  of  phone  lines  by  25% 
and  slashing  international 


world's  most  impoverished  countries.  Those  sky-high  rat 
cross-border  phone  calls  historically  have  been  a  crucia 
sidy  for  many  countries  that  are  building  their  tele 
networks.  India  received  $450  million  in  internationa 
ments  last  year — 37%  of  its  revenues  from  telephone  se: 
"When  you  are  still  struggling  with  basic  telecom  de 
ment,  you  may  need  a  monopoly  and  these  external 
dies,"  says  Daniel  Rosenne,  director-general  of  Israel': 
istry  of  Communications. 

The  prospect  of  losing  those  subsidies  hasn't  gone 
well.  Many  countries  blame  the  U.  S.  Federal  Communic; 
Commission  for  its  unilateral  decision  in  1997  to  slash 
much  as  90%  what  are  called  "settlement"  rates — th 
U.  S.  phone  companies  pay  to  carriers  abroad  for  comp 
phone  calls.  "There  was  a  sense  that  Americans  were 
like  Father  Knows  Best,  saying:  'We  are  going  to  fore 
with  a  diktat  to  lower  telephone  charges,' "  says  Jack  N1 
a  partner  at  Squire,  Sanders  &  Dempsey  in  Washingtol 

Still,  there's  little  recourse.  Nadler  represented  a  consol 
of  Latin  American  phone  companies  that  sued  to  ovej 
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Home     to     the     world's     second-largest 

telecommunications     company. 

Cotton     isn't     our     cash     crop    anymore. 

To    learn   more   about    the    technological    incentives   Mississippi 
has    to   offer   your   business,    call    1-800-340-3323. 
www.mississippi .org 
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In  Chile,  10  phone  companies  battle  for  market  shar 
The  result:  A  boom  in  cross-border  traffic 


Special  Report 


the  ruling,  but  the  fcc  won  the  case  earlier  this  year.  The  In- 
ternational Telecommunications  Union  (itu)  voted  188-to-l 
(the  U.  S.  was  the  only  "no"  vote)  to  slow  the  rate  cuts  for  the 
poorest  countries,  but  it  has  no  power  over  the  FCC. 

Already,  many  Third  World  countries  are  feeling  the  squeeze 
because  of  the  drop  in  American  payments.  Sri  Lanka  Telecom 
Ltd.  has  had  to  double  the  price  of  a  three-minute  local  phone 
call  because  of  the  decline  in  international  phone  fees.  In 

Senegal,  ITU  consul- 
tants forecast  that  the 
drop  in  settlements 
will  drive  down 
Sonatel's  profits  44%  from  1996  to  2001  and  quadruple  the 
company's  debt.  The  impact  will  be  felt  most  in  small,  poor 
countries,  such  as  the  islands  in  the  Caribbean  and  Pacific 
Ocean.  "It's  a  simple  question  of  economies  of  scale,"  explains 
Tim  Kelly,  an  ITU  economist  in  Geneva.  "If  you  have  a  small 
country  with  150,000  people,  such  as  Samoa,  and  you  need  to 
add  satellite  links  for  new  lines,  the  incremental  costs  are 
much  higher  than  if  you  are  buying  this  for  the  American  mar- 
ket with  270  million  subscribers." 

What  to  do?  Telecom  operators  in  developing  countries  are 
beginning  to  remake  themselves  for  the  new  industry  order. 
Chile,  Israel,  and  Tonga  are  cut- 
ting settlement  rates  even  more 
than  required  by  the  fcc  in  order 
to  boost  telecom  traffic  and  spur 
economic  development.  "The  poor 
countries  all  have  gone  through 
the  stages  of  mourning  and  self- 
denial  and  now  are  realizing  they 
have  to  change,"  says  Judy  Reed 
Smith,  ceo  of  Atlantic-ACM,  a 
Boston  telecom  consulting  firm. 
HIGH-TECH  HELP.  Several  coun- 
tries have  become  models  for 
how  to  cope.  Chile  has  licensed 
10  companies  to  battle  for  in- 
ternational telephone  traffic, 
stimulating  fierce  competition  to 
offer  the  lowest  settlement  rate. 


THIRD  WORLD  BACKLASH 

The  Federal  Communications  Commission's 

decision  to  unilaterally  cut  the  rates  U.S.  phone 

companies  pay  to  phone  companies  abroad  sparked 

a  fierce  outcry  around  the  world. 

LOST  DOLLARS  The  loss  of  telephone  fees  has 
been  particularly  painful  in  developing  countries, 
where  they  often  are  one  of  the  most  important 
sources  of  hard  currency.  In  Senegal,  for  example, 
payments  by  U.S.  phone  companies  dropped  to 
$14.5  million  in  1997  from  $19.4  million  in 
1996.  That's  estimated  to  have  fallen  to  about 
$10  million  in  1998.  The  world's  poorest  coun- 
tries, with  per  capita  incomes  below  $780,  could 
lose  around  5%  of  total  telecom  revenues 


regulator,    not    a    [telephone    company]    shareh 

Even  less  advanced  countries  are  learning  that 
can  bring  benefits.  India  lowered  rates  30%  between  ly| 
1999  and  dropped  them  another  30%  since  May.  Offici 
there  has  been  a  20%  boost  in  traffic  this  year  that  par 
made  up  for  any  lost  revenue.  India's  regulator,  the  tr4s 
it  will  continue  to  push  settlement  rates  down  towar«c 
because  lower  prices  will  stimulate  more  traffic.  Howe\ 
dia  does  not  plan  to  reduce  its  settlement  rate  from  tl 
rent  64  cents  a  minute  fast  enough  to  reach  the  FCC-djri 
level  of  23  cents  in  2002. 

Some  companies  are  proving  extremely  innovat'h 
Lanka  Telecom  is  building  its  business  with  a  host  (  n 
products  and  services,  including  a  calling  card  for  Sri  I 
expats  around  the  world.  It  also  has  begun  offerir 
rates  to  businesses  in  neighboring  countries  if  they 
their  telephone  traffic  through  Sri  Lanka.  "The  Sri  hi 
have  taken  many  sensible  business  decisions  that  shoul 
the  pain,"  says  Stephen  Young,  author  of  the  recent  bo( 
Rise  of  Cost  Based  Interconnect  and  the  Collapse  of 
national  Accountiyig  Rates. 

Of  course,  adapting  to  the  new  telecommunications 
still  won't  be  easy  for  many  countries.  Because  Samoa' 

ket  is  so  small,  an  ITU  stu 
serfs,  revenues  can  grow 
2%  a  year  even  if  price 
slashed.  That  means  a  cut 


tlement  fees  will  translat 
an  immediate  drop  in  loc 
ing  standards.  Meantime, 
African  nations  are  just  no 
ginning  to  prepare  for  the 
settlement  revenues.  "They 
have  telephones,  they  don'l 
Internet,  and  they  won't  b 
to  join  the  global  developn 
worries  former  ITU  Seer 
General  Pekka  Tarjanne. 
Still,    many    telecom 
around  the  world  recogniz 
drop  in  calling  fees  as  p; 


The  result  is  booming  growth  in      the  increasing  globalizatior 


cross-border  phone  traffic. 

Israel  opened  its  telephone 
market  in  1997,  licensing  two  for- 
eign-financed competitors  to  com- 
pete for  international  calls.  Each 
now  enjoys  total  freedom  to  ne- 
gotiate its  own  settlement  rates, 
pushing  them  down  from  $1  a 
minute  in  1997  to  21(2  today.  Is- 
rael no  longer  receives  more  than 


LEGAL  ACTION  Latin  American  countries  sued 
the  FCC  to  rescind  the  commission's  decision. 
But  the  U.S.  courts  rejected  their  claims  earlier 
this  year. 

DIPLOMATIC  PRESSURE  The  International 
Telecommunications  Union  in  Geneva  voted  188- 
to-l  this  spring  in  favor  of  slower  telephone  rate 
cuts  to  poor  countries  than  those  mandated  by  the 
FCC.  The  U.S.  was  the  lone  negative  vote.  The  FCC 


provides  them  as  much  o 
tunity  as  risk.  In  Senegal, 
Toure  knows  he  still  has  a 
way  to  go  before  his  con 
is  efficient  enough  to  op 
without  lucrative  payments 
overseas.  But  he's  detern 
to  build  a  telecom  business 
low  prices  and  whizzy  new 
tures  comparable  to  those  I 


$100  million  in  telephone  fees      has  no  plans  to  comply  with  the  ITU's  vote.  m  France  or  the  U.S.  The 


each  year,  but  government  offi- 
cials think  lower  phone  rates  are 
bolstering  Israel's  high-tech  sec- 
tor. "We  are  a  total  outpayer 
[of  telephone  fees],  and  I  don't 
care,"  says  the  Communications 
Ministry's     Rosenne.     "I'm     a 


CONTINUING  RESISTANCE  Some  of  the  least  de- 
veloped countries,  including  India,  say  they  will 
not  comply  with  the  FCC  order  by  the  2002 
deadline  and  will  continue  to  charge  U.S.  phone 
companies  higher  rates. 


figures,  Senegal  will  have  a 
phone  company  that  can 
stand  the  plunge  in  prices 
lies  ahead. 

By  William  Echiksot 
Brussels,  with  Manjeet  Krip 
in  Bombay 
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And  then  one  day, 

there  was  enterprise  integration 

throughout  the  land. 


The  fairy  tale  has  come  true. 

A  vast  array  of  intelligent  agent  adapters  supporting  ERP  systems, 

back-office  systems,  middleware  options  and  enterprise  databases. 

Flexibility.  Scalability.  Extensibility.  Reality.  It's  Sagavista.™ 

sagavista 

Your  fastest  route  to  absolute  enterprise  integration.™ 


lynghl  ©  SAGA  SOFTWARE.  Inc  .  1999  All  nghls  reserved 

iA.  Sagavista.  the  : .  ha  SAGA  logo.  F  Y I  sprite.  Free  Your  Information.  Your  Fastest  Route  To  Absolute  Enterprise 

ii.  iii,  ii  i  .11.-  ,.iih,T  registered  tradamert  101  ludemarksol  SAGA  SOFTWARE.  Inc  ,  in  the  United  States  and/or  other  countries 

i .'ir  respective  owners 

ihililv 


free  your  informatio"    f 

www.  sag  asoftware .  com 


GLOBAL     TELECOM 


( 

A  FAILURE 

TO  COMMUNICATE 

Will  mistrust  doom  the  MCI-Telefonica  global  alliance? 


Special  Report 


Back  in  March  of  1998,  they  were  all  smiles  and  hand- 
shakes. Executives  at  Spanish  phone  operator  Tele- 
fonica de  Espaha  and  U.  S.  long-distance  powerhouse 
MCI  WorldCom  Inc.  unveiled  a  partnership  with  sweep- 
ing plans  to  provide  telecommunications  services  to  cus- 
tomers around  the  world.  Together,  the  partners  would  "en- 
hance the  short-  and  long-term  growth  and  value  of  the 
companies,"  beamed  WorldCom's  ceo  Bernard  J.  Ebbers, 

who,  at  the  time,  was 
busy  taking  over  MCI. 
As  part  of  the  deal, 
mci  and  Telefonica 
would  create  separate  ventures  to  serve  European  and  Latin 
American  markets,  cooperate  on  a  bold  fiber-optic  ring  around 
South  America,  and  create  a  marketing  company  targeting 
the  growing  U.S.  Hispanic  community. 

So  much  for  sweeping  plans  and  beaming  ceos.  More  than 
a  year  and  a  half  later,  the 
partnership  between  mci 
WorldCom  and  Telefonica  is 
stalled  at  the  starting  gate. 
Of  the  dozen  or  so  initia- 
tives the  companies  have 
announced,  virtually  none 
has  come  to  pass.  Worse,  in 
many  markets  mci  and  Tele- 
fonica look  more  like  archri- 
vals  than  allies.  In  Brazil, 
for  example,  mci  WorldCom 
bought  a  controlling  stake 
in  long-distance  carrier  Em- 
bratel — a  move  that  pits  it 
directly  against  Telesp,  the 
network  operator  in  Sao 
Paolo  state  that  Telefonica 
owns.  The  two  sides  have 
even  tangled  in  Brazilian 
courts  over  what  services 
each  can  provide.  Now,  ex- 
perts say  the  partnership 
may  soon  break  up. 

It  would  be  a  setback  for 
both  sides.  Alone,  each  com- 
pany will  have  a  harder 
time  breaking  into  key  coun- 
tries dominated  by  the  oth- 
er. Telefonica  is  the 
strongest  player  in  the  $50 
billion  Latin  American 
telecommunications  market 
and  could  help  mci  gain  a 
foothold  beyond  its  current 
operations  in  Brazil  and 
Mexico.  And  mci  is  among 
the  biggest  telecom  guns  in 


Bad  splice:  Experts  say  that  MCFs 
Ebbers  and  Telefonica's  Villalonga 
may  break  up  their  partnership  after 
months  of  doing  nothing 


France,  Germany,  and  Britain,  giving  Telefonica  a 
needed  base  in  Western  Europe.  Telefonica  also  has| 
presence  in  North  America — mci's  stronghold — and 
operations  there  if  it  hopes  to  woo  many  large  cor 
customers. 

A  case  of  squandered  opportunities?  Maybe.  But  jus 
MCI-Telefonica  to  the  long  list  of  troubled  international  te 
alliances.  Even  though  telecom  executives  hail  partnersl 
the  best  way  to  provide  suites  of  global  services  to  their  I 
corporate  customers,  the  dismal  truth  is  that  few  fly.  Cob 
the  partnership  of  Sprint,  Deutsche  Telekom,  and  Fl 
Telecom  called  Global  One.  Ever  since  dt  launched  its 
mately  futile  bid  for  Telecom  Italia  this  spring  without 
its  French  partner,  the  Germans  and  French  have  bel 
each  other's  throats.  And  then  there's  Unisource,  an  all 
that  was  so  loosely  cobbled  together  that  it  was  never  al| 
offer  quality  service  consistently.  AT&T  and  Telefonica  ha\ 

ited,    leaving    Swiss 
Dutch    carrier    KPN, 
Swedish    operator 
And  now  the  troika  h 
cided  to  sell  off  the 
nership's  assets. 
CULTURE  CLASH.  Why 
these  allianqes  work 
the  heart  of  the  probk 
a  wariness  that  pre^ 
the  partners  from  inte 
ing  operations  or  shj  sv're  if>i£ 
competitive     informa 
Companies  enter  into 
deals  to  provide  end-tc 
communications  service 
their  large  corporate 
tomers.  The  best  way  t 
that   and    still   provic 
quality      network 
keeping  a  lid  on  cost 
to  knit  together  the 
marketing,  and  tech 
departments  of  the  \ 
ners.  The  only  probler 
no  one  wants  to  do 
So  far,  companies  ha\ 
been  willing  to  relinq 
control  of  resources. 
often,  neither  side  will  1  f'1 
over  its  best  custom 
"The  alliances  are  by 
ture  very  unstable,"  ! 
Roger  Wery,  who  heads  cc «, 
communications  practic 
telecom    consultancy 
naissance  Worldwide 
"We're  talking  about 
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It's  not  just  because  of  the  jobs  we  provide 
that  communities  thinlc  of  [\|ucor  as  auite  a  catch. 


h  towns  and  counties  across  the  country,  we  offer  more  than  employment  and  the  excellent  incentives  for  which 
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M'We're  known.  We  help  provide  everything  from  schoolbooks  to  fire  trucks.  Meanwhile,  our  people  build  parks,  buy 

iat  ■ 

in 

^computers  for  kids,  and,  of  course,  support  local  charities.  But  that's  just  the  start  of  how  we  enhance  life  near  our  more 
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ndtban  20  manufacturing  facilities.  As  the  largest  recycler  in  the  nation,  and 
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nucor 

|t's  our  Nature. 


a  producer  of  steel  and  steel  products,  we  also  safeguard  the  environment, 

protect  natural  wildlife  habitats  and  even  improve  waters  for  good  fishing.  Because  that  kind  of  concent  for  our 

communities  is  jusi  our  nature. 

Nucor  <  orporation  2KX)  Rexford  Road  <  hariotte,  North  Carolina  28211  Phone  704/366-7000,  fax  704/362-4208,  www.nucor.com 


visions   of  the  future  come  frtcr: 
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©  1999  Motorola.  Inc  Motorola  and  Aspira  are  trademarks  of  Motorola 
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Peer  into  a  stunning  world  of  new  wireless  servic 
and  applications.  And  learn  how  to  continually  renew  y< 

customers'  fascination  with  y 


Going  to  Geneva  Telecom  '99?  Visit  us  at  Booth  5011,  Hall  5. 
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imagination    into    opportunity" 


VIC 


agine  adding  Web  browsing,  videoconferencing  and  rich  streaming  multimedia  to  your  wireless  service 
erings.  It's  the  future.  And  we'll  help  you  see  it.  With  our  vision  of  Aspira",  a  new  IP  communications 
:hitecture  being  created  by  Motorola  together  with  Cisco  Systems  and  others.  If  you're  looking  to  expand 


f 


'vices  to  wireless  customers — and  gain  new  ones — you  might  want  to  explore  our  seamless  path  to 
ure-generation  wireless.  What's  under  construction  may  fascinate  you.  And  your  customers. 
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After  three  alliances,  Telefonica  may  have  trouble 

lining  up  a  fourth 


Special  Report 


sive  corporations  that  have  distinct  cultures,  and  that  creates 
a  lot  of  sparks." 

MCl's  partnership  with  Telefonica  started  out  troubled  and 
soon  deteriorated.  Neither  side  was  ever  as  deeply  committed 
as  each  publicly  professed,  insiders  say.  The  partnership  was 
brought  into  mci  WorldCom  through  mci's  relationship  with 
British  Telecommunications  PLC,  which  had  an  alliance  with 
mci  that  broke  down  after  WorldCom  trumped  bt's  bid  for  the 

long-distance  carrier. 

While  WorldCom 
agreed  to  continue  the 
Telefonica  partnership, 
the  truth  is  it  goes  against  the  grain  of  the  maverick  company 
that  Ebbers  has  sought  to  build.  "WorldCom  has  historically  tak- 
en a  go-it-alone  approach,"  says  Donaldson,  Lufkin  &  Jenrette 
Inc.  analyst  Richard  G.  Klugman.  Consider  the  ballyhooed  plans 
for  a  fiber-optic  ring  around  South  America.  The  partners  had 
agreed  to  build  out  a  circle  of  fiber-optic  cables  that  would  link 
the  continent  with  North  America  and  Europe.  Telefonica  is 
pushing  ahead  with  the  plans,  but  with  New  Jersey-based  IDT 
Corp.  as  a  10%  equity  partner,  mci  declined  to  participate  and  is 
being  courted  by  Bermuda-based  Global  Crossing  Ltd.  as  an  an- 
chor tenant  on  a  rival  Latin  American  cable,  industry  insiders 
say.  Asked  to  explain  the  reversal,  a  spokesman  from  MCI  would 
say  only  that  "we  looked  at  it,  and  we  weren't 
interested." 

Indeed,  a  list  of  the  alliance's  initial  goals  reads  today  like 
a  litany  of  broken  promises.  The  pact  called  for  Telefonica  to 
distribute  mci's  services  in  Spain.  It  didn't  happen.  Telefoni- 
ca had  the  option  of  buying  a  10%  stake  in  mci's  European 
operations  and  a  46%  share  of  the  company's  activities  in 
Italy.  Neither  happened,  and  Telefonica  has  since  created  its 
own  unit  focusing  on  Italy.  The  two  were  to  form  a  subsidiary 
to  explore  opportunities  in  Eastern  and  Southern  Europe.  It 
wasn't  formed. 

Relations  are  the  most  tense  in  Brazil,  Latin  America's 
largest  market.  The  two  were  supposed  to  cooperate  on  in- 
vestments there  but  instead  have  become  bitter  rivals.  In 
July,  when  Brazilians  were  given  the  chance  to  choose  a 
long-distance  carrier  for  the  first  time,  the  network  broke 
down  and  only  20%  of  calls  could  be  completed.  Each  com- 
pany blamed  the  other  and,  in  the  end,  both  were  fined  by 
Brazilian  regulators.  Among  the  mci  executives  stirring  up 
trouble  in  Brazil  is  Jorge  Rodriguez,  who  previously  had 
been  responsible  for  building  strong  relations  with  Telefonica 
as  his  company's  chief  representative  to  the  alliance.  "That 
their  differences  emerged  so  publicly  is  yet  another  indication 
of  virtually  no  cooperation  between  the  two  companies  in 
Brazil,  which  is  the  most  important  Latin  market  for  both  of 
them,"  says  Yankee  Group  Research  Inc.  analyst  Carlos  Guz- 
man-Perry. 

ALIVE,  IF  NOT  WELL,  To  date,  the  only  concrete  accomplishment 
either  side  can  point  to  is  an  exchange  of  board  members: 
Telefonica  Chairman  Juan  Villalonga  Navarro  sits  on  MCI  World- 
Com's board  and  mci  Chairman  Bert  C.  Roberts  Jr.  is  a  mem- 
ber of  Telefonica's.  And  if  mci  WorldCom  consummates  its  ru- 
mored takeover  of  Sprint,  that  could  prove  to  be  one  more 
demanding  distraction  that  could  keep  mci  Worldcom  from 
moving  the  Telefonica  relationship  forward.  Spokesmen  from 
both  companies  say  that  the  partnership  is  alive,  although  ex- 


ecutives on  either  side  declined  to  comment  for  this  a 
The  question  facing  Telefonica  is:  What  next?  It  has 
a  member  of  three  alliances,  and  if  this  one  were  to 
the  Spanish  company  may  have  trouble  lining  up  an 
dance  partner.  "For  Telefonica  to  choose  a  fourth  ally 
could  be  seen  as  just  one  ally  too  many,"  says  Graham 
son,  who  follows  the  telecommunications  industry  for  co 
tancy  Analysys  Ltd. 

Officially,  neither  company  is  prepared  to  write  the 
nership  off  yet.  And  some  analysts  believe  the  relatio; 
continues  to  make  sense:  mci  wants  a  stronger  footho 
Latin  America,  while  Telefonica  needs  help  penetrating 
America  and  the  rest  of  Europe.  "Each  can  bring  to  the 
something  that  the  other  needs,"  says  Glenn  R.  James,  re: 
director  for  Latin  American  telecom  at  Deloitte  Consulting, 
haps,  but  neither  side  has  yet  shown  that  it's  willing  to  do 
it  must  to  take  advantage  of  what  the  other  offers. 

By  David  Rocks  in  Atl 

THE  TROUBLE  WITH  GLOBAL  PLANS 

For  years,  major  telephone  companies  around  the  I 
world  have  set  up  alliances  to  provide  phone  service  \ 
multinational  corporations  with  operations  around 
globe.  But  the  results  have  been  dismal. 

MCI  WORLDCOM-TELEFONICA  1998  The  promisinl 
alliance  is  in  disarray.  Although  both  sides  pledged  el 
tensive  cooperation  when  they  announced  the  partnel 
ship  18  months  ago,  it  has  accomplished  almost  not^ 
ing  to  date.  As  the  two  companies  pursue  their 
separate  interests  in  Brazil,  Spain,  and  the  U.S., 
they're  looking  more  like  competitors  than  partners. 

GLOBAL  ONE  1996  Expect  the  partnership  of  Sprinj 
Deutsche  Telekom,  and  France  Telecom  to  dissolve 
soon.  Ever  since  DT  launched  its  ultimately  futile  bic 
for  Telecom  Italia  this  spring  without  telling  its  Frenc 
partner,  the  Germans  and  French  have  been  at  each 
other's  throats.  The  rumored  MCI  WorldCom  takeoverl 
Sprint  would  surely  be  the  death  knell,  since  MCI 
WorldCom  is  building  phone  networks  in  France  and 
Germany  to  compete  with  the  incumbents. 

UNISOURCE  1992  Unisource  showed  some  promise] 
early  on,  but  the  partnership  was  so  loosely  structure] 
that  it  proved  incapable  of  delivering  consistently 
strong  service  around  the  world.  That  led  to  the  exits| 
Telefonica  in  1997  and  AT&T  this  year,  which  have 
hobbled  the  consortium.  All  that  remain  are  Dutch 
KPN,  Sweden's  Telia,  and  Swisscom.  Now,  those  thr« 
have  decided  to  sell  off  the  partnership's  assets. 

BRITISH  TELECOM-AT&T  1998  This  is  the  one  al- 
liance that  is  holding  together.  The  partners  put  all 
their  international  assets  into  a  joint  venture  with  $1 
billion  in  revenues  and  brought  on  hotshot  exec  Davii 
Dorman  to  be  CEO.  For  more  reach  in  Asia,  they  tool 
30%  stake  in  Japan  Telecom. 
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CONVERGENCE  PLAY 

Major  entertainment  moves 

since  Stringer  joined  Sony  as 

president  in  May,  1997 

SONY  CORP.  OF 
AMERICA  CHAIRMAN 
HOWARD  STRINGER 

NOVEMBER,  1997  Invested  with 
Liberty  Media  in  Spanish-language  if 
TV  network  Telemundo 

DECEMBER,  1998  Stringer  named 
chairman  and  CEO  of  Sony  Corp.  q 
America,  overseeing  all  U.S.  units 

JULY,  1999  With  partner  Time 
Warner,  Sony  merges  music  club 
Columbia  House  into  CDnow, 
the  top  online  music  retailer        >  1 

SEPTEMBER,  1999  Seals  deal  witl 
Cablevision  to  install  Sony-made 
digital  set-top  boxes  for  New  York-  1 
area  subscribers,  laying  groundworks 
for  delivering  Sony  content 

OCTOBER,  1999  Launches 
interactive  versions  of  Jeopardy! 
and  Wheel  of  Fortune,  hoping  to 
lead  the  way  in  interactive  TV 

agBTH^^HI^                                             ^^^H            ^V'Sr                         ''^V^^H^B^^S^^^I 

DATA:  COMPANY  REPORTS,  BW 

STRATEGIES 


DOES  SONY  REALLY  NEED 
A  PARTNER? 

A  distribution  arm  may  not  be  necessary  if  digital  delivery  of  movies  and  music  pans  ol 


It  was  vintage  Howard  Stringer.  At  a 
party  marking  the  20th  anniversary 
of  the  Sony  Walkman  in  New  York 
on  Sept.  23,  the  chairman  and  chief 
executive  of  Sony  Corp.  of  America 
stood  awkwardly  in  the  spotlight  and 
began  his  speech.  But  in  the  midst  of  in- 
troducing colleagues  from  Tokyo  head- 
quarters, Stringer  couldn't  resist  rib- 
bing them  for  being  in  a  balcony 
overlooking  the  journalists  below  "so 
they  don't  have  to  mix  with  you."  He 
noted  that  one  exec's  wife  was  a  "a  lot 
better  looking  than  he  is,"  and  promised 
a  free  Walkman  to  anyone  who  could 
spell  the  name  of  another  executive. 

Coming  from  anyone  else,  such  barbs 
might  seem  harsh.  But  Stringer's  cheery 
irreverence  has  served  the  onetime  cbs 
Corp.  executive  well.  Since  joining  Sony 
as  president  and  de  facto  U.  S.  ambas- 


sador in  1997,  Stringer  has  mended 
fences  within  Sony  U.S.  and  helped 
spruce  up  the  company's  sinkhole  im- 
age in  Hollywood.  Now,  he  and  his  boss, 
Sony  Corp.  President  Nobuyuki  Idei, 
have  also  begun  to  confront  the  question 
that  has  dogged  the  Japanese  company 
for  years:  whether  making  TV  shows, 
films,  and  music  is  the  right  fit  for  a 
company  best  known  for  its  top-notch 
TV  sets,  VCRs,  and  stereos  (page  24). 

Since  he  was  elevated  to  oversee  all 
of  Sony's  $18-billion-a-year  U.  S.  busi- 
ness last  December,  Stringer  has  begun 
to  implement  Idei's  vision  of  a  "net- 
worked home"  in  which  Sony  can  by- 
pass conventional  distribution  such  as 
TV  networks  and  music  stores  to  sell  its 
stuff  directly  and  digitally  to  consumers. 
He  has  overseen  a  string  of  moves,  in- 
cluding the  acquisition,  with  Time  Warn- 


er Inc.,  of  leading  online  music  ret; 
cdnow  Inc.,  the  development  of  inte 
tive  versions  of  its  hit  game  sh 
Jeopardy!  and  WJieel  of  Fortune,  ai 
new  foray  into  building  digital  set 
boxes  for  cable  operator  Cablevision  ! 
terns  Corp.  that  will  feature  Sony  < 
tent.  There's  even  a  new  Sony  S 
magazine  on  the  newsstands,  from  w 
breathless  profiles  of  Sony  stars 
products  can  be  culled  for  $5.95. 

But  is  it  enough?  In  the  post  cbs- 
com  world,  Sony's  Columbia  TriSta 
the  biggest  Hollywood  studio  with 
major  links  to  cable  or  broadcast  TV.  j 
Sony's  one  small  step  into  network  o 
ership,  an  investment  in  Spanish-langu 
network  Telemundo  Group  Inc.,  has 
far  been  a  disaster.  Idei's  interactive 
sion  sounds  cool,  but  even  Stringer 
mitted  when  announcing  the  Cablevi; 
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Entertainment 


deal:  "A  lot  of  promises  have  been  made 
over  the  years — many  of  them  by  me,  ac- 
tually— that  were  never  quite  realized." 
That  unfinished  agenda  leads  rivals 
and  analysts  to  believe  that  at  least  a 
partial  sale  of  Sony's  entertainment  busi- 
ness is  inevitable.  Stringer  declined  to 
comment  for  this  article,  but  Sony 
sources  say  nothing  is  imminent.  And 
right  now,  the  company  has  the  luxury 
of  time.  Its  stock  has  more  than  doubled 


their  own  content  such  as  America  On- 
line Inc.  Others  who  may  be  interested 
in  Sony's  studio,  say  other  industry 
sources,  include  megabillionaire  Paul 
Allen  and  cable  giant  Comcast  Corp. 

Clouding  any  potential  alliance  are 
rumblings — dismissed  by  some  at  Sony — 
that  Idei  and  Stringer's  vision  is  at  odds 
with  that  of  Ken  Kutaragi,  the  engineer 
with  growing  clout  who  masterminded 
PlayStation.  Kutaragi  and  Idei  apparently 


SONY'S  ENTERTAINMENT  PORTFOLIO 

Buyers  from  Paul  Allen  to 

AOL  might  be  interested 

in  its  media  assets 


Moneymakers  such  as 
the  recent  Adam  Sandler 
flick  Big  Daddy  have 
made  the  Columbia 
TriStar  studio  profitable, 
but  its  earnings 
remain  volatile 


this  year,  thanks  to  buzz  on 
its  PlayStation  2  game  sys- 
tem, Japan's  improving  eco- 
nomic outlook,  and  a  corpo- 
rate restructuring  announced  in  March. 

What's  more,  in  Sony's  overall  pic- 
ture, the  entertainment  assets  are  not 
the  drag  they  once  were.  They  gener- 
ated $2.6  billion  in  revenue  and  $84  mil- 
lion in  operating  income  in  the  quarter 
ended  on  June  30,  while  the  overall 
company  generated  operating  income  of 
$434  million  on  revenue  of  $15.2  billion, 
mostly  from  consumer  electronics  and 
PlayStation. 

Still,  the  prospect  of  tying  the  studio 
to  a  partner  was  another  reason  behind 
the  stock  rise,  says  Masami  Fujino  of 
Jardine  Fleming  in  Tokyo.  Certainly, 
Stringer  spends  much  of  his  time  dis- 
cussing partnerships  with  other  media 
powerhouses,  including  periodic  talks 
with  NBC.  "They  need  a  strong  alliance, 
but  it  may  not  be  a  traditional  media 
partner,"  says  Thomas  Middlehoff,  the 
chairman  and  ceo  of  media  giant 
Bertelsmann.  Indeed,  Middlehoff  sees 
Sony's  film  and  TV  units  as  a  good  match 
with  Web  players  interested  in  owning 


1 


Columbia  TriStar's  hits 
include  Dawson's  Creek. 
It  has  eight  new  series 
on  prime  time  this  sea- 
son, even  though  Sony 
doesn't  own  an  English- 
language  network 


as  many  as  35,000  simultaneous  ifl 
But  without  a  linkup  to  TV  or  a  n|)( 
Web  portal,  Sony's  Web  presencdtas 
not  expanded  far  beyond  promotionAic 
extensions  of  existing  businesses,  till 
"we're  not  losing  millions  on  the  Int«e 
like  most  folks,"  Stringer  said  eaBei 
this  summer.  "And  we  don't  waitot' 
share  our  brand  with  somebody  thatlid 
n't  exist  three  years  ago." 

Pushing  that  brand  into  the  cro\ie< 
market  for  set-top  boxes  is  anothem 
ample  of  how  Sony  aims  to  find  | 
ways  to  distribute  its  cor 
Its  boxes  could  offer  gal 
e-mail,  and  on-demand  al 
to  Sony's  sizable  music, 


are  sparring  over 
the  direction  of 
PlayStation  2,  a 
powerful  computer 
in  its  own  right,  that  could  develop  into 
Sony's  ultimate  weapon  for  distributing 
all  kinds  of  entertainment  content  after  it 
debuts  next  year. 

In  the  near  term,  Sony  execs  have 
high  hopes  for  the  company's  moves 
into  interactivity.  In  early  October, 
WebTV  users  will  be  able  to  play  along 
to  Jeopardy!  and  Wheel  of  Fortune, 
Sony's  syndicated  hits.  The  simple  goal, 
says  Andrew  J.  Kaplan,  executive  vice- 
president  of  Columbia  TriStar  Televi- 
sion Group,  is  to  keep  viewers  glued  to 
their  sets  and  develop  new  revenue 
sources.  And,  compared  with  the  Web, 
getting  just  10%  of  Wheel  of  Fortune's 
nightly  20  million  viewers  to  participate 
interactively  could  create  a  much  bigger 
community  than  some  of  the'  Web's 
most-trafficked  sites  now  boast. 

On  the  Net,  much  of  Sony's  early  suc- 
cess has  been  in  interactive  games, 
where  its  Everquest — a  medieval  fantasy 
in  which  players  from  across  the  world 
join  forces  to  battle  "enemies" — attracts 


PlayStation  2  is  expect 
ed  to  be  a  winner,  and 
Sony  is  building  its 
online-gaming  presence 
with  Everquest,  a  game 
that  can  involve  35,00 
players  at  once 


and   TV 

libraries. 

An  exec 

close  to 

AT&T  says  the  cable  giant    is  talki 

Sony  about  using  its  box  for  so 

AT&T's  11  million  subscribers. 

The  deal  to  acquire  CDnow  wit 
partner  in  Columbia  House  Music  CI 
Sony's  attempt  to  assure  itself  a  se; 
the  table  as  broadband  Web  service 
off  and  digital  downloading  of  rnusi 
gins  in  earnest.  To  hedge  its  bets, 
Music  has  also  been  investing  in 
tures  including  chat  service  Talk 
Inc.,   e-mail   companies    Infobeat 
E  mazing,  and  Spanish-language  p 
yupi.com. 

The  week  of  Sept.  27,  Stringer 
jetting  to  Tokyo  for  strategy  meet) 
with  Idei  and  other  top  Sony  offr 
No  doubt,  the  fate  of  the  entertai: 
business  was  on  the  agenda  again 
the  more  Stringer  ties  it  to  Sony's 
tal  future,  the  harder  it  will  be  for] 
Japanese  giant  to  part  with  it. 

By  Ricfiard  Siklos  in  New  York, 
Ronald  Grover  in  Los  Angeles 
Irene  M.  Kunii  in  Tokyo 
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Media 


COMMENTARY 

By  Mike  France 


JOURNALISMS  ONLINE  CREDIBILITY  GAP 


Journalism  is  built  on  trust.  If 
readers  believe  that  a  reporter 
has  a  hidden  agenda,  then  no 
amount  of  heroic  reporting,  graceful 
writing,  or  bold  photography  will  ever 
win  them  over.  That's  why  most  news 
organizations  have  elaborate  rules  de- 
signed to  ensure  that  their  editorial 
content  isn't  biased  by  the  bottom 
line.  Ad  salespeople  are  barred  from 
discussing  articles  with  reporters,  for 
example,  and  only  editors  are  allowed 
to  see  copy  before  it's  published. 

As  magazines,  newspapers,  radio 
stations,  and  television  networks 
rush  to  colonize  the  Internet,  howev- 
er, the  Great  Wall  between  content 
and  commerce  is  beginning  to 
erode.  Some  news  organizations 
now  earn  small  transaction  fees 
from  some  product  sales  on 
the  World  Wide  Web.  That 
means  there  can  be  a  direct 
economic  incentive  to  say 
nice  things  about,  say,  a 
particular  paperback  or 
laptop — something  that 
didn't  exist  when  book 
publishers  and  computer 
makers  were  limited  to  buy- 
ing fixed-rate  ads.  Mean- 
while, forbes.com  is  running 
Microsoft  Corp.  ads  that  could 
easily  be  mistaken  for  staff-writ- 
ten articles.  That  confuses  readers 
and  seems  to  violate  the  spirit  of  a 
long-standing  American  Society  of 
Magazine  Editors  (asme)  rule  pro- 
hibiting advertisements  with  "an  edi- 
torial appearance." 

The  latest  media  company  to  take 
a  step  down  this  slippery  slope  of 
ethical  compromise  is  General  Elec- 
tric Co.  Its  CNBC  unit,  which  runs  a 
business-news  Web  site,  on  Sept.  14 
acquired  a  12.4%  stake  in  Archipel- 
ago Holdings,  an  electronic  com- 
munications network  for  trading 
stock.  Long-term  plans  are 
likely  to  include  allowing  visi 
tors  to  cnbc.com  to  link  di- 
rectly to  Archipelago.  That 
means  CNBC  could  be  in 
the  awkward  position 
of  both  provid- 
ing cover- 
age of  on- 


line trading  and  profiting  from  it. 
All  these  developments  raise  a 
tough  question:  Is  there  an  irrevoca- 
ble conflict  between  e-commerce  and 
ethical  journalism?  As  news  outlets 
get  closer  to  the  companies  they  cov- 
er, it's  possible  that  they'll  lose  the 
faith  of  their  readers  and  viewers. 
"At  a  certain  point,  people  won't  be 
able  to  differentiate  between  what's 
trustworthy  and  what  isn't,"  says 
Orville  Schell,  dean  of  the  Graduate 
School  of  Journalism  at  the 
University  of  California  at  Berkeley. 


Over  the  long  term,  he  worries,  thi 
loss  of  credibility  could  have  a  corr< 
sive  effect  on  society  in  general — et 
pecially  given  the  media's  important 
as  a  political,  cultural,  and  economic 
watchdog.  "If  people  don't  trust  the 
information,  it's  not  much  better  th< 
a  Marxist-Leninist  society,"  Schell 
says. 

Are  such  fears  overblown?  Afte: 
all,  none  of  the  ethical  quandaries  f 
ing  media  Web  sites  are  totally  ne\rt 
Magazines,  newspapers,  and  TV  sta- 
tions already  face  a  conflict  of  inter 
est  when  they  report  on  advertis- 
ers— and  yet  they  have  developed 
set  of  rules  that  helps  maintain  ere 
bility.  Nor  is  CNBC  really  such  a  pi 
l  neer.  Other  business  news  outle 
Jk  such  as  Dow  Jones,  Reuters,  a 
yk  Bloomberg,  already  have  indi 
i^  rect  ties  to  their  own  electro 
j|  ic  stock-trading  networks. 
What's  more,  the  traditional 
press  isn't  all  that  highly  re- 
garded by  the  public  anywa 
In  spite  of  having  more  ex 
tensive  ethical  rules  thai 
their  Web  counterparts, 
newspapers,  magazines, 
and  TV  stations  still  makt 
plenty  of  mistakes,  occasions 
ly  invade  people's  privacy,  and 
sometimes  hype  their  stories. 
NEW  MEAL  TICKET.  So  it's  tempting 
to  argue  that  the  ethical  problems 
posed  by  e-commerce  are  just  a 
slight  difference  of  degree  from 
those  that  the  news  media  already 
face.  But  the  fact  is,  the  issues  are 
different  in  kind.  E-commerce  could 
force  journalists  to  buddy  up  to  ad- 
vertisers in  ways  they  never  have 
before.  That's  because,  at  the  mo- 
ment, the  economic  model  that  sup 
ports  most  news  organizations 
doesn't  appear  to  be  working  online 
The  traditional  print  and  electronic 
media  live  off  of  subscription  fees 
and  advertising  sales.  However,  nei- 
ther of  those  revenue 
J  streams  is  likely  to  kee] 
.,  them  afloat  on  the  In 

ternet.  Web  surfers,  for 
starters,  are  used  to  get 
ting  content  for  free,  and 
they  have  been  reluctant  to 
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YOU    NO   LONGER   CONTROL  YOUR   COMPANY. 
YOUR   CUSTOMERS   HAVE  TAKEN   OVER. 


Your  eCommerce  customers  demand  the  convenience  of  a  24- 
hour  mini-mart  and  the  personal  service  of  an  old-fashioned 
general  store.  Any  company  can  take  orders  over  the  Internet. 
The  question  is,  how  well  are  you  really  serving  your  online 
customers?  Extremely  well,  if  you  use  PeopleSoft  eStore, 
because  only  eStore  integrates  seamlessly  into  your  ERP  system 
to  deliver  end-to-end  business-to-business  (B-to-B)  and 
business-to-consumer  (B-to-C)  eCommerce  solutions,  you  can 
give  accurate  delivery  dates,  customer-specific  pricing,  real- 
time inventory  availability— and  turn  first-time  buyers  into 
loyal,  profitable,  repeat  customers.  PeopleSoft  eStore  also  gives 
your  entire  organization  a  360  degree  view  of  each  customer 
relationship,  no  matter  how  they  contact  you.  Whether  it's 
through  the  Internet,  phone,  fax,  or  mail,  your  organization  can 
respond.  To  find  out  more  visit  our  website  or  give  us  a  call. 


Introducing  PeopleSoft  eStore 

End-to-end  eCommerce  solutions  for  selling  online. 

Single  solution  for  B-to-B  and  B-to-C  sales  •  360°  view  of  your 
customer  relationships  •  Integrates  with  ERP  System 


Applications   for  eBusiness' 


www.peoplesoft.com       888.773.8277 


Media 


E-commerce  could  force  journalists  to  buddy  up  to 
advertisers  in  ways  they  never  have  before 


shell  out  any  money  for  it. 

Similarly,  companies  don't  like 
paying  a  flat  fee  for  online  advertis- 
ing— it's  too  hard  to  track  the  effec- 
tiveness of  their  marketing  dollars. 
Instead,  they  only  want  to  pay  for 
actual  sales  leads,  which  can  be  easi- 
ly monitored  on  the  Web  as  readers 
click  from  site  to  site.  As  a  result, 
advertisers  will  increasingly  pressure 
media  Web  sites  to  support  them- 
selves with  e-commerce  transaction 
fees.  By  the  year  2003,  media  sites 
will  receive  $25  billion  in 
revenue  from  transaction 
fees,  compared  with  $17  bil- 
lion from  ads  and  $5  billion 
from  subscriptions,  esti- 
mates Charlene  Li,  senior 
analyst  for  new  media  at 
Forrester  Research  Inc.  in 
Cambridge,  Mass. 
SILVER  LINING?  This  funda- 
mental shift  in  the  way  the 
media  make  money  could 
potentially  change  the  way 
they  cover  the  news.  The 
more  the  press  gets  in  the 
business  of  hawking  prod 


the  Internet  is  inevitable,  but  weird- 
ly, it  could  create  a  business  opportu- 
nity," says  media  critic  James  Fal- 
lows. "The  more  there  is  a  big  soup 
of  information,  the  more  value  there 
is  to  things  that  appear  to  be 
straight." 

Fallows  points  out  that  consumers 
have  been  swift  to  discipline  sites  that 
are  caught  acting  unethically.  When  it 
was  revealed  that  Amazon.com  was 
taking  fees  of  up  to  $10,000  for  books 
that  it  labeled  as  "destined  for  great- 


A  CRUMBLING  WALL? 


To  preserve  editorial  independence,  news  outlets  try 

to  keep  the  institutions  they  cover  and  advertisers  at 

arm's  length.  But  this  is  proving  hard  to  do  online. 

TRANSACTION  FEES  Many  media  Web  sites  take  a 
percentage  of  their  online  product  sales.  That  puts 
them  in  a  closer  economic  partnership  with  advertis- 
ers than  is  the  case  with  traditional  fixed-rate  ads. 

MISLEADING  ADS  Long-standing  ethical  rules  bar 
magazines  and  newspapers  from  printing  advertise- 
ments that  look  like  editorial  copy.  But  on  the  Web, 


people  know  what  good  informatio 
is  when  you  get  into  culture,  socie 
and  politics." 
NEW  RULES  NEEDED.  The  second  fa 
tor  that  will  determine  whether  jo 
nalism  can  resist  the  pressure  of  e 
commerce  is  how  well  reporters  an 
editors  police  themselves.  So  far, 
news  organizations  have  built  their 
Web  sites  first  and  dealt  with  ethii 
questions  later.  The  rear-guard  eff< 
has  stopped  some  of  the  more  egre 
gious  abuses  and  resulted  in  some 
well-intentioned  efforts  to 
apply  existing  ethical  rule 
online,  asme,  for  example, 
has  published  advertising 
guidelines  for  the  new 
media. 

However,  simply  taking 
the  old  rules  and  applying 
them  on  the  Web  won't  b 
good  enough.  Because  ne 
organizations  are  going  to 
be  under  more  pressure 
than  ever  from  their  adve: 
tisers,  they  have  to  come 
up  with  even  tougher  ethi 


"Tu'rr  u  'TT*  -n  uu"         many  publications  are  blurring  the  distinctions.  ™]  Sidelines.  0ne  steP. 

ucts,  the  harder  it  will  be  :.„„ .„ that  may  be  necessary  is 

EQUITY  STAKES  Business  publications  frequently 
belong  to  big  conglomerates  and  write  about  other 
units  inside  the  same  company.  But  it's  rare  for 
them  to  make  direct  investments  in  corporations 
they  cover.  CNBC  crossed  this  line  when  it  acquired 
a  stake  in  Archipelago  last  month. 


to  criticize  those  goods — 
and  the  companies  making 
them.  A  bit  of  puffery  in- 
serted here,  a  negative  ad- 
jective deleted  there — it 
doesn't  take  a  lot  to  turn  a 
review  or  story  about,  say, 
smart  phones,  into 
something  approaching 
highbrow  ad  copy. 

How  well  the  press 
stands  up  to  this  structural 
threat  to  its  integrity  will  depend  on 
how  much  honesty  people  demand  of 
the  news  media — and  how  much  it 
demands  of  itself.  On  the  first  point, 
the  key  issue  is  whether  Net  shop- 
pers will  vote  against  shoddy  jour- 
nalism with  their  buying  power. 
Surely,  people  looking  for  mortgages, 
voting  for  a  politician,  or  trying  to 
decide  what  movie  to  see  will  contin- 
ue to  need  unbiased  information  to 
help  them  make  decisions.  So  it's 
possible  that,  over  time,  quality  news 
sites  will  be  able  to  generate  enough 
traffic  to  survive  on  revenue  from  ad 
sales — and  resist  the  pressure  to  sell 
out  to  e-commerce.  "The  morass  on 


SPONSORED  EDIT  Nearly  all  news  publications 
avoid  "sponsored  edit" — stories  underwritten  by  one 
advertiser.  But  it's  thriving  online. 

DATA:  BUSINESS  WEEK 

ness,"  for  example,  its  customers  were 
outraged,  and  the  company  quickly 
agreed  to  disclose  future  promotional 
payments. 

For  every  Web  site  that  has  been 
caught  bending  the  rules,  however, 
there  are  dozens  more  that  are 
pulling  the  wool  over  customers' 
eyes.  It's  unrealistic  to  think  that 
every  online  ethical  lapse  will  be  ex- 
posed— or  that  in  many  areas  of  in- 
terest, the  public  particularly  cares. 
"Most  people  aren't  very  discerning," 
says  Steven  Brill,  chairman  and  edi- 
tor-in-chief of  Brill's  Content  maga- 
zine. "Maybe  they  need  good  finan- 
cial information,  but  I  don't  think 


more  complete  disclosure 
online  business  relation- 
ships. If  businessweek.com 
say,  were  to  take  a  cut  of 
the  sales  of  every  Hewlett 
Packard  Co.  computer  sole 
through  links  between  the 
two  Web  sites,  then  this  ir 
formation  would  have  to  b 
disclosed  in  any  articles 
about  the  company.  So  far, 
the  vast  majority  of  news 
sites  have  fallen  far  short  of  this 
standard  of  disclosure. 

That  situation  may  have  to 
change.  No  matter  how  high  the  tid 
of  e-commerce  rises,  the  only  thing 
the  press  has  to  sell,  ultimately,  is  il 
credibility.  We're  still  in  the  early 
days  of  Internet  journalism,  but  un- 
less media  organizations  start  taking 
stronger  steps  to  defend  their  in- 
tegrity, there  will  be  a  gradual  de- 
cline in  reporting  standards  on  the 
Web  and  ultimately,  a  loss  of  the 
public's  trust. 


France  writes  about  legal  affairs 
and  Internet  regulation. 
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Anyone 
can 

eliminate  wires. 

What  you  need 
Is  someone  who 

can  eliminate 
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concerns 


Static?  User  problems?  Out-of-control  costs?  Not  if  you  go  wireless  with  the 
Sprint  PCS  Clear  Wireless  Workplace:  We  built  the  only  all-digital,  all-PCS 
nationwide  network  from  the  ground  up,  serving  more  than  280  major  metropolitan 
areas.  So  calls  are  crystal  clear  over  one  seamless  network.  Features  likeVoicemail 
and  Text  Messaging  work  the  same  everywhere  on  our  network.  And  we  offer 
predictable  pricing,  plus  software  to  manage  and  forecast  your  wireless  budget 
more  effectively.  So  you  don't  just  lose  wires,  you  gain  an  edge  in  business. 


The  Sprint  PCS  Clear  Wireless  Workplace      1-888-214-1559  or  www.sprintpcs.com/clear 


^Prifit  The  clear  alternative  to  cellular.  Sprint  PCS 


©1999  Si I  Spectrum  I  P  All  rights  reserved  Spnnt,  Sprint  PCS  and  the  diamond  logo  are  registered  trademarks  of  Spnnt  Communications  Company  I  P.  used  under  license 
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**E  ARE  TWO  SIDES  TO  THIS  WHOLE  CONVERGENCE  BUSINESS.  ONLY  OURS  IS  ALL  TOGETHER  DIFFERENT. 


too  long  now,  the  networking  "powers-that-be" 
e  led  you  to  believe  that  a  converged  voice  and 
infrastructure  will  transform  your  business  in 
lous  ways. ' 

e  reality  is  all  together  different.  We're  Unisphere 
ns,  an  innovative  start-up  from  the  world's  largest 

ITimunications  company  -  Siemens.  We  believe 
1st  Century  networking  isn't  about  pipes  and 
ing,  boxes  and  brand  names, 
t's  about  services  -  converged  services  to  be 
And  your  capability  to  deliver  those  services 
jld  be  limited  only  by  imagination,  not  infrastructure. 
The  strengths  Unisphere  Solutions  brings  to  this 
'  ideal  are  all  together  different.  Our  award-winning 


All  Together  Different. 

www.unisphere.ee 


platforms  are  architected  from  the  ground  up,  enabling 
Service  Providers  to  create  and  deliver  such  innovative 
services  as  e-commerce,  ERP,  outsourced  productivity 
applications  and  VPNs,  to  name  a  few. 

Our  internal  resources  are  equally  impressive. 
Unisphere  Solutions  is  600  "best-of-breed"  profes- 
sionals strong,  and  growing  every  day.  What's  more,  our 
global  sales  and  support  team  has  a  total  presence  in 
1 60  countries. 

Granted,  ours  is  a  fresh  approach.  But  considering 
how  tired  the  same  old  convergence  message  has 
become,  maybe  it's  time  you  consider  the  other  side. 
At  Unisphere  Solutions  the  advantages 
are  all  together  different. 


^isphera 

■solutions 
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Reach  these  Business  Week  Financial  Services  advertisers  on  the  Web: 


AXA  Advisors 

www.axa-advisors.com 

Datek  Online 

www.datek.com 

Deutsche  Funds 

www.deutsche-funds.com 

Dow  Jones 

www.dowjones.com 

E'TRADE 

www.etrade.com 


Fidelity  Investments 

www.fidelity.com 

Goldman  Sachs 

www.gs.com 

Liberty  Mutual 

www.libertymutual.com 

Merrill  Lynch 

www.  spdrindex.com 

Morgan  Stanley  Dean  Witter 

www.deanwitter.com/funds/ 


BusinessWeek 


National  Discount  Brokers 

www.ndb.com 

The  Principal  Financial  Group 

www.principal.com 

Prudential  Investments 

www.prudential.com 

T.  Rowe  Price 

www.troweprice.com 

Van  Kampen 

www.vankampen.com 
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Point.  Click.  Profit. 
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Upgrade  your  profit  potential.  Business  Week  Investor 
provides  all  the  personal  finance  tools  you  need  to 
maximize  your  investments.  In  collaboration  with 
Standard  &  Poor's,  Business  Week  Investor  helps  you 
manage  your  portfolio  from  stocks  and  bonds  to 
mutual  funds  and  other  investments.  Whether  it's  tax 
advice,  retirement  planning  or  winning  financial 
strategies,  Business  Week  Investor  will  yield  great  results. 


www.businessweek.com 
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MICONDUCTORS 


1ST  CHIPS, 
ISTER  CLEANUP 

w  TSMC  got  up  and  running  again  after  the  Taiwan  quake 


I  he  aftershock  in  Taiwan's  Hsinchu 
Science  based  Industrial  Park  lasts 
20  seconds,  causing  buildings  to 
ce.  But  the  managers  of  Taiwan 
iconductor  Manufacturing  Co's  No.  2 
No.  3  fabrication  factories  keep  calm. 
reek  after  the  Sept.  21  quake  that 
j(ened  8,000  buildings  and  killed  2,100 
ik',  TSMC  is  focused  on  getting  its  ul- 
msitive  chipmaking  machines  back 
In  the  past  few  days,  M.  C.  Tzeng 
J.  K.  Lin,  the  two  engineers  in 
ge  of  repair,  have  learned  a  lot  about 
les  and  damage  control.  "This  one 
nrshock]  won't  cause  any  harm,"  Lin 
confidently. 

ews  of  the  quake  sent  investors  and 
ironies  execs  around  the  world  to 
r  calculators  to  estimate  possible 
ages.  A  disruption  in  supplies  from 
/an  for  even  a  couple  of  weeks 
it  dim  the  outlook  for  sales  and 
ts  in  everything  from  computers  to 
phones  to  washing  machines.  Tai- 
's  factories  produce  4.4%  of  the 
d's  chips,  but  account  for  56%  of 
outsourcing — runs  of  specialty  chips 
are  vital  to  dozens  of  products. 
■t  for  all  the  human  devastation, 


the  long-term  damage  to  Taiwan's  chip 
industry  is  expected  to  be  small,  tsmc, 
which  had  to  scrap  28,000  silicon  wafers 
and  expects  to  lose  up  to  13  days  of 
production — about  $88  million  in  rev- 
enue— began  recovery  efforts  15  min- 
utes after  the  big  quake  hit  at  1:47  a.m. 
A  crowd  of  TSMC  managers  and  engi- 
neers gathered  in  the  rain  outside  the 
two  "fab"  plants.  Within  hours,  they 
were  telling  customers  what  to  expect. 
TOXIC  CHALLENGE.  The  first  priority  was 
to  restore  power  to  the  factories  and 
to  a  nitrogen  gas  plant.  Without  elec- 
tricity, there's  no  way  to  pump  in  nitro- 
gen to  purge  toxic  gases  from  the  fabs. 
"Without  power,  we  can't  even  inspect 
the  machine  to  see  what's  damaged," 
says  Steven  Tso,  senior  vice-president  of 
manufacturing  and  technology. 

In  fact,  it  was  a  full  day  before  engi- 
neers could  even  enter  the  fabs.  At  first, 
utility  officials  warned  it  might  take 
weeks  to  restore  power — an  unaccept- 
able disruption.  "If  we  had  to  shut  this 
down,  I  don't  know  how  we  would  ever 
restore  credibility  with  our  customers," 
says  tsmc  President  F.  C.  Tseng. 

Tseng  and  Chairman  Morris  Chang 


FAB  FOUR 

Senior  V  P  Si 

Tso,  in  tie,  with 
employees  al  a  fab 

plant  in  Hsinchu. 
The  first  task  after 
the  quake  was  to 
restore  electric 
power 

spent  hours  on  the 
phone  telling  top  gov- 
ernment officials — in- 
cluding Premier  Vin- 
cent C.  Siew — they 
needed  at  least  25% 
of  normal  power  to 
stabilize  the  fabs. 
Two  days  later,  they 
got  it.  Tseng  also  be- 
gan a  joint  effort 
with  other  chipmak- 
ers  to  secure  power 
for  the  Hsinchu  industrial  park. 

While  the  top  managers  dealt  with 
the  utilities  and  government  bureau- 
crats, Tso  organized  repair  of  sensitive 
machinery  such  as  "steppers,"  the  ma- 
chines that  etch  circuits  on  silicon.  One 
of  the  biggest  problems  was  figuring 
out  how  to  replace  cracked  quartz  ele- 
ments inside  the  silicon  furnaces. 

Working  with  other  chipmakers,  tsmc 
worked  out  'a  system  for  rationing  ni- 
trogen among  five  plants,  thus  stretch- 
ing an  eight-hour  supply  to  24  hours. 
Once  power  was  restored  on  Sept.  25, 
the  pace  accelerated.  Each  furnace  for 
baking  silicon  had  to  be  thoroughly 
cleansed  of  contaminants.  And  since 
even  the  slightest  movement  can  cause 
malfunctions  in  steppers,  each  had  to 
be  carefully  reset  and  recalibrated.  En- 
gineers started  working  around  the 
clock,  camping  out  in  offices  overnight. 
Tso  didn't  wait  for  full  power  to  be  re- 
stored. Working  with  just  10%  from 
backup  generators,  he  began  cleaning 
the  furnaces,  shaving  critical  hours  from 
the  task.  "In  the  U.  S.,  engineers  proba- 
bly would  have  waited  for  full  power  be- 
fore trying  to  do  that,"  says  Norris. 

After  a  week,  four  of  Tsmc's  fabs  are 
nearing  90%  capacity.  The  fifth,  on  the 
fifth  floor  of  a  building,  suffered  more 
harm.  That  puts  Tso  and  group  six  days 
ahead  of  their  first  guess  of  how  long  it 
would  take  to  recover.  Tso  says  he 
hopes  the  performance  reassures  cus- 
tomers more  than  the  earthquake  wor- 
ried them.  It  will  take  more  than  a  few 
aftershocks  to  rattle  this  team. 

By  Jonaihan  Moore  in  Hsinchu 
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THE  INTERNET 


EARTHLINK  TO  AOL: 

WATCH  YOUR  REARVIEW  MIRROR 

The  new  No.  2  ISP  is  a  long  shot,  but  an  ambitious  one 

Talk  about  your  hot  home- 
based  business.  In  a  mere 
five  years,  Charles  M. 
Brewer  has  turned  Atlanta- 
based  MindSpring  Enterprises 
Inc.  from  a  desk  in  his  studio 
apartment  into  one  of  the  na- 
tion's largest  Internet  service 
providers.  And  thanks  to  his 
Sept.  23  merger  with  EarthLink 
Network  Inc.,  of  Pasadena, 
Calif.,  Brewer  has  vaulted  over 
the  likes  of  Microsoft,  AT&T,  and 
Prodigy  to  become  the  nation's 
second-largest  ISP  behind  Amer- 
ica Online  Inc. 

Next?  Brewer  and  his  scrap- 
py team  used  their  merger 
news  as  a  chance  to  pick  a  pub- 
lic fight  with  their  far  bigger  ri- 
val for  supremacy  of  the  Inter- 
net-access business.  "The 
message  to  aol  is  that  objects 
in  the  rearview  mirror  are  a  lot 
closer  than  they  may  appear," 
says  Michael  S.  McQuary,  who 
will  serve  as  president  of  the 
combined  company,  which  will 
be  known  as  EarthLink. 

That  may  be  a  bit  of  bravado. 
Although   the   merger  doubles   BREWER  AND  PAL:  He  started  just  five  years  ago 
Brewer's  customer  count  to  3 


million,  and  revenues  to  $650  million, 
that's  a  far  cry  from  aol,  which  boasts  20 
million  subscribers  and  $4.8  billion  in 
sales.  And  given  aol's  marketing  muscle 
and  masterful  use  of  messaging  and  chat 
technologies  to  give  users  a  sense  of  com- 
munity, analysts  give  Brewer  &  Co.  long 
odds  of  catching  up.  "I  don't  see  any- 
thing in  the  merger  that  enables  Earth- 
Link  to  attack  AOL's  strengths — its  ease 
of  use  and  its  reputa- 
tion as  the  place  to 
go  for  your  first  In- 
ternet experience," 
says  Jupiter  Commu- 
nications Inc.  analyst 
Joseph  Laszlo. 

Not  surprisingly, 
Barry  M.  Schuler, 
president  of  aol  In- 
teractive Services, 
agrees — deriding  ri- 
vals like  EarthLink 
as      "players      with 


onesy,  twosy  millions"  that  had  to  con- 
solidate to  get  to  even  that  level. 

But  Brewer  &  Co.  sincerely  believe 
they  can  narrow  the  gap  between  their 
company  and  aol  by  attacking  the  giant 
where  it's  weakest:  providing  strong  cus- 
tomer support  and  giving  small  busi- 
nesses the  customized  services  they  can't 
get  from  aol.  "There's  a  high  degree  of 
dissatisfaction  among  aol  customers," 


ADVERTISING 

EarthLink  plans  to  spend 
$300  million — a  sum 
equal  to  half  its  rev- 
enues— on  a  national  ad 
campaign  aimed  at  the 
one  million  AOL  sub- 
scribers who  defect  each 
month.  Its  selling  point: 
better  customer  service. 


STRATEGY 


SMALL  BUSINESS 

EarthLink  plans  to 
lure  small-business 
subscribers  from 
AOL  by  offering  cus- 
tomized e-mail  ad- 
dresses, home  pages, 
and  applications  that 
AOL  doesn't. 


says  EarthLink  ceo  Charles  "Gs 
Betty,  who  cites  a  recent  J.  D.  Pi 
and  Associates  survey  of  the  si 
largest  isps  that  ranked  aol  and  its! 
arate  CompuServe  unit  at  the  bo| 
in  customer  satisfaction  (MindSpring 
EarthLink  ranked  first  and  second 
spectively).  Schuler  bristles:  "Custd 
satisfaction  and  retention  are  atl 
highest  in  our  history.  And  we  contl 
to  experience  the  fastest  grj 
in  the  business." 

For    his    part,    BreweJ 
preparing  to  gamble  a  whop 
$300  million — or  nearly  hall 
current  revenues — on  a  mai 
ing  blitz  that  he  hopes  will 
able  EarthLink  to  sign  up| 
million  new  subscribers  by 
One  group  EarthLink  beli| 
is  ripe  for  picking  is  aol's 
mated  3.5  million  small-busil 
customers,  whom  Brewer  hi 
to  woo  away  with  customize^ 
mail  addresses,  e-commerce  I 
port,  and  Web  hosting.  G| 
aol's  consumer  focus,  "it  is 
nitely  vulnerable  on  the  sr 
business   front,"   says   Yar 
Group  Research  Inc.  analyst 
Klein,  who  says  the  new  Ez 
Link  ranks  second  only  to 
Inc.  in  sites  hosted,  with  90| 
LEAPFROG.  Brewer  is  bankinl 
partnerships  to  help  close  I 
gap  with  aol.  As  more  local  I 
long-distance  providers  scrai[ 
to    offer    one-stop    shopr. 
EarthLink  officials  hope  to 
vide  the  Internet  componenlj 
telecom  companies  looking  tc 
pand.  Indeed,  when  Sprint 
unveils  a  new  bundled  service  plan 
year,  the  Internet  access  component] 
be  provided  largely  by  EarthLink. 

Still,  even  on  the  Internet  wl 
overnight  sensations  routinely  leapj 
leaders,  analysts  wonder  if  EarthI 
is    too  late  to  catch  aol.  With  ne\ 
half  of     U.  S.  homes  already  on 
Net,  "companies  will  have  to  si 
stealing  customers  from  other  isp^ 
keep  growing," 
Strategis  Group 
lyst  David  Eis\ 
That  suits  BreA 
who  relishes  the 
of  David.  The  qi 
tion  is  whether  | 
stone       can 
or  even  wound 
Goliath. 

By    Dean    Fc 
in     Atlanta, 
Catherine    Yang \ 
Washington 


PARTNERSHIPS 

EarthLink  plans  to  team 
up  with  communications 
giants  looking  to  provide 
one-stop  shopping.  When 
Sprint  begins  offering 
bundled  phone  and  Net 
service  in  mid-2000, 
EarthLink  will  offer  Net 
access  in  many  markets. 
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how  do  you  prepare  natural  gas 
)r  a  long  journey  to  some  cold,  remote  location? 

Chill  it,  of  course. 


clivering  vast  quantities  of  natural  gas  over  great 
stances  gets  to  be  not  only  logistically  difficult, 
^it  expensive.  So  Phillips  Petroleum  developed  a 
oprietary  means  of  producing  liquefied  natural 
is,  a  process  that  chills  the  gas,  shrinking  it  over 
)0  times,  turning  it  into  a  liquid  form  that  is 


economically  feasible  to  transport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  world.  It's  a  valuable  tech- 
nology and  another  prime  example  of  what  it 
means  to  be  The  Performance  Companv.  <u2itf> 
PHILLIPS  PETROLEUM  COMPANY  (££) 


(i  copy  of  our  annua)  report,  call  0/8-66  J -.3700.  write  f<>.  Phillips  Annual  Report.  B-il.  Adams  BUlg..  Bartlesville,  OK  74004. 

or  visit  us  at  www.phlUlps66.com, 
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acques  A.  Nasser  is  on  a  tear.  Prowling 
in  his  shirtsleeves  among,  tables  ringed 
with  young  managers  in  a  Dearborn 
(Mich.)  conference  room,  Ford  Motor 
Co.'s  new  chief  executive  is  outlining 
his  vision  of  the  new  Ford  as  part  of  a  three- 
day    training    program    for 
newly  minted  junior  execu- 
tives. The  fast-changing  auto  ■ 
business  is  brutally  competitive,  he  reminds 
them    And  nowhere  is  that  more  true  these 
days  than  within  the  walls  of  Ford.  If  playing 
at  this  level  doesn't  make  "the  hair  stand  up 
on  the  back  of  your  neck  when  you  talk  about 
it,"  he  suggests,  "then  go  somewhere  else. 
Go  to  our  competition.  We'd  love  it." 


But  Nasser's  fervor  really  starts  boi 
over  when  he  describes  the  mentality 
trying  to  banish  forever.  He  grabs  a  blue  f 
er  from  a  table  and  tells  a  story  about  the 
Ford.  "I  knew  a  senior  officer  who  usee 
carry  a  list  of  the  50  top  officers  in  the  d 
pany  with  their  birth  dat 

^tfYTV  he  tells  them'  wavinS 
°lUiJ  !  folder.  Why?  So  the  offi 
would  know  when  they  were  retiring  and 
would  get  his  next  promotion.  Nasser  is  sh« 
ing  now,  and  the  managers  are  frozen  in  tl 
seats,  barely  breathing.  "There  is  nobody 
day  carrying  around  a  birthday  list!"  he  th 
ders,  slapping  down  the  folder.  "You 
.rot  to  earn  fa  promotion];  The  days  of  enti 


new  model:  Nasser  has  declared  war  on  the  industrial  giant's  stodgy,  overly  analytic  culture 


Ford  a 
tore  consumer 
riented 
>owerhouse, 
fasser  is  off 
)  a  fast 
start 


ment  at  Ford  Motor  Co.  are  gone  forever." 
Are  they  ever.  Since  the  hard-charging  51- 
year-old  executive  took  over  in  January,  he 
has  picked  up  the  whole  organization  by  the 
lapels  and  shaken  it.  His  goal?  To  reinvent 
the  96-year-old  industrial  giant  as  a  nimble,, 
growth-oriented  consumer  powerhouse  for  the 
21st  century,  when  a  handful  of  auto  giants 
will  battle  across  the  globe. 

That's  why  Nasser  has  declared  war  on  Ford's  stodgy, 
overly  analytic  culture.  In  its  place,  he  envisions  a  company 
in  which  executives  run  independent  units — cut  loose  from  a 
stifling  bureaucracy  and  held  far  more  accountable  for  suc- 
cess and  failure.  And  with  a  consumer  focus  at  the  heart  of 
his  retooled  Ford,  he's  banking  on  a  future  in  which  de- 
signers, engineers,  and  marketers  someday  will  do  a  far 


Soon,  Nasser  will 
unveil  a  shakeup 
that  will  rock 
Ford's  units  around 
the  world 


Cover  Story 


positioning  Ford  to  make  a  quantum  leap," 
consultant  Noel  M.  Tichy,  an  adviser  to  Ger 
Electric  Co.  ceo  Jack  Welch,  who  is  now  wB 
ing  with  Ford.  "He  wants  his  legacy  to  be 
he  did  for  Ford  what  Welch  did  for  GE." 

It's  an  ambitious  strategy — and  if  he  j 
it  off,  Nasser  will  have  created  not  just  ontt 
the  best  global  auto  companies  but  one  ofB 
best  global  companies,  period.  Yet  it's  also  full  of  risks, ■ 
least  of  which  is  that  he  may  simply  be  pushing  too  hard  I 
in  too  many  different  directions  to  put  his  stamp  on 
place.  Within  the  once-hidebound  corridors  of  Ford's  h    I 
quarters,  there's  a  sense  of  excitement  and  uncertainty  al    pfct) 
where  Nasser  is  going.  "Ford  is  an  amazing  place  right  r    Iflffl 
we  haven't  seen  a  personality  like  Jac's  in  this  business  fo 
long,"  says  David  E.  Cole,  director  of  the  Universit 

Michigan's  Office  for 


Study  of  Automotive  Tr 
portation.  "It's  either  g 
to  explode  in  greatness- 
it's  going  to  explode."' 


2001  FORD  EXPLORER  SPORT  TRACK 


better  job  of  anticipating  the  wants  and  needs  of  car  buyers. 

He's  hardly  there  yet,  but  Ford's  new  CEO  is  off  to  a 
jackrabbit  start.  In  his  first  nine  months,  Nasser  seems  to 
have  more  initiatives  in  the  works  than  a  used-car  dealer  has 
negotiating  ploys.  Since  January,  he  has  spent  $6.45  billion 
buying  Volvo,  revved  up  efforts  to  overhaul  the  way  Ford  de- 
signs its  cars,  and  launched  plans  to  increase  Ford's  luxury-car 
sales.  And  with  an  innovative  deal  Nasser  struck  in  early 
September  with  Microsoft's  msn  CarPoint  service,  he's  mov- 
ing far  faster  than  other  auto  makers  to  embrace  the  Net. 
ALL  STARS.  That's  not  all.  Nasser  soon  plans  to  unveil  an  or- 
ganizational shakeup  that  will  rock  Ford's  units  around  the 
world.  Moving  away  from  the  centralized  authority  established 
by  his  predecessor,  Alex  J.  Trotman,  Nasser  is  creating  semi- 
autonomous  businesses  out  of  the  company's  brands  and  re- 
gions, such  as  Ford  of  Europe  and  Ford  of  South  America. 
And  to  sharpen  profits,  he's  pushing  to  spin  off  Ford's  low- 
margin  parts  operation,  Visteon  Automotive  Systems  (page 
140),  even  as  he  trolls  for  higher-margin  services.  He  al- 
ready has  taken  tentative  first  steps  toward  a  risky  cradle-to- 
grave  strategy  in  which  Ford  will  have  a  hand  in  every- 
thing from  auto  repair  to  junkyard  recycling. 

To  help  him  out,  Nasser  has  recruited  an  all-star  team  of 
executives,  including  a  key  designer  of  Volkswagen's  new 
Beetle  and  the  man  who  revived  bmw's  luxury  fine.  Indeed, 
with  DaimlerChrysler  in  turmoil  and  General  Motors  still 
run  by  its  old  guard,  Nasser's  Ford  is  suddenly  the  place  to  be 
for  ambitious  Motown  executives.  "Nasser  is 


nr,  N 


III 


Mr!- 


Cars  i 


It's  also  a  pretty  hi  Imeri 
place  to  be  for  a  rest]  p  n 
Lebanese-born  outsi 
Since  starting  as  a  yo 
manager  in  Australia 
years  ago,  he  has  sj 
nearly  all  of  his  caree 
the  far  reaches  of  the  B 
empire,  bringing  along  .  tred  \ 
nifer  Nasser,  his  wife  o 
years,  three  daughters, 
a  son.  Nasser  early 
showed  the  impatience  with  Ford's  bureaucratic  fiefd 
that  still  fuels  him  today.  He  recalls  that  when  he  left  in  I 
for  Ford's  struggling  Philippines  unit,  his  boss  warned:  "If 
leave,  you'll  never  come  back  to  Ford  of  Australia." 

He  did,  though,  returning  to  turn  the  troubled  unit  aro 
in  1990  before  moving  on  to  do  the  same  in  Europe.  By 
time  he  finally  hit  headquarters  in  1994  to  head  product 
velopment,  Nasser  had  developed  a  nimble  entreprenei; 
style,  says  Robert  A.  Lutz,  an  ex-Chrysler  vice-chain 
who  was  once  Nasser's  boss  at  Ford.  "Jac  learned  to  m 
decisions  in  smaller  markets  where  you  could  make  fast 
cisions  without  a  lot  of  bureaucratic  oversight  from  D 
born,"  says  Lutz,  now  chairman  of  battery  maker  Ei 
Corp.  Recreating  that  experience  for  a  new  generatioi 
Ford  managers — even  those  at  Dearborn — drives  many 
the  changes  Nasser  is  pushing  today.  __ 

But  why  such  a  rush  to  tear 
things  up?  After  all, 
Ford  is  already  the 
strongest  player  in 
the  global  auto  in- 
dustry— thanks  to 
the  trail  Nasser 
blazed  on  his 
way    to    the 
corner    office. 
Back  in  1996, 


r 
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■ii  Nasser  was  elevated  to  chief  of  global  auto  operations, 

■  I  li.nl  I  lie  worst  profits  from  total  vehicle  sales  of  any 
;.  auto  maker,  and  two  thirds  of  its  $4.4  billion  net  income 
e  from  financial  services.  Nasser  swept  in  like  a  tornado, 
iping  car  models  and  jobs  and  squeezing  suppliers  for  a 
mlative  $6.2  billion  in  savings. 

iut  Nasser— who  has  come  to  despise  his  ".lac  the  Knife" 
i(|iiet — did  much  more  than  cut  costs.  His  push  for  more 

i  tive  design  has  been  instrumental  in  allowing  Ford  to  seize 

I  lead  in  the  red-hot  markets  for  pickups  and  sport-utility 
cles.  The  result:  Ford  is  now  the  world's  most  profitable 
i  maker,  with  $5.9  billion  in  net  income  from  continuing  op- 
ions  last  year.  Thanks  to  its  purchase  of  Volvo  and  its  in- 
sed  control  of  Mazda,  Ford  looks  likely  to  overtake  GM  for 
global  sales  crown  by  2001.  And  car  buyers  aren't  the  only 
i  pleased.  Ford's  stock  price  has  risen  130%  since  the 
of  '96,  outracing  the  71%  gain  of  the  Standard  &  Poor's 
stock  index  as  well  as  its  global  auto  rivals. 
ut  now,  Nasser  needs  to  take  his  game  up  a  notch.  For  if 
1  appears  to  be  filing  on  all  cylinders,  in  fact  it's  hitting  on 
one:  trucks.  Torrid  SUV,  minivan,  and  pickup  sales  in 
th  America  contributed  64%   of 

Ill's   operating   income   last   year, 

gh  they  accounted  for  just  45%  of 

fcle  revenues.  Meanwhile,  car  sales 

orth  America  bring  in  barely  12% 

-outs.  Ford  makes  just  $489  on  its 

!  age  car  sale,  says  John  A.  Casesa, 

inalyst  at  Merrill  Lynch  &  Co., 

oared  with  a  fat  $1,785  on  each 

i.  "Cars  in  North  America — that's 

a  downer  for  us,"  Nasser  admits. 


NASSER'S  NEW  TEAM 

Top  outside  hires  include  new 
heads  of  Fords  luxury,  design, 
and  marketing  units 

CHRIS  THEODORE,  J  MAYS,  WOLFGANG 
REITZLE,  AND  JAMES  SCHROER 
SHOWN  IN  THE  UPCOMING  FORD 
THUNDERBIRD 


.in  i  :i    alarming,  there  are  sign    that  lord'   unci:  profits 

arc    ^cftiritf   Squeezed.    Toyota,    Honda,    Mincdi-    ,    and    B 
are  rushing  to  cash  in  on  tin-  truck  profit   bonanza  with  a  Hood 
of  new  pickups,  8UVS,  and  minivan-  of  their  o<.«.  n.  <  'hrv-kr  and 

oti  are  piling  on  rebates  unthinkable  a  few  month-  ago.  The 
heightened  competition,  coupled  with  recenl  tight  mppl 
trimmed    Ford's   F-150  pickup  sales   nearly  8$    in   Aug 
That's  one  reason  Ford's  Stock  is  down   15$   this  year. 
GLOBAL  GLUT.  Nasser's  cost-cutting  also  did  little  to  patch  up 
Ford's  woeful  overseas  operations.   Facing  mounting  lof 
in  South  America,  Ford  announced  a  $2  billion  restructuring  of 
its  Brazilian  unit  on  Sept.  22.  Things  aren't  much  better  in  Fu- 
rope,  where  Ford  eked  out  only  $245  million  in  profits  in  the 
first  half,  on  sales  of  $14.6  billion  (page  142).  Morgan  Stanley 
Dean  Witteris  Stephen  J.  Girsky  says  he  hoped  strong  North 
American  results  would  buy  Nasser  room  "to  fix  the  rest  of 
the  world.  [But]  Ford  may  be  running  out  of  time." 

The  rivalry  can  only  get  fiercer.  With  each  megamerger — 
just  in  the  past  year,  Daimler  Benz  acquired  Chrysler,  Ford 
bought  Volvo,  and  Renault  took  a  big  stake  in  Nissan — the 
industry  is  moving  closer  to  the  day  when  a  handful  of 
companies  have  the  scale  to  squeeze 
purchasing  and  manufacturing  costs 
and  plow  billions  into  new  models.  In 
the  meantime,  the  world  is  awash 
with  capacity:  The  industry  can  make 
20  million  more  cars  and  trucks  than 
it  can  sell. 

To  keep  Ford  on  top  of  that  scram- 
bling heap,  Nasser  has  snatched  up 
some  of  the  hottest  management  talent 
in  the  world.  First  up,  three  years  ago, 


was  James  C.  Schroer,  a  former  rjr  Nabisco 
marketing  chief  who  was  working  as  a  Booz, 
Allen  &  Hamilton  consultant  when  Nasser  re- 
cruited him  to  be  Ford's  global  marketing  vice- 
president.  He  has  been  put  in  charge  of  building 
up  Ford's  brands,  especially  its  weaker  Mer- 
cury and  Ford  nameplates.  Next,  in  October, 
1997,  came  J  Mays,  the  44-year-old  hotshot  who 
sketched  the  first  eye-catching  designs  for  what  became  vw's 
new  Beetle.  And  Chris  Theodore,  an  engineer  known  for 
work  that  helped  make  Chrysler's  bread  and  butter  minivans 
a  hit,  came  on  board  to  run  large-  and  luxury-car  development 
in  March. 

The  biggest  coup,  though,  was  scooping  up  former  BMW 
whiz  Wolfgang  Reitzle  to  take  control  of  Ford's  four  luxury 
brands:  Jaguar,  Volvo,  Lincoln,  and  Aston  Martin.  Reitzle,  who 
had  been  the  German  auto  maker's  No.  2  executive,  won 
much  of  the  credit  for  its  resurgence  in  the  '90s.  He  joined 
Ford  in  March  after  he  lost  out  in  a  boardroom  shakeup.  His 
arrival  at  Ford  signaled  Nasser's  determination  to  turn  Dear- 
born into  a  sort  of  Camelot  for  car  mavericks. 


Cover  Story 


REMAKING 


Owntf 


Can  Ford's 
car  designs 
be  as  exciting 
as  its  trucks? 


Perhaps  the  most  daunting  challenge  for  Nasser's  new 
management  team  will  be  to  capture  the  magic  that  Ford 
found  in  trucks  and  sprinkle  it  onto  the  car  side.  So  far,  the 
most  visible  changes  have  come  in  the  already-profitable  lux- 
ury-car unit,  where  Reitzle  is  moving  quickly  to  expand  sales 
and  margins.  Reitzle  envisions  saving  costs  by  sharing  parts 
or  even  whole  chassis  between  the  brands,  but  "only  where 
the  customer  can't  see  or  feel  it."  First  up:  the  surprisingly 
stylish  Lincoln  ls  and  $42,500  Jaguar  S-type  introduced  this 
year,  both  of  which  are  selling  well. 

"BABY  JAG."  Reitzle's  toughest  task,  though,  will  be  to  boost 
Ford's  luxury-car  sales  from  650,000  units  last  year  to  1  mil- 
lion by  2004.  To  succeed,  he'll  have  to  broaden  the  market  for 
new  Jags  and  Volvos  without  tarnishing  their  images.  The 
first  test  for  Volvo  comes  with  the  more  affordable  S40  sedan 
and  V40  wagon,  now  showing  up  in  the  U.  S.  starting  at 
around  $23,000.  And  in  two  years,  Jaguar,  too,  will  take  a  leap 
with  its  downright  thrifty  $30,000  "Baby  Jag." 

Still,  it's  one  thing  to  create  Jaguars  with  sizzle;  it's  another 


to  bring  excitement  to  more  plebeian  cars 
as  the  Taurus.  That's  why  one  of  Nasser's 
est  priorities  has  been  revamping  how 
designs  its  vehicles.  His  overhaul  started  vJ 
on  arriving  in  Dearborn,  he  banished  Fd 
longtime  practice  of  updating  aging  model 
match  those  of  top  competitors.  He  has  [ 
ended  the  dependence  on  overly  quantita 
analysis  and  market  research  based  on  showing  preorda| 
options  to  focus  groups. 

The  shortcomings  in  Ford's  old  design  approach  le| 
some  classic  missteps.  Take  the  1995  Windstar  minivan. 
looked  at.  research  that  asked  customers  if  they  wanted  at] 
ditional  sliding  door  on  the  driver's  side.  Having  never 
one,  a  third  said  yes,  a  third  said  no,  and  the  rest 
maybe.  Ford  stayed  with  three  doors,  while  Chrysler,  wl 
stronger  gut  sense  of  its  buyers,  went  for  the  fourth.  Itf 
came  a  smash  hit,  and  it  cost  Ford  $560  million  to  catch 

Now  Nasser  is  pushing  designers,  engineers,  and 
keters  to  develop  a  similar  kind  of  customer  understanding 
shake  his  troops  out  of  the  old  mind-set,  they  are  sent] 

Consumer  Insight  Cej 
for  a  daylong  course  in 
to  listen  to  consumers 
engage  them  in  dialo 
From  there,  small  team: 
sent  out  for  eight  wee 
"customer  immersion." 
So  it  was  that  Ric 
Parry-Jones,  Ford's  pro 
development  chief,  f< 
himself  club-hopping  in 
don  one  recent  mornin 
til  4  a.m.  with  abou 
teens  and  twentysometl 
It  made  for  an  odd  scene:  Parry-Jones,  48,  a  Welsh-born 
with  thinning  hair  and  a  business  suit,  hanging  out  discu 
music  and  fashion  with  a  hairdresser  and  a  clothes  designe: 
though  Parry-Jones  won't  point  to  any  specific  changes  thai 
result  from  his  nocturnal  adventures,  Nasser's  hope  is  tha 
getting  customers  in  uninhibited  settings,  the  car  folks  can 
a  better  intuitive  feel  for  what  they  want. 

Touchy-feely?  Sure.  But  it  follows  an  approach  Nasser  cl 
pioned  three  years  ago  to  supercharge  its  truck  fortu 
Then,  a  Ford  designer  and  a  consultant  created  generati 
"value  groups"  that  translated  the  traits  and  tastes  of 
sumers  from  different  age  groups  into  car  preferences, 
used  those  insights  to  give  the  '97  F-150  pickup  a  softly  sci 
ed  front  end  and  more  passenger  room.  It  bucked  all  notioi 
a  successful  truck  but  became  a  huge  hit  with  baby  boon 
A  natty  dresser  given  to  three-button  Savile  Row  suits 
Patek  Philippe  watches — one  of  his  few  hobbies  is  collec 
Swiss  watches — it's  no  surprise  Nasser  has  focused  on  de; 
Although  trained  as  a  financial  analyst,  he  has  long  stood 
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How  hard  will  their  lives  be? 

How  will  they  learn,  shop, 

entertain? 

Where  will  they  work? 

In  a  completely  interconnected 

world,  will  they  be,  at  last, 

completely  liberated  to  be 

themselves? 


What  kind  of  world 

will  we  leave  to  our  kids? 


At  IBM,  we  are  obsessed  by 
these  questions.  Because 
we  believe  that  every  action 
we  take  today  affects  what 
will  be  possible  for  our  kids, 
the  world's  kids. 
Every  e-business  we  create, 
every  solution  we  invent, 
every  customer  we  touch 
today  lays  a  foundation  for 
what  comes  next. 

Want  to  invent  that  world? 
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He  combines  financial  smarts  and  instinctive 
product  sense. 

Those  qualities  brought  Nasser  to  the  fore  in 
1993  when  he  took  over  troubled  European  op- 
erations. He  established  that  the  overhaul  would 
go  far  beyond  head  counts.  Malcolm  Thomas, 
then  chief  of  the  Mondeo  car  program,  recalls" 
their  first  meeting.  "I  expected  a  business  re- 
view," he  says.  "What  I  got  was  Jac  crawling  all  over  the  ve- 
hicle, poking  here  and  there."  He  grabbed  Thomas'  hand  and 
ran  it  over  a  rough  plastic  strip  underneath  the  passenger 
seat.  "Feel  how  sharp  that  is?  A  customer  wouldn't  like  that," 
Nasser  said.  It  was  smoothed  off  immediately. 

That  was  just  the  beginning.  The  European  operation  was 
short  of  cash  to  develop  the  tiny  new  Ka.  Nasser  suggested 
shrink-wrapping  the  Ka's 
cute  body  around  the  ex- 
isting Fiesta  subcompact 
platform.  Ford  wound  up 
selling  214,000  Kas  in 
1997.  Combined  with  more 
cost  slashing,  Nasser  lifted 
Europe  into  the  black.  So 
it  made  sense  when  Trot- 
man  tapped  Nasser  to 
head  the  new  global  prod- 
uct-development group  in 
1994.  "Nasser  came  to  Eu- 
rope as  an  astute  busi- 
nessman," says  Thomas. 
"What  he  demonstrated 
was  ingenuity  in  creating 
product." 

ELAN.  Today,  Nasser  re- 
mains a  frequent  Satur- 
day visitor  to  Ford's  de- 
sign studios.  And  Mays 
receives  a  steady  stream 
of  notes,  photos,  and 
sketches  from  his  boss,  in- 
spired by  everything  from 
MTV  to  the  Pebble  Beach 
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Nasser's  Game  Plan 


NEW  BLOOD 


In  the  meantime,  Ford  is  applying  its 

tomer  insights  to  the  marketing  of  new  mfl 

already  under  way.  Executives  concluded 

the  offspring  of  baby  boomers  like  procl 

they  can  customize,  for  example.  So  wheij 

$12,280  Focus  small  car  arrives  in  showrq 

this  month,  buyers  will  be  encouraged  to 

sonalize  it  with  kitschy  add-ons,  such  as  a 

package"  for  a  few  hundred  dollars. 

Yet  even  as  Nasser  concentrates  on  improving  Ford's  I 
formance  with  cars,  he  is  also  facing  far  stiffer  competiti<j 
trucks.  That  core  franchise  is  now  under  siege  from  Japa 
and  German  auto  makers.  This  summer,  Toyota  launched 
Tundra  pickup,  in  a  class  with  Ford's  F-150  and  the  Che 
let  Silverado  trucks.  BMW  will  launch  its  X5  suv  in  Decer 

And  Toyota  and  He 
have  jumped  out  all 
with  car-based  suvs, 
Lexus  RX300  and  Hone 
RV.  The  battle  is  likell 
put  big  pressure  on  F<| 
juicy  margins. 


In  a  bid  to  juice  up  Ford's  stodgy  executive  suite, 

Nasser  has  hired  a  slew  of  highly  regarded  managers 

from  auto  makers  around  the  globe.  He 

has  also  tapped  top  consumer-goods 

makers  for  marketing  and  sales  talent. 

His  all-star  team  is  now  considered 

among  the  industry's  best. 


CUSTOMER  FOCUS 


Nasser  is  pushing  everyone  from  engi- 
neers to  marketing  staffers  to  get  closer 
to  customers  rather  than  rely  on  second- 
hand market  research.  He's  also  backing 
innovative  new  ventures,  such  as  Ford's 
recent  stake  in  MSN's  CarPoint  Web  site.  Nasser's 
goal:  to  mine  the  site's  data  from  online  purchases  to 
understand  buyers  better. 


cam 
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MORE  AUTONOMY 


FORD  PAID  $1.6  BILLION 
FOR  BRITAIN'S  KWIK-FIT 


Ford  2000,  the  five-year-old  plan  that  centralized  glob- 
al decision-making,  brought  big  cost  savings 
but  has  hurt  regional  managers'  ability  to  react 
to  local  markets.  With  problems  brewing  in 
Ford's  international  units,  Nasser  will  launch  a 
structural  shakeup  next  year  aimed  at  giving  re- 
gional executives  more  power  over  car  brands 
and  marketing. 


GOING  FOR  GROWTH 


Nasser  wants  to  boost  Ford  stock's  price-earn- 
ings ratio  from  9  to  the  30  range  enjoyed  by  consumer 
companies.  So  he's  moving  into  higher-margin  service 
businesses,  such  as  quick-repair  stations. 


classic-car      show.      "He 

might  see  the  badges  on 

some  old  cars  and  say,  'Gosh,  why  don't  ours  look  that 

good?' "  Mays  says. 

It  takes  three  to  four  years  for  a  new  design  to  hit  the 
showrooms,  so  the  full  force  of  Ford's  new  approach  is  a  ways 
off.  But  Mays,  who  moved  from  Germany,  brought  a  bevy  of 
Europeans  to  the  team  and  has  made  no  bones  about  his  in- 
tention to  shake  up  the  old  guard.  The  2001  Thunderbird  will 
be  the  first  major  Mays-influenced  Ford  car.  He  simplified  the 
design  and  made  it  "far  more  European."  Volumes  will  be 
small,  but  Nasser  is  counting  on  the  sleek  coupe,  which  evokes 
the  elan  of  the  1957  T-bird,  to  do  for  Ford  what  the  Viper 
sports  car  did  for  Dodge — give  sex  appeal  to  a  stodgy  brand. 


WEB  CARS:  NASSER 
LINKS  WITH  CARPOIN1 

Nasser    is    convir 
that  the  key  to  staj 
ahead  now  is  provic 
upscale     baby     boor 
with  even  more  pas^ 
ger-cabin  versatility 
macho  good  looks.  So 
spring,  Ford  will  ur 
the  Explorer  Sport 
and  F-150  SuperCrew,| 
hides  that  combine 
cabins  with  pickup  b\ 
Then  it  will  launch 
Escape,  a  carlike  suv. 
radically     new     vehij 
show  how  designers 
getting  freer  rein, 
Dee  Kapur,  manager 
Ford's  pickups:  "Ten  y^ 
ago,  this  would  not  have  happened  in  our  rigid  command- 
control  environment." 

Rising  truck  competition  isn't  Nasser's  only  problem, 
must  also  fix  Ford's  troubled  overseas  operations  for  goodj 
he's  tearing  up  some  parts  of  the  global  structure  Trotr 
put  in  place  five  years  ago — known,  ironically,  as  Ford  2(| 
Although  huge  cost  savings  have  come  from  unifying 
things  as  purchasing,  engineering,  and  manufacturing  glo| 
ly,  regional  managers  complain  they've  lost  too  much 
over  products.  So  next  year,  Nasser  will  give  them  b| 
more  power  to  shape  local  brands  and  marketing. 

The  costs  of  weak  local  management  have  become  all 
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clear.  In  Brazil,  Ford  has  lost  a  stunning  four 
points  of  market  share  since  early  '98  after 
government  moves  to  slow  capital  flight  sent  in- 
terest rates  skyrocketing.  Other  big  carmak- 
ers worked  quickly  with  dealers  to  arrange 
special  customer  financing,  but  Ford  dallied, 
and  its  sales  plummeted.  "Management  was 
stuck  and  didn't  act  quickly  enough,"  says  Diego 
Portillo,  an  analyst  with  Standard  &  Poor's  dri's  global  au- 
tomotive group.  Now,  with  a  new  head  of  its  Brazilian  unit  in 
place,  Ford  plans  to  retire  debt,  repair  its  dealer  network,  and 
add  a  new  small  car. 

Elsewhere,  too,  Nasser  is  pushing  Ford  to  move  aggres- 
sively. The  topper  came  two  weeks  ago  when  Ford  announced 
that  it  would  invest  an  undisclosed  amount  in  Microsoft's 
msn  CarPoint  Web  site.  CarPoint  will 


soon  launch  a  "build  to  order" 
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insists  Ford  must  evolve  from  a  car  cor 
into  "a  leading  consumer  company  for  a 
tive  products  and  services."  The  differ;] 
Nasser  wants  to  expand  beyond  the  ij 
$20,000  a  passenger  car  sells  for.  Over  a  de 
Ford  figures  a  car  generates  about  $' 
revenues — from  the  sales  price  to  mainter 
spare  parts,  gas,  and  insurance.  So  last  sj: 
he  tapped  Ford's  $24  billion  cash  pile  and  paid  $1.6  billk 
Kwik-Fit,  a  chain  of  nearly  2,000  auto-service  centel 
Britain.  And  in  perhaps  the  strangest  move  of  all,  N| 
even  bought  a  small  junkyard  business. 
SCOFFING.  In  theory,  these  deals  help  Ford  tap  into  sel 
businesses  with  higher  returns  than  manufacturing.  NJ 
and  his  team  also  claim  they  will  provide  more  of  that 
consumer  feedback.  Running  a  junkyard  can  provide  va 
information  about  parts  durability  and  reliability,  says  Mil 
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Synergy:  Ford's 

two  new 

luxury  models 

share  a  platform 
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service  that  should  let  customers  seek  out  exactly  the  color 
and  features  they  want  in  a  Ford.  Although  any  orders  will 
be  filled  by  traditional  dealers,  CarPoint  will  sell  aggregated 
customer  data  back  to  Ford.  Nasser  figures  that  could  prove 
an  invaluable,  unfiltered  view  of  what  buyers — particularly  the 
young  ones  on  whom  Ford's  future  depends — want. 

Moreover,  the  Internet  is  just  one  part  of  a  broader  vision 
Nasser  has  of  powering  up  Ford's  sales  growth  and  margins. 
To  lift  Ford's  stock  price — and  boost  its  price-earnings  ratio 
from  9,  closer  to  ge's  36  or  Procter  &  Gamble's  30 — Nasser 


D.  Jordan,  vice-president  of  Ford's  customer  ser 
Still,  rivals  scoff  at  the  notion  these  moves  will  pa 
"You  don't  have  to  own  a  rental-car  company  to 
about . . .  the  maintenance  experience,"  says  James  E. 
executive  vice-president  for  Toyota  Motors  Sales  us 
Japanese  company's  U.  S.  auto  group.  Investors,  too, 
uncertain.  One  large  shareholder  says  Nasser's  grand 
strikes  him  as  a  rush  to  glory.  "I  told  Jac,  'Becom 
best  auto  company  in  the  world  before  you  becom 
best  consumer  company  in  the  world.  Walk  before 


Jacques  A.  Nasser's  aggressive 
campaign  to  remake  Ford  Motor 
Co.  may  be  playing  well  with  in- 
vestors and  management  gurus,  but 
don't  count  the  United  Auto  Workers 
among  his  fans.  After  negotiating 
fairly  easy  contracts  with  Daimler- 
Chrysler  Corp.  and  General  Motors 
Corp.,  the  union  is  turning  its  atten- 
tion to  Ford,  where  tension  is  build- 
ing after  two  decades  of  peace. 

The  union  is  fuming  over  Ford's 
plan  to  lop  off  its  $18  billion  parts 
unit,  Visteon  Automotive  Systems.  It 
fears  that  Visteon's  23,500  hourly 
workers  will  end  up  with  lower  wages 
and  benefits  than  assembly  workers. 

Some  of  the  friction  can  be  blamed 
on  personalities.  Much  of  the  long- 
standing goodwill  between  Ford  and 
the  union  stems  from  trust  between 
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uaw  President  Stephen  P.  Yokich  and 
Ford  Vice-Chairman  Peter  J.  Pestil- 
lo,  who  handles  labor  relations.  But 
this  year,  Nasser  and  another  new- 
comer, UAW  Vice-President  Ronald 
Gettelfinger,  are  injecting  their  own 
forceful  styles  into  the  bargaining. 
ANXIETY.  Nasser's  vigorous  moves  to 
put  his  stamp  on  the  company — and 
an  early  talk  in  which  he  told  UAW 
leaders  they  would  have  to  consider 
a  Visteon  spin-off — have  stirred  anxi- 
ety. Says  Alan  Baum,  an  analyst  at 
industry  consultant  INR  Inc.:  "The 
underlying  issue  is  the  rate  of 
change  at  Ford.  And  Visteon  be- 
comes the  obvious  whipping  boy." 

Moreover,  while  gm's  spun-off  Del- 
phi Automotive  Systems  and  Visteon 
seem  similar,  the  state  of  their  par- 
ents makes  all  the  difference  to  some 


listribute 


today 


workers,  gm  had  been  starving  part 
plants  of  investment  for  years,  so 
workers  considered  their  prospects 
brighter  under  an  independent  Del- 
phi. But  Visteon  employees  are  re- 
luctant to  give  up  their  share  of  th<  iding  an 
wealth  as  Ford  piles  up  the  indus- 
try's biggest  profits. 

In  the  end,  the  UAW  probably  car 
stop  the  spin-off.  But  negotiators  ai 
prepared  to  butt  heads  with  Ford  t 
protect  Visteon  jobs,  wages,  and  be 
efits.  A  strike  can  be  averted,  say: 
Dan  Luria  at  Michigan  Manufactur- 
ing Technology  Center,  if  Ford 
agrees  to  keep  a  handful  of  power- 
train  and  stamping  plants  under  its 
umbrella.  Even  in  the  new  Ford,  ol> 
fashioned  horse  trading  may  prove 
be  the  most  effective  bargaining  toe 
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run.' "  Nasser's  response?  "He  chewed  me  out," 
says  the  investor. 

Nasser  discounts  such  critics.  "They  just 
don't  get  it.  They're  back  in  the  nuts-and-bolts 
age,"  he  huffs.  For  now,  he  has  the  support 
that  counts  most:  that  of  Chairman  William 
C.  Ford  Jr.,  who. represents  the  Ford  family; 
the  controlling  shareholder.  By  staying  close  to 
the  core  business,  Ford  sees  a  big  difference  between  Nass- 
er's move  into  repair  shops  and  the  company's  disastrous  di- 
versification into  banking  and  other  nonauto  businesses  in 
the  '80s.  And  he  notes  that  the  board  has  "never  said  no  to 
Jac  because,  frankly,  we've  bought  into  the  strategy." 
Still,  Ford's  directors  want  Nasser  to  explain  his  long-term 
plans  in  greater  detail.  So  they  have  made  plans  for  a 
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two-day   board    meeting   in   early   Oct] 

The  pace  of  change  is  already  upsetting 
longtime  Ford  employees.  Managers  grul 
about  burnout  in  an  organization  that  has  [ 
flooded  with  new  initiatives  and  new  face! 
past  five  years.  "Nasser  is  grabbing  peopj 
the  throat  and  threatening  their  careers,"! 
one  insider.  "They  say,  'If  I  can  get  th 
boot  camp,  I'll  survive.'  But  the  boot  camps  just  keep 
ing."  Indeed,  few  expect  Nasser  to  let  up  on  the  accelej 
anytime  soon.  He  has  spent  a  career  propelling  himself 
ward  at  maximum  speed.  Now,  this  restless  outsider  is  t\ 
the  entire  company  along  on  the  ride. 

By  Kathleen  Kerwin,  with  Keith  Naughton,  in  Dear\ 
Mich.,  with  bureau  reports 


EUROPE:  WHERE  FORD  NEEDS  TO  STEP  ON  THE  GAS 


Ford  Motor  Co.  brought  an  im- 
pressive stable  of  brands  to 
the  Frankfurt  Auto  Show  last 
month:  Jaguars,  Volvos,  Mazdas, 
even  Aston  Martins.  Just  one 
thing  seemed  to  be  missing: 
Fords.  Cars  carrying  the  trade- 
mark oval  huddled  in  a  corner  of 
Ford's  exhibition  space,  next  to 
the  espresso  bar  and  the  free 
food,  far  from  center  stage. 

The  placing  was  all  too  symbol- 
ic of  the  fate  of  Ford-brand  cars 
in  Europe.  Ford's  product  line 
grew  stale  under  a  corporate 
structure  that  centralized  too 
much  power  thousands  of  miles 
away  at  Dearborn  (Mich.)  head- 
quarters. The  No.  2  auto  maker  in 
Western  Europe  five  years  ago — 
General  Motors  Corp.'s  Opel/Vaux- 
hall  was  No.  1 — Ford  slipped  to 
fourth  this  year.  Its  market  share 
fell  from  11.7%  in  1994  to  9.3%  in 
1999.  Still  the  best-selling  brand  in 
Britain,  Ford  is  elsewhere  in  danger 
of  becoming  an  also-ran. 

If  ceo  Jacques  A.  Nasser  wants  to 
make  Ford  the  world's  biggest  car 
company,  he'll  have  to  deal  with  Eu- 
rope. Analysts  expect  Western  Euro- 
peans to  buy 
more  than  15 
million  cars  this 
year,  right  be- 
hind the  U.  S.  To 
catch  up,  Ford 
will  have  to  in- 
vest big-time, 
expanding  its 
product  line — 
even  as  declining 
real  prices  and 
overcapacity 
hurt  margins. 

Under  the 
Ford  2000  orga- 
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FORD'S  EURO  CHIEF 

Nick  Scheele  "understands 
European  customers  as  few 
others  do,  "says  his  Opel  rival 

nization  set  up  five  years  ago,  Ford 
centralized  much  product  development 
and  marketing.  As  a  result,  designers 
didn't  focus  enough  on  making  cars 
specifically  for  Europe,  says  John  R. 
Lawson,  an  auto  analyst  at  Salomon 
Smith  Barney. 

Now,  Nasser  is 
moving  to  give  re- 
gional managers 
more  input.  Nick 
Scheele,  55,  who 
took  over  as  Ford 
of  Europe's  presi- 
dent in  July  after 
heading  Jaguar, 
vows  new  designs 
that  will  give  the 
line  more  identity. 
Ford  of  Europe  re- 
cently moved  its 
headquarters  to 
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Cologne,  partly  to  cash  in  on  the 
esteem  consumers  have  for  Ger-i 
man  engineering.  And  Scheele  is| 
trimming  capacity,  converting  a 
plant  near  Liverpool  to  produce  | 
Jaguars  instead  of  Fords. 

The  good  news  for  Ford:  Its 
new  Focus  line  of  small  cars  is 
hit,  selling  half  a  million  models 
a  year.  In  Germany,  the  Focus 
compact  sedans,  hatchbacks,  and| 
station  wagons  have  sold  73% 
more  this  year  than  the  Escort 
line  they  replaced.  Magazines 
praise  the  Focus'  combination  of 
interior  room,  handling,  and  ne\ 
wave  styling.  And  in  a  break  w\\ 
its  recent  past  in  Europe,  Ford 
kept  up  marketing  pressure  after  tl| 
launch.  "We  have  to  do  that  across 
the  board,"  says  Scheele. 

Mindful  that  Scheele  doubled  salfl! 
during  his  seven  years  as  ceo  of 
Jaguar  by  making  the  cars'  reliabilij 
match  their  good  looks,  competitors 
are  bracing  for  a  counteroffensive 
Ford.  "He  understands  European 
customers  as  few  others  do,"  says 
Robert  W  Hendry,  ceo  of  Opel.  "I 
expect  Ford  to  prosper." 

But  rivals  have  a  big  head  start. 
Renault's  Scenic  microvan,  launchec 
in  1996,  was  a  runaway  hit  for  whic 
Ford  had  no  answer.  Volkswagen's 
midsize  Passat,  redesigned  in  1996, 
invaded  turf  occupied  by  Ford's  Mo| 
deo.  And  Mercedes'  snub-nosed 
$28,000  A-Class  brought  the  presti^ 
brand  into  Ford's  territory. 

Scheele  says  Nasser  is  giving  hir 
a  free  hand  and  no  stated  deadline 
turn  things  around.  But,  he  adds 
with  a  smile,  "Jac  is  quick,  and  he 
expects  everyone  else  to  be  quick." 
Alas,  quickness  is  the  thing  Ford  of 
Europe  has  so  far  lacked. 

By  Jack  Ewing  in  Frankfu 
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Are  you  both  attracted  and  repelled 
by  the  internet  at  the  very  same  time? 
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MCI  WorldCom  has 

an  entire  continuum 

of  data  services 

on  our  seamless  global 

network.  Here's  how  we 

made  it  work  for  a 

pharmaceutical  giant. 


Experience  tells  us  the  internet  makes 

people  feel  a  lot  of  different  emotions 

all  at  once.  And  who  can 

blame  them?  On  one  hand, 

the  Internet  opens  their 

business  up  to  billions  of 

potential  customers.  On 

the  other  hand,  it  opens 

their  business  up  to  billions 

of  potential  hackers. 

Not  long  ago,  a  pharmaceutical  giant 
came  to  MCI  WorldComSM  with  this  exact 
dilemma.  They  wanted  to  make  sure 
their  customers  would  only  have  access 
to  their  products.  Not  their  research. 

As  one  of  the  world's  largest  Internet 
providers,  we  deal  with  problems  like 
these  every  day  and  (not  surprisingly) 
have  an  entire  continuum  of  data 
services  to  help  solve  them,  in  this  case,     t 


we  recommended  they  install  a  hybrid 

vpn  on  top  of  their  Frame  Relay  and 

Internet  service.  A  virtual 

Private    Network    would 

keep  their  research  separate 

from   their   products   by 

everything  from  firewalls 

to  encryption  codes.  And 

because  the  data  would 

run  on  our  wholly  owned, 

seamless  global  network,  we'd  be  able 

to  monitor  it  from  one  end  to  the  other. 

No  small  detail.  Especially  when  you 

consider  only  MCI  WorldCom  owns  the 

entire  network  between  many  locations 

in  the  U.S.  and  Western  Europe. 

All  of  which  made  this  pharmaceutical 

giant  feel  a  brand  new  emotion:  relief. 

For   more   information,   visit   us   at 

www.wcom.com/data2. 


MCI  WorldCom  Data  Continuum 
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STOCK  EXCHANGES 


RETHINKING 
WALL  STREET 

What  do  a  for-profit  NYSE  and  Nasdaq  mean  for  investors? 


Wall  Street  is  in  turmoil  these 
days — and  it  has  nothing  to 
do  with  stock  prices.  The  big 
bourses  are  changing  radically 
and  rapidly.  Both  the  New  York  Stock 
Exchange  and  Nasdaq  plan  to  convert 
to  slmreholder-owned,  for-profit  compa- 
nies, the  better  to  meet  head-on  compe- 
tition from  electronic  trading  systems. 
On  Sept.  23,  Securities  S:  Exchange 


THE  PLAYERS 
AND  THEIR 
POSITIONS 

Wrenching  change  is 
in  store  for  both  old  hands 
and  new  entrants  to 
the  trading  game 


Commissio?i  Chairman  Arthur  Levitt 
Jr.  laid  out  his  vision:  He  urged  the 
NYSE  and  Nasdaq  to  merge  their  regu- 
lators and  to  build  a  central  "order 
book"  to  link  investors  when  stocks  are 
traded  in  different  markets.  Washington 
Correspondent  Mike  McNamee  sorts  out 
the  equity  markets'  revolution: 

Q:  What's  driving  the  changes  on  Wall 
Street? 


A:  Two  things:  regulation  and  technolo- 
gy. After  a  1994  price-fixing  scandal  at 
Nasdaq,  the  SEC  and  the  Justice  Dept. 
forced  the  market  to  admit  new  com- 
petitors. That  move,  by  a  fluke  of  histo- 
ry, came  just  as  an  electronic  revolu- 
tion was  exploding  in  stock-trading. 
Powerful  networks  are  taking  over  func- 
tions once  handled  by  legions  of  bro- 
kers. Buy  stock  through  an  online  bro- 


dealers  who  drive  trading  by  p^ 
quotes  for  stocks — were  caught  oi 
browbeating  competitors  to  mai 
wide  spreads  between  the  bid  [buj 
ask  [sell]  prices.  In  the  scandal's  i 
the  sec  in  1997  imposed  new  ru: 
dictate  how  dealers  should  handk 
tomer  orders.  Dealers  who  recei\    jjSt 
called   "limit  orders"  to  buy  oi 
shares  at  specified  prices  can  no  L 
ignore  them.  And  the  sec  crea 
new  option:  Dealers  can  route  lim 
ders  to  nine  ecns,  where  orders  c 
matched  automatically.  Compute 
trading  at  ecns — especially  Re 
Group  PLC's  Instinet  Corp. — has  I 
gained  favor  with  institutions 
like  the  anonymity  it  provides  the 
orders. 

The  next  step:  The  sec  decid    * 
April  that  ecns  could  become  stoc  wiita 
changes.  Two — Island  ECN,  owne   f 
Datek  Online  Holdings,  and  Arc! 
ago  Holdings,  backed  by  an  all-sta 
ter  of  Wall  Street  firms — have  apj 


all 


NYSE  The  senior  U.S.  market 
has  shielded  itself  through 
Rule  390,  which  prohibits 
members  from  trading  stocks 
away  from  the  NYSE  floor.  But 
thanks  to  strong  pressures  from 
the  SEC  and  competitors  to 
reform  itself,  NYSE  Chairman 
Richard  Grasso  is  moving  to 
issue  its  shares  next  year  to 
public  investors. 


NASDAQ  Nasdaq  market 
makers  have  lost  30%  of  their 
trading  volume  to  electronic 
communication  networks  (ECNs). 
To  recoup,  Nasdaq  CEO  Frank 
Zarb  wants  to  enlist  5,000  small 
broker-members  to  convert  to  a 
for-profit  exchange  via  a  private 
stock  placement.  Eventually, 
Nasdaq  may  do  an  initial 
public  offering. 


h 
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ECNs  ECNs  are  a 

grabbing  order  flow  fffuJ 
Nasdaq.  Island  ECN 
Archipelago  are  picki 
business  from  online 
and  aspire  to  becomes 
changes.  Some  are  b  He 
big  Wall  Street  firms,  iatn 
lem:  ECNs  are  match  'I 
and  sellers  internally,  fet 
exposure  to  the  broac 


MAY  SI 


ker,  and  if  the  broker's  computer  finds  a 
seller  in  an  electronic  communications 
network  (ecn),  your  order  will  be  exe- 
cuted with  no  human  intervention,  at  a 
fraction  of  the  previous  cost.  And  com- 
puters never  sleep — opening  the  way 
for  trading  before  and  after  the  tradi- 
tional 9:30  a.m.-to-4  p.m  market  day. 

Q:  What  caused  this  historical  fluke? 
A:    Greed.  Nasdaq  market  makers — 


b  jHfet  If 


Q:  Wfiat  has  this  meant  for  inveslfab 
A:  Lower  prices,  faster  trades, 
service,  and  more  competition.  Spr 
on  Nasdaq  stocks  have  fallen  by 
says  the  sec.  Online  investing  has 
off:  "In  the  past  year,  more  than  3 
lion  new  online  brokerage  accounts 
opened,  and  the  average  commit  fi 
cost  of  a  retail  stock  trade  droppe  l< 
$77,"  says  Frank  G.  Zarb,  ceo  of 
tional  Association  of  Securities  De; 
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e  SEC  wants  all  markets  linked  to  ensure  that 
estors  get  the  best  prices  on  trades-and 
;ulators  de-linked  to  ensure  clean  oversight 


IRITIES  &  EXCHANGE  COMMISSION  CHAIRMAN  LEVITT 


which  owns  Nasdaq.  That's  down 
$125. 

Iaditional  brokers  like  Merrill  Lynch 
t.  are  slashing  their  prices  to  com- 
with  online  rivals.  Americans  who 
t  indirectly — through  mutual  funds, 
ions,  and  insurers — wall  also  reap 
avings.  "Right  now,  if  I  try  to  place 
it  order  to  buy  stock  in  New  York, 
•■  are  eight  people  between  me  and 
eller,"  says  Harold  Bradley,  senior 
president  of  mutual-fund  adviser 
/lean  Century  Investment  Manage- 
.  Electronics  will  also  make  it  eas- 
M"  U.  S.  markets  to  draw  foreign 
rs  and  investors, 
it  proliferating  trading  platforms 
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MAY  SHAKE  OUT 

ks  will  tie  players  together:  A  stock 
in  the  NYSE  would  be  exposed  to 
ECN  traders.  But  markets  could  opt 
js  if  they  were  able  to  match  orders 
ne  ECNs  could  handle  fast  retail 

(|hile  others  could  accept  big  institu- 
that  need  special  attention.  Experts 
'SE,  Nasdaq,  and  two  to  four  ECNs- 
lges  to  thrive. 

md  I 


I  end  to  fragment 

(Market.  If  your  limit  order  to  buy  a 

iq  stock  isn't  the  highest  bid  at  a 

?t  maker  or  ECN,  your  order  won't 

Pealed  to  traders  elsewhere — so  it 

languish  or  never  get  filled. 
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tOW  have   traditional   markets    re- 

Bfidaq  and  the  NYSE  didn't  worry 
about  ECNS  until  their  big  mem- 


bers started  taking  an  interest.  "By  in- 
vesting in  an  ECN,  we're  getting  the 
[bourses']  attention,"  says  the  chief  eq- 
uity trader  for  a  big  Wall  Street  firm 
that  has  taken  a  stake  in  Archipelago. 
Indeed  they  have,  nasd's  board  is  ex- 
pected on  Oct.  7  to  firm  up  plans  to 
"demutualize" — converting  Nasdaq  from 
a  member-owned  collective  to  a  share- 
holder-owned, for-profit  exchange.  Af- 
ter first  pledging  to  take  the  Big  Board 
public  by  Thanksgiving,  NYSE  ceo 
Richard  A.  Grasso  now  says  he'll  be 
selling  NYSE  shares  sometime  next  year. 

Q:   What  do  the  bourses  gain  by  going 

pub  tic? 

A:  Flexibility,  better  relations  with 
their  members,  and  capital.  Both 
markets  suffer  from  cumbersome 
structures,  nasd's  membership  is 
dominated  by  5,000  small  brokerages. 
The  NYSE  is  ruled  by  1,366  members, 
63%  of  whom  are  absentee  landlords 
leasing  out  their  seats.  The  result, 
Grasso  says,  is  "strategic  gridlock" — 
a  problem  that  nimble,  for-profit  ECNs 
don't  face. 

With  stock  to  distribute,  the  mar- 
kets can  reward  key  players.  Zarb 
says  he'll  give  stock  to  big  members 
so  that  ECN  backers  like  Merrill 
Lynch  and  Goldman,  Sachs  &  Co. 
will  have  a  financial  stake  in  bringing 
business  back  to  Nasdaq.  Both  mar- 
kets also  face  heavy  capital  demands 
to  update  their  '70s-vintage  electron- 
ic underpinnings. 

Q:  This  is  a  sweeping  change.  Isnt  it 
controversial? 

A:  Surprisingly,  no.  Not  only  do  the 
NYSE  and  Nasdaq  like  the  idea,  but 
so  do  Republicans  and  Democrats. 
"There's  clearly  a  consensus  for  de- 
mutualization,"  Senate  Banking  Com- 
mittee Chairman  Phil  Gramm  (R- 
Tex.)  declared  after  a  Sept.  28  hearing. 

Q:  Where  has  the  SEC  been? 
A:  Watching  and  waiting.  Levitt  wants 
to  let  markets  set  their  own  direction. 
BuLin  his  Sept.  23  speech,  the  SEC  chief 
laid  down  some  markers.  To  encourage 
innovation,  he  wants  markets  to  vigor- 
ously compete  for  orders — rather  than, 
say,  allow  the  Big  Board  to  enjoy  ex- 


clusive trading  in  stocks  of  NYSE-listed 
companies.  But  competition  has  its  lim- 
its: All  markets  must  be  linked,  Levitt 
says,  to  ensure  that  investors  get  the 
best  price  on  trades. 

Q:  How  should  the  marketplace  be 
regulated? 

A  Since  the  sec  w^as  formed  in  1934,  it 
has  relied  on  exchanges  and  nasd  to 
set  their  own  trading  rules,  investigate 
customer  complaints,  and  watch  for  mar- 
ket manipulation.  That  system  has  given 
the  U.  S.  the  world's  cleanest  markets. 
But  can  a  market  regulate  itself  when 
it's  under  pressure  to  deliver  profits? 
Levitt  is  skeptical  that  exchanges'  reg- 
ulatory arms'  can  function  inside  for- 
profit  companies.  "Strict  corporate  sep- 
aration of  the  self-regulatory  role  from 
the  marketplace  it  regulates  is  a  mini- 
mum" in  a  for-profit  exchange,  Levitt 
says,  adding  that  markets  might  also 
combine  many  supervisory  jobs  in  one 
industrywide  unit. 

That's  fine  by  Zarb,  wTho  is  separating 
nasd's  cops  from  Nasdaq  and  has  long 
urged  a  "superregulator"  merger  for  all 
markets.  But  Grasso  disagrees.  For  the 
NYSE,  he  says,  regulation  is  "an  invest- 
ment in  our  brand,  building  the  confi- 
dence that  inspires  investors."  Just  as 
important,  the  NYSE's  ability  to  audit 
big  brokerages'  books  gives  it  leverage 
over  Wall  Street's  powerhouses. 

The  regulation  issue  is  shaping  up  as 
the  key  political  fight  of  the  markets' 
transformation.  Levitt  could  hold  up  the 
NYSE's  stock  offer  until  it  spins  off  its 
regulators.  But  several  key  lawmak- 
ers— including  Gramm — are  already  lin- 
ing up  to  back  the  Big  Board. 

Q:    What  will  the  sha/ie  of  the  future 

trading  markets  look  like? 
A:    By  breaking  down  exclusive  fran- 
chises, the  SEC  hopes  to  promote  com- 
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petition  between  marketplaces.  An  in- 
vestor could  direct  her  order  to  buy 
stocks  to  an  ecn  for  superfast  execution. 
Or  she  could  send  it  to  the  NYSE,  where 
a  floor  trader  might  be  willing  to  shave 
a  few  cents  off  the  price  per  share.  A 
mutual  fund  could  spread  its  sell  orders 
across  several  markets  to  avoid  tipping 
its  hand. 

But  competition  invites  fragmenta- 
tion. To  fulfill  his  goal  of  linking  all  mar- 
kets, Levitt  wants  the  bourses  to  create 
and  share  "limit  order  books" — elec- 
tronic systems  where  limit  orders  from 
different  markets  can  be  shown.  In- 
vestors in  all  markets  could  tap  into 
these  displays  to  ensure  that  they're 
getting  the  best  prices. 

The  order  book's  design  is  critical.  If 
every  order  has  to  go  into  a  central 
book,  the  order  book  would  supplant 
the  separate  markets.  Result:  Competi- 
tion would  wither.  Nasdaq  officials  see 
that  happening  in  Europe,  sec  officials 
say  they'll  accept  some  inefficiency  to 
preserve  competition.  So  the  sec  is  like- 
ly to  approve  multiple  order  books  spe- 
cializing in  different  stocks.  They'll  also 
let  ecns  continue  to  match  orders  in- 
ternally. Nasdaq  is  expected  to  announce 
its  own  version  of  a  central  limit-order 
book  by  Oct.  7. 

Q:  Wlio  will  be  the  key  players? 
A:  The  nyse  and  nasdaq  enjoy  strong 
reputations  and  name  recognition  around 
the  world.  Both  will  remain  central  to 
the  new  markets. 

Market  analysts  and  sec  officials  ex- 
pect most  of  today's  nine  ecns  to  con- 
solidate or  be  swallowed  by  the  major 
markets.  Instinet,  which  commands  50% 
of  the  shares  that  trade  on  ecns,  is 
repositioning  itself  as  a  specialty  broker 
for  institutions  rather  than  as  an  order- 
matching  network.  Island,  with  20%  of 
ecn  volume,  and  Archipelago,  with  8%, 
will  thrive,  thanks  to  strong  links  with 
brokers  that  send  them  lots  of  orders, 
says  Octavio  Marenzi  of  Meridien  Re- 
search, a  Newton  (Mass.)  technology 
consultant. 

Q:  How  certain  are  all  these  reforms? 
A:  When  change  depends  on  the  poli- 
tics of  stock  exchanges,  regulators,  and 
Congress,  nothing  can  be  certain.  De- 
tails of  the  new  markets  are  still  up  for 
grabs.  But  stock  trading's  restructuring 
is  being  fueled  by  cheap  electronic  com- 
munications and  steep  global  competi- 
tion— forces  that  few  businesses  have 
been  able  to  ignore.  Stock  exchanges 
aren't  likely  to  be  exceptions. 

With  Paula  Dwyer 
in  Washington 


CHASE:  BUILDING 
BRICK  BY  BRICK' 

The  Hambrecht  &  Quist  deal  beefs  up  investment  banl 


For  years,  Wall  Street  has  buzzed 
with  rumors  that  Chase  Manhat- 
tan Corp.  would  merge  with  a  ma- 
jor investment  bank  such  as  Mer- 
Lynch  &  Co.  On  Sept.  28,  Chase 
made  a  move.  But,  to  the  surprise  of 
many,  it  acquired  Hambrecht  &  Quist,  a 
relatively  small  San  Francisco-based  in- 
vestment bank  that  specializes  in  high- 
technology  stock  offerings.  The  price: 
$1.35  billion,  a  far  cry  from  the  tens  of 
billions  that  Merrill  might  have  sold  for. 
The  deal  was  quintessential  Chase, 
and  a  revealing  glimpse  of  the  emerging 
style  of  William  B.  Harrison,  who  took 
over  as  chief  executive  in  June.  He  had 
long  known  that  Chase  needed  to  get 
into  the  equities  business.  But  the  court- 
ly North  Carolina  native  was  maintain- 
ing the  Chase  tradition,  inherited  from 
his  predecessor  Walter  V.  Shipley,  of 
building  investment-banking  operations 
piece  by  piece.  The  bank  has  developed 
its  own  powerful  debt  underwriting  and 
merger  advisory  businesses,  often  hiring 
Wall  Street  pros.  By  acquiring  H&Q, 


Chase  is  again  taking  it  slow,  pic 
a  smaller  equity  underwriter  that  s 
be  easier  to  absorb.  "We  have  d 
strated  patience,"  says  Harrison 
will  continue  to  demonstrate  patiel 

But  on  the  other  hand,  Harris! 
staking  out  new  territory.  Since 
over  as  CEO,  Harrison  has  moved 
ly  to  expand  Chase's  Internet  pre: 
h&q  is  another  step  in  that  dire 
Indeed,  Chase  officials  maintain 
they  see  the  deal  more  as  a  move 
the  high-tech  arena  than  the  long-a 
ed  plunge  into  equities.  "It's  a  grea 
portunity  for  us  to  further  particips  \{ 
the   New   Economy,"   Harrison 
"This  is  going  to  make  us  smaller  i 
technology  and  the  Internet." 

Whether  this  combination  of  paL 
empire  building  and  soaring  high 
ambitions  will  satisfy  investors  is 
other  question.  But  as  is  usually 
case  with  Chase,  the  downside  is  1 
ed.  "It's  a  way  for  Chase  to  get 
feet  wet  in  equities,"  says  Michac 
Mayo,  banking  analyst  at  Credit  Si 
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THE   S&P  500   IS 


OW  AVAILABLE   IN 
|      CONVENIENT, 
BITE-SIZED   PIECES. 


vided  the  S&P  500  into  nine  sector  index  funds.  So  now  you  can  customize  your 

ments  by  picking  and  weighting  these  sectors  to  meet  your  specific  investment 

.  Select  Sector  SPDRs  have  the  diversity  of  a  mutual  fund,  the  focus  of  a 

-  fund,  and  the      i-flnO-TH  E-AM  EX  I  tradability  of  a  stock 

'ou  can  buy  or   ^■■■■^■■hbhmhh^hbmbbJ  sell     Select    Sector 

shares  on  the  American  Stock  Exchange  throughout  the  trading  day.  If 

;  hungry  for  more  information  or  would  like  to  receive  a  Prospectus,  talk  to 

j  :inancial  Consultant,  call  us,  or  visit  us  on  the  Web  at  www.spdrindex.com 

{I 

y 

ii»i  SPDRs,  and  Select  Sector  SPDRs  are  trademarks  of  McGraw  Hill  Companies.  Inc  and  have  been  licensed  for  use  The 
luded  in  each  sector  index  were  selected  by  the  compilation  agent  Their  composition  and  weighting  can  be  expected  to 
lhad  by  S&P  ALPS  Mutual  Fund  Services.  Inc  ,  ■  registered  broker  dealer,  is  distributor  for  the 
tor  SPDR  Tiu-.t  Investment  returns  and  principal  value  will  fluctuate  so  that  an  investor's  shares,  when  sold,  may  be  worth 
>u  than  their  original  cost.  Select  Sector  SPDR  Funds  may  bear  a  highor  level  of  risk  than  more  broadly  diversified  funds. 
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Says  Harrison:  "We  have  been  giving 
some  other  investment  banks  some  won- 
derful business." 

Hambrecht  &  Quist  will  give  Chase  a 
chance  to  use  its  leads  in  the  high-tech 
world  to  produce  equity  underwriting 
fees.  And  it  will  enable  Chase  to  arrange 
debt  financing  for  companies  that  h&q 
has  helped  go  public.  "This  is  incredibly 
consistent  with  how  we  have  grown  in- 


First  Boston.  "There's  always  the  ques- 
tion of  whether  they  are  being  too  con- 
servative and  missing  out  on  opportuni- 
ties." 

To  be  sure,  it's  hard  to  say  that 
Chase's  approach  to  investment  banking 
has  been  entirely  its  own  choice.  In  re- 
cent  years,   reports    have   described 
merger  talks  not  only  with  Merrill  but 
with  such  firms  as  Goldman  Sachs  and 
Morgan  Stanley  Dean  Witter. 
Chase  officials  always  declined 
public  comment  on  such  merger 
speculation. 

CULTURE  CLASH.  However,  it 
can  be  said  that  Chase  hasn't 
been  hurt  much  by  its  failure 
to  pull  off  a  big  equities  deal. 
While  competitors  such  as  Citi- 
group and  Bank  of  America 
Corp.  have  struggled  with  the 
challenge  of  getting  investment 
bankers  and  commercial  bankers 
to  work  together,  Chase  has  in- 
creased its  investment  banking 
revenues  and  avoided  corporate- 
culture  clashes.  Indeed,  Chase 
officials  like  to  point  out  that 
last  year,  the  company  made 
$3.3  billion  from  its  business- 
banking  services,  more  than 
comparable  businesses  produced 
at  Morgan  Stanley,  Goldman, 
Citigroup  or  Merrill  Lynch.  CORPORATE  TIES:  Chase's  Harrison  (left)  and  Lee  (center) 

The  key  to  Chase's  incremen-  want  to  leverage  the  tech  business  Case  built  up  at  H&Q 
tal  approach  to  building  its  in 


vestment  bank  has  been  its  dominant 
position  in  syndicated  lending,  a  busi- 
ness headed  by  Chase's  resident  rain- 
maker, Vice-Chairman  James  B.  Lee  Jr. 
Realizing  that  distributing  pieces  of 
loans  isn't  much  different  from  selling 
bonds,  Lee  has  moved  Chase  aggres- 
sively into  debt  underwriting.  So  far 
this  year,  Chase  ranks  third  in  selling 
investment-grade  bonds  and  third  in 
dealing  junk  bonds,  according  to  Thom- 
son Financial  Securities  Data.  In  turn, 
Chase  has  used  its  understanding  of 
corporate  balance  sheets  to  squeeze  into 
ninth  place  among  m&a  advisers. 

In  buying  Hambrecht  &  Quist,  Chase 
is  repeating  its  practice  of  using  one 
successful  business  as  a  basis  for  build- 
ing another.  Already,  Chase's  venture- 
capital  arm,  Chase  Capital  Partners,  has 
become  a  leading  provider  of  seed  capi- 
tal for  high-tech  firms.  From  1998 
through  the  end  of  August,  Chase  Cap- 
ital Partners  has  reported  investment 
gains  of  nearly  $2  billion.  But  it  has 
been  frustrating  for  Chase  to  watch 
competitors  with  equity  capabilities  earn 
underwriting  fees  by  taking  companies 
like  GeoCities  and  Stamps.com  Inc.  pub- 
lic after  Chase  had  discovered  them. 


vestment  banking — brick  by  brick,"  says 
Lee.  "Our  view  of  the  New  Economy  is 
what  drives  this  transaction." 

Daniel  H.  Case  III,  h&q's  chairman 
and  ceo,  says  joining  Chase  will  help  his 
operation  compete  for  bigger  pieces  of 
high-tech  offerings.  Increasingly,  large 
Wall  Street  competitors  have  been  tak- 
ing away  business  from  h&q  in  Silicon 
Valley  by  offering  other  services  and 
products.  So  far  this  year,  Hambrecht  & 
Quist  has  ranked  ninth  in  leading  high- 
tech  initial  public  offerings,  according 


The  Chase  Is  On 


The  third-biggest  bank  hopes  to  use 

Hambrecht  &  Quist  to  build  up  its 

investment  banking  power 

1999  RANKINGS:  CHASE  H&Q 


SYNDICATED  LENDING 

1 

NA 

INVESTMENT-GRADE  BONDS 

3 

NA 

HIGH-YIELD  BONDS 

3    ■ 

NA 

EQUITY  IPOS 

NA 

12 

HIGH-TECH  IPOS 

NA 

9 

MERGERS  AND  ACQUSITIONS 

9 

29 

NA:  NOT  APPLICABLE 
DATA:  THOMSON  FINANCIAL  SECURITIES  DATA 

to  Thomson  Financial  Securities! 
Co.  With  Chase,  Case  says  h&q 
able  to  respond  more  effectively 
challenge  from  rivals.  "Chase  is  t. 
al  strategic  partner  for  us,"  he  sa 
That  Harrison  would  build  his] 
ties  business  on  a  high-tech  base 
to  form.  Scarcely  two  weeks  aft' 
ing  over  as  ceo,  Harrison  Eg 
Chase.com  to  coordinate  the  com 
Internet  operations.  Then 
joined  with  Wells  Fargo 
and  First  Union  Corp.  in  ; 
ture  that  would  route  b: 
consumers  through  cyber 
It  marked  an  aggressh 
tempt  by  banks  to  battle 
against  nonbank  compe 
who  could  conceivably 
providing  corporate  cash 
agement  services  of  their 
Harrison  even  introduce 
Silicon  Valley  tradition  of 
Fridays  to  Chase.  And  th 
tough  sell  at  a  company 
one  senior  executive  cor 
that  his  idea  of  casual  is  1 
his  French  cuffs  in  his  clo 
GO  WEST.  In  absorbing 
brecht  &  Quist,  Harrisoi 
need  all  the  cultural  sensi 
he  can  muster.  The  fin 
landscape  is  littered  wit 
carcasses  of  investment  1 
that  were  taken  over  by 
"  mercial  banks  and  then 
their  dealmaking  talent  walk  ou 
door.  To  keep  H&Q  executives 
Chase  has  set  aside  $200  million  in 
to  pay  them.  And  while  Lee  wi 
main  head  of  Chase's  investment 
ing  operations,  Case  will  serve  as 
man  and  chief  executive  of 
Securities  West,  as  h&q  will  be  ki 
and  head  of  Chase's  Global  Techn 
Group. 

"It's  going  to  be  a  real  challen 
Chase  to  realize  the  full  potent 
H&Q  because  of  the  proverbial  c 
clash,"  says  Michael  A.  Flanaga 
analyst  at  Financial  Service  Anal 
Fort  Washington,  Pa.  "But  I'm  no 
dieting  failure."  Chase,  after  all,  " 
reputation  of  being  a  good  integr 
he  says. 

And  if  Chase  can  get  the  hang 
equity  business  at  a  smaller  sho 
H&Q,  it  will  be  all  the  better  posit 
to  make  a  bigger  equities  deal 
the  road.  Note  that  Case  is  he 
Chase  Securities  West.  There  is 
for  a  Chase  Securities  East,  Nort' 
South.  But  if  that's  going  to  ha 
chances  are  Harrison  will  take  his 
By  Gary  Silverman  in  New 
with  Louise  Lee  in  San  Mateo,  Ca\ 
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TE  THE  KING'S  BIRTHDAY 

This  year  marks  the  King's  sixth  12-\/ear  astrological  cycle  -  the  most  auspicious  milestone  in  a 
Thai's  lifetime.  Don't  miss  tJie  exciting  TJiai  festivals  throughout  1999  in  Amazing  Thailand! 

SWEEPSTAKES 

EXPERIENCE  AMAZING  THAILAND  FOR  YOURSELF. 

Enter  to  win  a  free  vacation  for  two  including  Business  Class  travel,  Executive 
Suite  accommodations  for  nine  nights  in  Bangkok  and  Phuket,  Chiang  Rai  or  Pattaya! 
Don't  let  this  incredible  opportunity  pass  you  by,  simply  go  to 

http://www.thaisweeps.businessweek.com  to  register. 


Who  knows-maybe  you  will  be  the  lucky  winner 
of  this  "amazing"  sweepstakes. 
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SCOREBOARD 


MUTUAL  FUNDS 
GO  TOPSY-TURVY 


Longtime  losers-gold  and  Japan-are  posting  big  numbers.  And  biotech  looks  sharp 


For  the  second  year  in  a  row,  the 
third  quarter  has  turned  out  to 
be  one  ugly  stretch  for  mutual 
fund  investors.  The  Standard  & 
Poor's  500-stock  index  peaked  in  mid- 
July  and  the  Dow  Jones  industrials  in 
August,  and  it  has  been  downhill  since. 
Bond  prices  have  been  sinking,  as  has 
the  dollar.  For  the  quarter  through 
Sept.  27,  the  average  U.  S.  diversified 
equity  fund  showed  a  negative  total  re- 
turn: -5.58%,  vs.  -6.31%  for  the  s&p  500. 
Equity  funds  as  a  whole  fared  a  little 
better,  falling  just  3.69%. 

s&P  500  index  funds,  so  popular  and 
rewarding  for  so  long,  were  no  place  to 
be  in  the  past  few  months.  Of  the  27 
categories  of  equity  funds  tracked  by 
Morningstar  Inc.,  all  but  seven  beat  the 
s&P  (table,  page  156).  Value  funds,  which 
came  to  the  fore  early  in  the  second 
quarter,  fell  behind  again,  thanks  in 
large  part  to  sinking  financial  stocks. 
Banks,  brokers,  and  insurance  companies 
fell  victim  to  higher  interest  rates,  earn- 
ings shortfalls,  and  a  slowdown  in  merg- 
ers and  acquisitions.  That  gave  finan- 
cial funds  the  quarter's  worst 
performance.  "Financial  stocks  are  aw- 
fully attractive  relative  to  the  rest  of 
the  market,"  says  Jeffrey  Morris,  port- 
folio manager  of  Invesco  Financial  Ser- 
vices' fund,  down  16.59%  for  the  quarter. 
"But  I  just  don't  know  what  the  catalyst 
will  be  to  get  them  moving  again." 
"BAD  QUARTER."  Losses  in  financial 
stocks  wreaked  havoc  on  Vanguard 
Windsor  II,  down  13.86%,  and  made  it 
the  worst-performing  of  the  Big  10  eq- 
uity funds  (table,  page  154).  Another 
factor  likely  stemmed  from  the  64%  de- 
cline in  Waste  Management  Inc.,  one  of 
the  fund's  ten  largest  holdings  at  the 
start  of  the  quarter,  says  Dan  Wiener, 
editor  of  The  Independent  Adviser  for 
Vanguard  Investors.  "There's  been  no 


The  Best  Performers 

Gold  funds  sparkle  now-but  for  how  long? 


TOTAL  RETURN* 


AMERICAN  CENTURY  GLOBAL  GOLD  INV.  31.23% 

EATON  VANCE  GREATER  INDIA  B  30.80 

FIDELITY  JAPAN  SMALL  COMPANIES  29  52 

U.S.  GLOBAL  INVESTORS  GOLD  SHARES  28  65 

U.S.  GLOBAL  INVESTORS  WORLD  GOLD  28.50 

FIDELITY  SELECT  PRECIOUS  METALS  ft  MIN.  28.48 

GABELLI60LD  27.46 

VAN  ECK  GOLD/RESOURCES  A  26.67 

MONTEREY  OCM  GOLD  25.55 

FIDELITY  JAPAN  25.49 

WARBURG  PINCUS  JAPAN  SM.  CO.  COMM.  25.48 

DEUTSCHE  JAPANESE  EQUITY  A  25 .42 

FIDELITY  SELECT  GOLD  25.06 

EVERGREEN  PRECIOUS  METALS  A  24.65 

WARBURG  PINCUS  JAPAN  GROWTH  COMM.  24.14 

JAPAN  23.91 

SOGENGOLDA  23.16 

FRANKLIN  BIOTECHNOLOGY  DISCOVERY  A  22.70 

RYDEX  PRECIOUS  METALS  21.96 

FRANKLIN  GOLD  A  21.61 

MONTEREY  MURPHY  NEW  WORLD  TECHNOLOGY  21.39 

NEVIS  20.85 

LIBERTY-NEWPORT  JAPAN  OPPORTUNITIES  B  20.24 

PIONEER  GOLD  A  19.90 

USAAGOLD  19.57 


TOTAL  RET 
STRONG  ENTERPRISE  19 

OPPENHEIMER  60LD  ft  SPECIAL  MINERALS  A     19 
LEXINGTON  GOLDFUND  19 

VAN  WAGONER  EMERGING  GROWTH  1 9 

SCUDDERGOLD  19 


RYDEX  BIOTECHNOLOGY  INV.  18 

VAN  WA60NER  MICRO-CAP  18 

MSDW  PRECIOUS  METALS  ft  MINS.  B  1 8 

HOMESTATE  YEAR  2000  18 

T.  ROWE  PRICE  INTERNATIONAL  DISCOVERY  18 


BENDER  GROWTH  C  18 

NORTHSTAR  SPECIAL  B  18 

GOLDMAN  SACHS  JAPANESE  EQUITY  A  18 

INVESCO  GOLD  1 

OPPENHEIMER  REAL  ASSET  A  t  1 


RED  OAK  TECHNOLOGY  SELECT  1 

WRIGHT  EQUIFUND-JAPAN  1 

AXP  PRECIOUS  METALS  A  1 

BLACKROCK  MICRO-CAP  EQUITY  INV.  B  16 

VANGUARD  GOLD  ft  PRECIOUS  METALS  1 6 


VAN  ECK  INTL.  INVESTORS  GOLD  A 
FIDELITY  PACIFIC  BASIN 
T.  ROWE  PRICE  JAPAN 
RESERVE  SMALL-CAP  GROWTH  R 
DRESDNER  RCM  GLOBAL  TECHNOLOGY  I 


*Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  July  1  through  Sept.  27,  1999 

DATA:  MORNINGSTAR,  INC. 


sea  change  in  the  way  the  fund  is  man- 
aged," says  Wiener.  "It's  just  been  a 
bad  quarter."  All  told,  six  of  the  mega- 
funds  beat  the  s&P,  including  Vanguard 
500  Index,  which  inched  out  its  bench- 
mark by  a  few  basis  points. 

The  volatile  market  and  souring  fund 
performance  are  taking  their  toll  on  in- 
vestors, who  are  slowing  contributions 
and  stepping  up  redemptions.  Industry- 


■ 


wide,  cash  inflows  for  the  Jan 
through-August  period  are  down 
from  last  year  and  31%  from  the  r 
set  in  1997.  Robert  L.  Adler  of 
Data  Services,  which  tracks  cash 
into  funds,  says  in  five  of  the  pa 
weeks  more  cash  came  out  of  e 
funds  than  went  in. 

About  half  of  the  cash  inflow 
to  technology  and  large-cap,  mainl; 


Higher  interest  rates  and  earnings  shortfalls  turned 
financial  funds  into  the  quarter's  worst  performers 
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BUYING  A  COMPUTER? 

MAYBE  YOU  SHOULD  START  AT  A 
PLACE  THAT  DOESN'T  SELL  ANY. 


fill  reviewed  desktops 


First-rate  cut-rate  PCs 


How  cheap  is 


New  speed  demons 


Corporate  PCs  reviewed 


too  cheap? 


14  cheap  PCs 


-  reviewed 


and  under 


PC  game  collecting  tips 


Big  Brother  and 
big  business 


8  business  PCs 


Latest  headlines 


How  easy  is 
getting  online? 


High-powered  home  PCs 


10  home  PCs 


Current  discussions 


CNET  recommends 


What  to  look  for 


Innovative  solutions 

from 
software  developers 


Comparison 
chart 


Other  categories 


"I'm  looking 


for  a  good 

desktop  computer" 

from  Skip 

Let's  go  shopping 
-  Editors' 


Printers 


7  leading-edge  PCs 


Performance  chart 


Protect  your  PC 


i 


%) 


Solid  choices 
with  few  thrills 


Before  you  buy 


Choice 

Tools,  tricks, 
&  downloads 


Graphics  and  sound 


The  good,  the  bad,  the  bottom  line 


How  we  tested 


ISPs 


CNET  ultimate  ISP  guide 


MP3:  Topic 
Center 


Gamer's  guide  to 
3D  sound  cards 


Personal  lasers: 
What  to  look  for 


Quality 


Dial-up  downloads 


CNET.com 

The  source  for  computers  and  technology." 


Laser  print  speed 
comparison 


INVESTING    I    REVIEWS    I    PRODUCT  COMPARISONS 


TECH  AUCTIONS    I    GADGETS   I    HELP   I   AND  MORE 


Finance 


500,  index  funds.  Tech  funds  are  still 
on  a  roll,  up  7.85%,  and  in  fact  they 
picked  up  momentum  toward  the  end  of 
the  quarter  even  while  the  overall  mar- 
ket went  downhill  thanks  to  Net  stocks. 
But  Adler  worries  about  index  funds. 
Actively  managed  funds  now  have  4.8% 
of  assets  in  cash,  but  indexers  have 
none.  So  if  redemptions  someday  out- 
pace inflows,  the  funds  have  no  choice 
but  to  sell  stocks.  Says  Adler:  "In  a 
declining  market,  that  would  be  like 
throwing  gasoline  on  a  fire." 

Bond  funds  offered  some  refuge,  but 
investors  would  have  been  better 
served  by  a  money-market  fund.  Tax- 
able bond  funds  had  slightly  negative 
total  returns  for  the  quarter,  -0.04%, 
with  the  best  showing  coming  from 
short-  and  ultrashort-term  funds.  In- 
ternational bond  funds  that  don't  hedge 
their  foreign  currency  exposure  also 
benefited  as  the  yen  and  euro  gained 
against  the  dollar.  But  tax-free  bond 
funds  performed  even  worse  than  tax- 
ables,  down  1.26%. 

GLITTERING  GOLD.  If  anything,  the  quar- 
ter's results  reinforced  the  principle  of 
diversification  among  fund  categories. 
Just  look  at  the  precious-metals  funds, 


How  the  Big  Funds  Fared 


FUND 


FIKLTTY  MAGELLAN 


WASHINGTON  INTUL  INKSTMS 


FItClJTY  MNTMFMi 

AMERICAN  CENTWY  KTRA  INVESTBRS 


NET  ASSETS 
BILLIONS 

$93.6  " 

91.1 

55.5 

■      52.1 


TOTAL 
RETURN* 

-6.20% 

-6.25 
-9.59 
-6.87 


banks  said  they  would  n 
gold  over  the  next  five 
beyond  the  2000  tons  al 
scheduled  to  be  sold.  Th 
moved  fears  of  additiona 
ply.  Bullion  prices  jumpei 
to  $308  in  two  days,  but 
mining  stocks  jumped 
That  made  gold  funds  tl 
winners  for  the  quarte 

not  necessarily  a  great  de 

"»JTT«««ra*  WC«I  47.6  -6.64  ing  forward.  "At  this  poir 

41  3  -5  03  stocks  are  fairly  valued 

tive  to  gold,"  says  Bill  M 

portfolio  manager  for  A 
can  Century  Global  Go! 
vestors,  up  31.23%,  the 
performing  fund  for 
-5.32  quarter.  "To  go  higher, 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  prices  Will   nave  to  mak< 

taxes,  July  1  through  Sept.  27, 1999  DATA  morningstar,  inc.       ther  gains,  and  that's  got 

be  tough.  People  are  su 


VANCIAM  WELLMCTGN 


32.4 
31.9 
26.3 


-13.86 
-2.74 


an  all-but-forgotten  investment  for  most 
of  the  past  five  years  as  deflation  and 
central  bank  bullion  sales  hammered 
their  price  down.  On  Aug.  25,  gold  trad- 
ed at  $252.55  an  ounce,  the  lowest  price 
in  two  decades  and  just  slightly  above 
the  average  cost  of  production. 

But  in  late  September,  15  central 


The  Worst  Performers 

Value  and  financial  funds  scrape  bottom 

TOTAL  RETURN* 
IN  HUE                                              -32.87% 

TOTAL  RETURN* 

ALLIANCE  GLOBAL  ERYIMMKNT  A 

-16.30% 

LEXMKTW  TMMU BULK  MSSU 

-31.40 

nDELmSELECTRMIERAGEABWESTMENT-16  26 

fbkuty  snicT  twmmm nmt  sics. 

-30.14 

RAMMW 

-15.93 

MMCR  BALANCES  1 

-25.00 

VAN  UNPEN  VALIE  R 

-15.77 

wnaiUKsmnmmm. 

AMSMTN  UMWUl  EtjJfTT  PREM. 

-21.42 
-20.19 

SCOMER  FKANGtAL  SERVICES 

-15.65 

CALVERT  CAPITAL  ACCNMWLATMM  A 

-15.44 

vimuMmuii. 

-19.76 

MMES 

-15.43 

sail  barmy  ctmumi  i 

-19.53 

FIRST  AMERICAN  MB  CAP  VALK  A 

-15.42 

MONTGOMERY  EMERGIM  ASIA  1 

-19.51 

CAMUNASMV. 

-15.42 

num  WKV  VALK  B 

-19.46 

AMERICAN  RERfTAGE 
MSBWVALKB 

-15.38 
-15.36 

CEITWY  SIARES 

-18.65 

AlHNEi.S.  REAL  ESTATE  EMTrYY 

-18.53 

FltELm  SELECT  BANKING 

-15.21 

«M  LAME  CAP  VALK  «V. 

-18.16 

■ONESTEAJB  VALK 

-15.19 

MSflW  KB-CAP  MVKNi  GMWTI 1 

-17.89 

BJFWFMfl  BFBMM  GtARfMil 

-15.09 

FBEIITY  SELECT  NEMCAL  BEUVERY 

-17.80 

VMTMEL  N.S.  VALK 

JMN  NANCMt  FTNANCIAL  IMtSTRKS  1 

-14.98 
-14.96 

STROM  SCNAFER  VALK 

-17.78 

KARTLAMMR  CAP  VALK 

-17.57 

1838  SMALL  CAP  EMTTY 

-14.94 

RYKX  FINANCIAL  SERVICES  HV. 

-17.36 

VISION  GMWTR  8  INCOME 

-14.90 

corneas 

-17.23 

MTCWQS8WUEYSMALLCAP 

-14.89 

PAWEWEMER  FINANCIAL  SVCS.  GMWTI  A 
T.  MWE  PRICE  FNUKiAL  SERVICES 

-16.75 
-16.66 

PMENIX-ENGEMANN  VALK  25  A 

-14.86 

PACIFIC  AIVISONS  SMALL  CAP  A 

-14.80 

FUCUTY  SELECT  IRSMtAKE 

-16.60 

CALVERT  NEW  AFRICA  A 

-14.75 

INVESCO  FINANCIAL  SERVICES 

-16.59 

UK  VALK 

-14.74 

CNISTW  GMWTI  (INCOME 

-16.59 

FIKUTY  SELECT  ANTOMOTTVE 

-14.73 

LONCLEAF  PARTNERS 

-16.57 

IAMN  ASSET 

-14.68 
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that  these  prices  will  even  stick." 
Funds  that  invest  in  Japan  wei 
other  big  winner  for  the  quart 
17.16%.  For  a  long  time,  they  w> 
much  more  popular  than  gold  f 
even  though  the  Tokyo  stock  m 
has  sparkled  for  most  of  the  ye 
strengthening  yen  made  these 
look  even  better.  Still,  relativelj 
fund  investors  shared  in  this  m< 
U.  S.-based  mutual  funds  investing 
in  Japan  have  assets  of  just  $6  bil 
This  is  not  the  first  time  the  Jap 
stock  market  rallied  during  its  de 
long  bear  market,  of  course.  And 
rally  subsequently  proved  to  be  a 
start.  But  this  time  really  is  difft 
portfolio  managers  insist.  "The  econ 
are  positive,"  says  Seung  Kwak,  m 
er  of  the  $1  billion  Japan  Fund.  "Tl 
fiscal  stimulus,  and  banks  are  in 
better  shape  than  they  have  bei 
years."  Todd  Jacobson,  co-manag 
two  Warburg  Pincus  funds  that  i: 
in  Japan,  adds  that  Japanese  comp 
are  finally  starting  to  do  what  their 
counterparts  did  a  decade  ago:  res 
ture,  focus  on  earnings  growth,  anc 
ate  value  for  shareholders. 

There's  more  than  one  way  to 
Japan's  rebound.  T.  Rowe  Price  I 
national  Discovery  Fund  is  shining 
again — up  18.5%  this  quarter  and 
year-to-date — thanks,  in  part,  to  a 
stake  in  Japanese  small-company  s' 
the  fund  established  last  Noven 
"They  were  just  too  cheap  to  ign 
says  Justin  Thomson,  the  fund's  pc 
lio  manager.  Thomson,  who  took 
the  small-cap  fund  a  year  ago, 
dropped  the  fund's  emerging  ma 
stocks  altogether,  except  for  thos 
India.  "That's  the  one  emerging 
ket  where  smaller  companies  act 
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WHILE  EVERY  OTHER 
ICT  SERVICE  COMPANY 

WAS  OUT  THERE 
LOOKING  FOR  A  NEW 

OPPORTUNE 
WE'VE  CREATED  V/NE. 


GetiynicsWang 


in  today's  quick-paced  world  of  Information  and  Communication  Technology  (ICT),  we  found  the 
best  way  to  be  ready  for  change  was  by  making  changes  ourselves.  In  July,  we  merged  the  strengths 
of  Getronics  and  Wang  Global  to  form  one  of  the  world's  top  technology  solutions  and  services 

)k|  companies.  In  doing  so,  we've  become  34,000  employees  strong  across  44  countries.  How  strong? 
In  just  the  first  half  of  1999,  our  net' earnings  increased  by  57%  and  earnings  per  share  were  up  more 

,,   than  53%.  So,  now  that  we've  made  our  changes,  we're  read)  to  handle  yours,  www.getronics.com 

jet) 


Finance 


India,  with  its  equity-friendly  climate,  shaped  up 
as  the  best  play  in  emerging  markets 


have  intellectual  property  and  add  val- 
ue," says  Thomson,  who  has  about  7% 
of  the  fund's  assets  in  India. 

Those  who  own  Eaton  Vance  Greater 
India  B  know  what  Thomson  is  talking 
about,  and  then  some.  The  fund,  up 
30.8%  for  the  quarter,  is  a  pure  play 


more  companies  are  delivering  positive 
earnings  surprises,  and  acquirers  are 
paying  good  money  to  buy  them,"  says 
Kurt  von  Emster,  portfolio  manager  of 
Franklin  Biotechnology  Discovery  A,  up 
22.7%  for  the  quarter.  Biotech  invest- 
ments, along  with  high  tech,  are  also 


The  Best  Bond  Funds 


TAXABLE  FUNDS 


TAX-FREE  FUNDS 


TOTAL  RETURN* 


TOTAL  RETURN* 


THIRD  AVENUE  HIGH-YIELD 

4.42% 

STRONG  INTERNATIONAL  BOND 

4.04 

MUNDER  INTERNATIONAL  BOND  A 

4.01 

LEGG  MASON  GLOBAL  GOVT.  PRIM. 

3.69 

ABN  AMRO  INTL.  FIXED-INCOME  COMM. 

3.43 

MAINSTAY  INTERNATIONAL  BOND  B 

3.33 

FRANKLIN  TEMPLETON  HARD  CURRENCY  A 

2.59 

ALLIANCE  NORTH  AMERICAN  GOVT.  INC.  B 

2.45 

NORTHERN  INTERNATIONAL  FIXED-INCOME 

2.36 

T.  ROWE  PRICE  INTERNATIONAL  BOND 

2.20 

HIGHMARK  CA.  INTERM.  TAX-FREE  BOND  A  1.11% 

CALIFORNIA  INVESTMENT  CA.  INS.  INTERM.  1.07 

FRANKLIN  CA.  INTERM.  TAX-FREE  INCOME  0.79 

CALVERT  TAX-FREE  RES.  LIMITED-TERM  A  0  71 

PAYDEN  S  RYGEL  SHORT  DURATION  T/E  R  0.71 

BERNSTEIN  SHORT  DURATION  CA.  MUNICIPAL  0.70 

AMERICAN  CENTURY  CA.  LTD.-TERM  T/F  INV.  0.69 

MUNDER  TAX-FREE  SHORMNTERM.  BONO  A  0.67 

M.S.D.&T.  INTERMEDIATE  TAX-EXEMPT  0.63 

SMITH  BARNEY  INTERM.  MATURITY  CA.  A  0.59 


AVERAGE  OF  1303  FUNDS  -0.04  AVERAGE  OF  1426  FUNDS 
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-1.26 


on  the  world's  second-most-populous  na- 
tion. "Restructuring  is  bearing  fruit," 
says  Zaheer  Sitabkhan,  the  fund's  port- 
folio manager.  "On  small  increases  in 
revenues,  these  companies  are  producing 
big  increases  in  profits."  What's  also 
positive  is  an  equity-friendly  climate: 
Capital-gains  taxes  have  been  halved, 
and  dividends  are  now  tax-free.  There  is 
political  risk,  though.  Tensions  with  Pak- 
istan over  nuclear  weapons  and  fighting 
in  Kashmir,  plus  Oct.  6  elections,  could 
change  the  investment  picture. 
HEALTHY  BIOTECHS.  Although  U.S. 
funds  were  hard-pressed  to  keep  up 
with  global  recovery  plays,  they  did 
have  their  bright  spots.  Nevis  Fund,  a 
mid-cap  growth  fund  that  came  out  of 
obscurity  earlier  this  year  with  a  con- 
centrated portfolio  of  technology,  tele- 
com, and  health-care  stocks,  continued 
to  sparkle  with  a  20.85%  third-quarter 
gain  that  brings  the  year-to-date  return 
to  153.6%.  And  funds  legend  Garrett  R. 
Van  Wagoner  has  kept  his  comeback  on 
track.  Van  Wagoner  Emerging  Growth 
Fund  gained  19.22%  in  this  difficult 
quarter,  bringing  its  year-to-date  per- 
formance to  145.1%.  Van  Wagoner  Mi- 
cro-Cap gained  another  18.95%,  lifting 
its  1999  return  to  111.1%. 

Biotech   funds   stood   out   as   well. 
"More  companies  are  making  money, 


fueling  stellar  performance  at  more  di- 
versified small-cap  funds,  such  as  Strong 
Enterprise,  up  19.41%  for  the  quarter 
and  Northstar  Special  B,  up  18.3%. 
"Health-care  services  are  problematic, 
and  big  drug  companies'  growth  is  slow- 
ing," says  Mary  Lisanti,  portfolio  man- 
ager of  Northstar  Special.  "That  makes 
biotech  the  only  game  if  a  portfolio  man- 


ager wants  exposure  to  health 
On  the  bond-fund  side,  it's  a  lo 
er  for  portfolio  managers  to  stai 
But  Margaret  D.  Patel,  portfoli 
ager  of  the  Third  Avenue  Higi 
Fund,  managed  to  do  it,  achie 
4.42%  total  return  for  the  quarte 
-2.03%  return  for  the  average 
yield  fund.  Her  secret  weapon 
converts,"  convertible  bonds  wh 
deriving  stock  price  is  so  low  t 
conversion  feature  is  essentially 
less.  If  the  underlying  stock  re 
however,  these  bonds  could  be 
a  lot.  If  not,  the  bonds  still  pay 
terest.  The  key,  she  says,  is  to 
the  bond  where  the  underlying 
is  going  to  get  a  whole  lot  better 
tripled  my  money  on  some  com 
says  Patel.  "That  would  not  hav 
pened  with  a  regular  high-yield  I 
But  lately  Patel,  who  has  mo^ 
Pioneer  Funds  but  continues  to  n 
Third  Avenue,  has  been  shifting 
from  busted  converts  to  regular 
The  allure:  The  high-yield  premiun 
Treasuries  is  five  percentage  poii 
the  premium  holds,  the  bonds  shoi 
liver  about  10.5%  over  the  next 
"which,  until  four  years  ago,  used 
considered  an  equity-like  return 
other  quarter  or  two  like  the  las 
and  it  may  be  a  return  that  equit; 
shareholders  would  be  glad  to  ear 
By  Jeffrey  M.  Lade 
in  Neu 


The  Fund  Averages 

All  but  seven  categories  beat  the  S&P  500 


PRECIOUS  METALS 

19.93% 

SMALL-CAP  BLEND 

-5. 

JAPAN 

17.16 

DIVERSIFIED  EMERGING  MARKETS 

-6. 

TECHNOLOGY 

7.85 

PACIFIC/ASIA  EX-JAPAN 

-6. 

DIVERSIFIED  PACIFIC/ASIA 

5.62 

LARGE-CAP  BLEND 

-6. 

FOREIGN 

2.80 

SMALL-CAP  VALUE 

-7. 

NATURAL  RESOURCES 

1.94 

MID-CAP  BLEND 

-8. 

INTERNATIONAL  HYBRID 

0.67 

LATIN  AMERICA 

-8. 

EUROPE 

0.33 

LARGE-CAP  VALUE 

-9. 

SMALL-CAP  GROWTH 

-0.23 

MID-CAP  VALUE 

-10. 

WORLD 

-1.33 

REAL  ESTATE 

-10, 

MID-CAP  GROWTH 

-1.58 

FINANCIAL 

-13. 

COMMUNICATIONS 

•    -1.64 

ALL  EQUITY  FUNDS 

-3. 

HEALTH 

-2.02 

U.S.  DIVERSIFIED  EQUITY 

-5.G 

LARGE-CAP  GROWTH 

-3.46 

S&P  500  INDEX 

-6.1 

DOMESTIC  HYBRID 

-3.98 
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UTILITIES 

-4.12 
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ISSIOIM:  Systems  integration  on  a  massive  scale.  Few  companies  on  earth  do  ii  .is  elegantly  (or  successfully) 
s  Lockheed  Martin.  Lor  more  than  '»()  years,  we've  brought  together  a  wide  variety  of  complex  systems  and 
made  them  perform  as  one — including  proven  solutions  for  government,  military  and  commercial  clients 


Never  underestimate 
the  importance  of  systems  integration? 


UCCESS:  1  lubhlc  space  telescofv.  AL(  MS  naval  combat  system.  FAA  air  traffic  management.  F-^ 
iii  rait  Bach  is  a  I  ockheed  Martin  systems  integration  solution;  each  benefits  from  the  same  discipline:  measuring 
very  decision  against  *.  UStomer  need.  If  you  have  tough  problems  to  solve,  see  us  at  www.lockheedmartin.com. 


Legal  Affairs 


COMMENTARY 


By  Susan  B.  Garland 


CAN  A  TOUGH-GUY  LAW  DECK  BIG  TOBACCO? 


For  years,  Big  Tobacco  has  won 
over  juries  in  negligence  lawsuits 
with  a  compelling  argument:  The 
smoker  should  have  known  better. 
But  the  federal  government's  unprece- 
dented lawsuit  against  the  industry 
could  change  that.  By  using  a  law  de- 
signed to  fight  mobsters,  the  govern- 
ment is  trying  to  make  it  as  hard  for 
the  industry  to  fault  the  smoker  as  it 
was  for  the  Mafia  to  blame  its  victims 
for  wearing  cement  boots. 

Many  legal  observers  scoffed 
when  the  Justice  Dept.  filed  its 
Sept.  22  suit.  The  case  relies  heavi- 
ly on  the  1970  Racketeer-Influenced 
&  Corrupt  Organizations  Act, 
which  Congress  created  to  go  af- 
ter mobsters.  But  the  much-ma- 
ligned statute  may  be  the  govern- 
ment's most  effective  weapon. 
Many  private  personal-injury  suits 
in  the  past  have  failed  to  find  the 
industry  was  liable  for  the  plain- 
tiffs tobacco-related  illness  be- 
cause they  argued  that  smokers 
made  a  deliberate,  informed  deci- 
sion to  light  up.  But  under  the  civil 
section  of  Rico,  the  spotlight  will  shift 
away  from  smokers'  conduct  to  the  in- 
dustry's own  behavior. 

Placing  tobacco  executives  in  the 
same  category  as  the  Mafia  wins  the 
government  some  public-relations 
points,  too.  But  more  important,  the 
law  is  so  broad  that  the  government 
has  a  real  shot  at  victory.  Indeed,  the 
statute  has  become  a  staple  in  private 
commercial  litigation,  where  all  sorts 
of  businesses  are  accused  of  engaging 
in  a  pattern  of  fraud  or  price-fixing. 
In  1994,  the  U.S.  Supreme  Court  ex- 
panded Rico's  already  broad  scope  by 
upholding  a  claim  by  health-care  clin- 
ics that  anti-abortion  groups  were 
part  of  an  illegal  conspiracy  to  shut 
them  down. 


To  prevail,  the  government  must 
prove  that  tobacco  companies  were  in- 
volved in  an  ongoing  pattern  of  illegal 
activity.  Justice  charges  that  the  in- 
dustry created  its  illegal  enterprise  on 
Dec.  15,  1953,  at  a  meeting  of  five  to- 
bacco company  CEOs  in  New  York. 
The  government  alleges  that  they 


agreed  to  work  on  a  "concerted  pu 
relations  campaign"  to  deny  publis| 
studies  showing  links  between  srat 
ing  and  disease.  They  also  allegedlj 
conspired  to  suppress  internal  re- 
search on  health  hazards  and  addic 
tion,  Justice  says. 

Soon  after,  the  companies  forme^ 
two  trade  groups  that,  while  purpc 
ing  to  be  independent,  conspired  tc 
execute  the  industry's  plan  to  misl^ 
the  public,  the  government  claims. 
Justice  accuses  the  companies  of  11 
"racketeering  acts"  of  mail  and 
fraud,  such  as  sending  out  adver] 
tisements  and  press  releases  tha 
the  companies  knew  to  be  false. 
KIDS'  STUFF.  Florida  and  Texas 
have  used  Rico  in  Medicaid  frail 
cases  against  the  health-care  in| 
dustry,  though  the  cases  were 
tied  before  the  Rico  charges  we 
tested  in  the  courts.  G.  Robert 
Blakey,  a  Notre  Dame  Law  Sch<] 
professor  who  wrote  the  federal 
Rico  statute  as  a  Senate  aide,  hell 
both  states  and  encouraged  Justice 
use  Rico  to  pursue  the  tobacco  indi 
try  as  well.  "There  are  no, defenses 
he  says.  "This  is  not  a  difficult  mail 
and  wire-fraud  case  to  prove,  given 
the  documents  we  have  now."  Parti 
larly  powerful,  says  Blakey,  would  1 
any  evidence  that  the  industry  had 
aimed  its  marketing  at  children. 

That's  not  how  tobacco  industry 
lawyers  see  it.  "This  effort  by  Justi 
stretches  Rico  beyond  recognition," 
says  Philip  Morris  Companies  Assoi  iqvm 
ate  General  Counsel  Gregory  G.  Lit 
tie.  Indeed,  federal  courts  recently 
dismissed  Rico  charges  brought 
against  the  tobacco  industry  by  uni< " 
health  plans,  which  were  trying  to  i 
cover  the  costs  of  treating  tobacco-i  :f m 
lated  illnesses  of  their  members.  Th  5 
courts  ruled  that  the  unions  could  n 


JUSTICES 
ARSENAL 

In  its  civil  suit 
against  the  tobacco 
industry,  the  Jus- 
tice Dept.  relies  on 
three  laws 

DATA:  BUSINESS  WEEK 


MEDICAL  CARE 
RECOVERY  ACT  OF  1962 

Allows  the  government  to  re- 
cover costs  of  treating  in- 
juries caused  by  third  party. 
Originally  enacted  to  pay 
costs  of  defense  personnel 
in  military  hospitals. 


MEDICARE  SECONDARY 
PAYER  Bans  Medicare  from 
paying  for  health  care  if 
beneficiary  is  covered  by 
third  party,  and  authorizes 
the  government  to  recover 
Medicare  payments  from  a 
third  party. 


RACKETEER-INFLUENCED 
&  CORRUPT  ORGANIZA- 
TIONS ACT  RICO  allows  a 
party  to  go  after  an  "enter- 
prise" engaged  in  a  pattern 
of  illegal  activity,  in  this 
case  using  the  mail  to  de- 
fraud the  public. 
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Question: 

What  did  the  e-tailer 

say  to  the  retailer? 
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Answer: 

■ » 'V  floor  space  is 

bigger  than  yours. 


Records 

ding  a  state-of-the-art  technical 
,^jl  tion,  we're  helping  Tower 
^  Is  individualize  their  customer's 
ouying  experience.  Experience 
h  towerrecords.com. 'We're 
I  a  good  thing  even  better. 


II 


-Garten 

ategy  and  technological  solution 
d  us  to  transform  the  order 
sing  procedures  of  Europe's 
i  gardening-supply  company, 
ig  the  time  to  process  an  order 
■ur  days  to  one  and  giving  their 
dealers  access  to  a  product 
more  than  2,500  goods. 


jre.com 

ped  Furniture.com  build  the 
largest  online  furniture  store, 
|'er  50,000  items  from  over  100 
ucturers.  Shoppers  easily  browse 
it  selection,  create  their  own 
>om,  and  work  with  design 
:ants  for  personal  service. 

r  our  white  paper: 

lies  for  Growing  Your  Business 
1 1  I   commerce 

ces  worldwide 
tune  100  clients 
:t  us  at: 

'9  3241  ext.  132 
»5  8964  (International! 
om 


E-commerce.  It  offers  incredible  opportunities.  You  can  fit 
a  million  shoppers  in  your  store  and  keep  your  cash  register 
ringing  24  hours  a  day,  7  days  a  week.  You  can  track  buying 
habits  and  predict  purchases.  USWeb/CKS  designs,  develops 
and  deploys  successful  e-commerce  sites.  We've  created 
a  new  standard  to  measure  this  success:  time-to-value. 
Time-to-value  means  the  ability  to  use  insight,  experience 
and  scale  to  deliver  breakthrough  results  quickly.  We've  done 
it  in  over  3,000  client  engagements.  We  can  expand  your 
digital  floor  space.  Fast.  Contact  us  for  details. 


USWeb/CKS 

Transforming  business  in 
the  digital  economy. 
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GROWTH  6  INCOME 

FUND 


REYNOLDS  BLUE  CHIP  GROWTH  FUND 

AVERAGE  ANNUAL  TOTAL  RETURNS  ENDED  6/30/99 

&jfth  &&S  (^fo  ^ft 


1YEAR 


3  YEARS 


5  YEARS 


10  YEARS 


$1,000.00  MINIMUM  INVESTMENT,  INCLUDING  IRAS 
PLEASE  CALL  FOR  OUR  FREE  INVESTOR  KIT. 


REYNOLDS 


MUTUAL  FUNDS 


NO-LOAD 

1-800-773-9665 

www.reynoldsfunds.com 


*For  the  five  year  period  ended  6/30AM  out  of  323  Growth  &  Income  funds  ranked  hy  Upper  Inc.  The  Fund  was  ranked  #5 
out  ol  843  lunds  for  the  one  year  period  ended  0/30/99  The  Fund  was  ranked  #1  out  of  515  funds  for  the  three  year  period 
ended  h/30/99.  The  Fund  was  ranked  #3  out  of  148  funds  for  the  ten  year  period  ended  6/30/99  Performance  data  represents 
past  performance,  which  is  no  guarantee  of  future  results  Investment  return  and  principal  value  will  fluctuate  so  that  shares, 
when  redeemed,  will  he  worth  more  or  less  than  their  original  cost.  The  investor  kit  contains  a  prospectus  with  more  com- 
plete information,  including  management  fees  and  expenses  Please  read  it  carefully  before  you  invest  or  send  money. 


No  Batteries  Required 


Gold 

blocking 

of  your 

full  name 

add  $4.75. 

Planner  size 

6'/,"x  33/,"x.  '/," 


Featuring  quick  data  entry,  an  easy-to-read  display  and  a  sleek  design,  the  2000 
Business  Week  Pocket  Planner  remains  the  king  of  the  handhelds.  Available  in  black  or 
burgundy,  the  Pocket  Planner  comes  fully  loaded  with  a  1 3-month  calendar,  week-to- 
view  appointment  pages  and  a  business/travel  information  section. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PLANNER  and  mail  to  DEPT. 
BC30,  P.O.  Box  1597,  Fort  Lee,  NJ  07024  U.S.A.  Enclose  separate  sheet  with  color 
choice,  personalization  requirements  and  delivery  details.  New  Jersey  residents  add 
6%  sales  tax.  Full  refund  if  not  completely  satisfied  with  materials  and  workmanship . 


USA  Credit  card  holders  may  call  TOLL-FREE  800-553-3575. 
Ask  for  l)ept  BC30  We  honor  AmEx/Diners/Visa/MasterCard 


For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040,  or  fax  to  201-461-9808. 


seek  triple  damages,  which  are 
ally  allowed  under  Rico,  becaust 
they  were  not  directly  injured  bj 
the  industry. 

Federal  prosecutors  are  hopir 
to  avoid  that  trap  by  forgoing  tr| 
damages.  Instead,  they  will  seek 
disgorgement  of  profits  and  cha 
in  industry  practices.  But  Little  I 
says  that  for  the  government  to  I 
cover  ill-gotten  gains,  it  would  hj 
to  show  "how  specific  profits  wei 
generated  by  specific  wrongful  cj 
duct,"  which  he  says  is  a  virtua 
impossible  task.  And  while  Justii 


Tobacco  lawyers 
say  the  U.S.  is 

stretching  RICO 

beyond 

recognition 


also  is  requesting  the  court  to  o: 
der  the  industry  to  stop  decepti 
advertising  and  other  misleading 
marketing  practices,  Little  says 
companies  already  have  agreed  t| 
many  of  Justice's  proposed  reme 
dies  in  their  $246  billion  settlem 
of  state  Medicaid  suits. t 

No  doubt,  the  government's  e 
must  leap  some  high  hurdles.  Co: 
sidering  that  the  government  or- 
dered warning  labels  on  cigaretti 
packs  as  far  back  as  the  mid-1961 
Justice  may  have  a  difficult  time 
proving  it  was  defrauded.  Tobac 
lawyers  will  charge  that  political 
considerations  are  driving  the  caj 
And  they'll  further  attack  the  fee 
eral  government  for  being  hypoa 
ical.  If  Big  Tobacco  is  the  equiva- 
lent of  La  Cosa  Nostra,  they'll 
assert,  government  officials  and 
Congress  were  co-conspirators,  r: 
ing  in  billions  in  excise  taxes,  sut 
dizing  overseas  marketing,  and  a 
cepting  campaign  donations  from 
the  industry. 

Hypocrisy  won't  make  or  brei 
the  case,  though.  In  the  end,  proi 
cutors  could  surprise  everyone  if 
they  prove  that  tobacco  executiv 
while  perhaps  not  in  the  same 
league  as  the  Godfather,  were  ra< 
eteers  nonetheless. 


Garland  writes  about  legal  af- 
fairs from  Washington. 
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Radisson  Hotel  To  the  untrained  eye, 

I  Rewards  Member  .         -tn/\/\ 

Richard  wheeler  earning  ZOUU  points 
toward  a  free  night 
loo\s  surprisingly 
Ukje  checking  in. 
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idisson  Hotels  International,  Inc. 


Radisson 

HOTELS       WORLDWIDE 

The  difference  is  genuine. SM 

How  easy  is  it  to  earn  free  travel,  meals  and  merchandise  in  the  new  Radisson  Gold  Rewards  program? 
Simply  check  in.  That's  it.  Because  as  a  member,  each  time  you  check  into  a  U.S.  Radisson  hotel,  you  will 
receive  2000  Gold  Points"  or  500  airline  miles.  In  fact,  because  Radisson  Gold  Rewards  is  a  member  of  the 
Gold  Points  Network,  you  can  earn  Gold  Points  at  participating  partners  including  MCI  WorldCom,  SkyMall; 
Country  Inns  &  Suites  By  Carlson,  and  T.G.I.  Friday's*  Sign  up  for  Radisson  Gold  Rewards  at  any  Radisson 
hotel  in  the  U.S.  or  visit  www.radisson.com.  Because  at  Radisson,  hospitality,  as  well  as  Gold  Points,  come  easy. 
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SkyMalT 


y-_ 


MCI  WORLDCOM 


or  reservations  call  1-800-333-3333,  visit  us  at  www.radisson.com  or  contact  your  travel  professional. 
For  Gold  Points  information,  call  1-800-508-9000  or  visit  www.goldpoints.com. 

erms  and  Conditions:  Subject  to  all  program  rules,  terms  and  conditions  of  the  Gold  Points  Rewards    program.  For  complete  program  rules  or  to  enroll, 
visit  www  radisson  com  or  write  for  complete  terms  and  conditions  to:  Radisson  Gold  Rewardsr  P.O.  Box  1  707,  Minneapolis,  MN  55440-1707. 
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«  1999  Hewlett-Packard  Company.  All  rights  reserved,  Microsoft.  Windows,  and  Windows  NT  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countnes.  Microsoft  OEM  products 

builders  by  Microsoft  Licensing,  Inc..  a  wholly  owned  subsidiary  of  Microsoft  Corporation.  Intel  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation. 

*  SOFRES/lnterSearch  Windows  OS  User  Reliab.lity  Study  (6/981.  Participants  using  Windows  NT  Workstation  were  about  three  times  less  likely  to  experience  serious  system  stoppages  than  Windows  95  users  surveyed. 

1  Price  is  estimated  street  price,  Actual  price  may  vary.  Monitor  not  included. 
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HP  Vectra PCs  and  Windows  NT  Workstation. 
The  reliable  choice  For  business. 

You  count  on  your  computer  to  work  as  hard  as  you  do  -  so 
count  on  the  HP  Vectra  PC  running  Windows  NT  Workstation 
-  the  most  reliable  Windows  operating  system  available.' 
Windows  NT  Workstation  is  three  times  more  reliable  than 
Windows  95,  with  the  same  familiar  Windows  interface. 
Built  for  businesses  like  yours,  HP  Vectra  PCs  are  specially 
designed  to  maximize  the  performance  of  Windows  NT 
Workstation.  So  make  sure  your  next  HP  Vectra  PC  has 
Windows  NT  Workstation  preinstalled  -  that  way  you  can 
improve  productivity  -  and  get  the  break  you  deserve. 


www.hp.com/windows2000/desktop 


hould 


your 


computer? 
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HEWLETT 
PACKARD 


Engineered  on  a  human  IpvpI. 


ae  PCs:  Intel*  Celeron™  processor  366  MHz  up  to  Pentium1  III  processor  500  MHz  /  Microsoft'  Windows  NT  Workstation  4.0  /  64  MB  RAM  / 
B  HD  /  Up  to  Matrox*  MGA-G200  AGP  graphics  /  HP  TopTools  management  software  /  Starting  at  $94lt. 

ou  buy  a  Windows  2000-Ready  PC:  Ready  with  Windows  NT  Workstation,  ready  with  300  MHz  or  more,  ready  with  64  MB  RAM  or  more.  For  more 
seewww.hp.com/windows2000/desktop. 


Marketing 


THE  INTERNET 


DESIGNERS  CLIMB 

ONTO  THE  VIRTUAL  CATWALK 

The  Web  makes  high-end  fashion  as  accessible  to  shoppers  in  Peoria  as  it  is  to  those  in  Paris 


At  first,  Yves  Saint  Laurent  didn't 
want  anything  to  do  with  the 
Internet.  The  French  designer 
feared  that  putting  his  extravagantly 
detailed,  hand-sewn  collections  online 
would  degrade  his  elite  image  and  per- 
mit counterfeiters  to  spy  on  next  year's 
styles.  But  now,  Saint  Laurent  realizes 
there's  more  opportunity  than  danger 
on  the  Web.  As  with  his  decision  to 
make  off-the-rack  clothes  in  the  1960s, 
the  Net  will  let  him  reach  far  more  peo- 
ple. "I  was  the  first  French  designer  to 
open  a  pret-a-porter  boutique,"  he  says. 
"The  Internet  allows  me  to  make  my 
creations  accessible  to  everyone."  He 
has  launched  his  own  site,  begun  broad- 
casting his  couture  shows  live  on  the 


"Fashion  is  still  immature  on 
the  Web,  so  we  have  a  chance 
to  create  the  premier  brand" 

BOO.COM'S  MALMSTEN  AND  LEANDER 


Web,  and  is  considering  selling  acces- 
sories online. 

Oh-so  fashionably  late  fashion  de- 
signers are  finally  embracing  the  Web, 
and  the  relationship  could  end  up  revo- 
lutionizing both  the  clothing  business 
and  e-commerce.  Until  now,  most  re- 
tailing on  the  Net  has  been  about  slash- 


ing overhead  to  offer  lots  of 
frills  products  at  cut-rate  pri 
Not  anymore:  New,  mostly 
ropean  companies  are  out 
prove  that  cybershoppers  ar 
willing  to  buy  haute  couture 
they  are  to  buy  hot  CDs. 

The  trick  for  fashion  e-sh 
is  to  push  the  boundaries  of 
line  technology  and  service 
they  can  duplicate — and  in  sc 
cases,  improve — the  experie 
of  buying  clothes  in  a  hip  b 
tique.  "Books  and  CDs  were 
first  generation  of  e-commer 
says  Ernst  Malmsten,  ceo 
co-founder     of     London-ba 
boo.com  Ltd.,  a  sports-fash 
site  expected  to  be  launched 
er  this  fall.  "This  is  the  sec 
generation,  with  many  more 
tures  and  colors." 
KNOW  THYSELF.  That's  why 
line  clothes  shopping  may  be 
the  verge  of  exploding.  Net  si 
of  clothing  and  accessories  in 
U.  S.  are  projected  to  soar 
$2.8  billion  by  2002,  from  $ 
million  last  year,  according 
market  researcher  Jupiter  C< 
munications.  Although  much 
this  will  be  inexpensive  spoi 
wear,  Netizens  also  are  incre 
ingly  willing  to  buy  pricey  ck  jto 
ing.  Why?  Because  it's  so  easj  | 
shop  online.  "We  didn't  th  p 
people    would    buy    expens 
Barker  or  Johnston  &  Murj 
shoes  without  trying  them  I 
first,"  says  Markus  Larssen 
co-founder  of  dressmart.com 
Swedish  clothing  Web  site, 
we've  sold  a  lot  of  shoes  to  p 
pie  who  already  knew  the  bn  "wfaemt 
and  their  size." 

Early  results  from  online  fa 
ion  sites  are  indeed  promising.  Sii 
launching   in   Stockholm   on   Apr. 
dressmart  has  racked  up  $6  million^; 
sales,  four  times  more  than  expect  j 
Purchases  average  around  $350,  abc - 
10  times  more  than  the  average  onK 
purchase  of  books  or  CDs.  New  Yoi 
based  Girlshop.com  has  shipped  $2  n 
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Buy  any 
gn  up  for 


new  ViewSonic  monitor, 
>  Internet  access  and  cash  in. 


s  how  it  works.  Buy  any  new  ViewSonic 
:or  and  you  get  a  rebate  of  up  to  $400 
you  sign  up  with  MSN  Internet  access, 
nly  will  you  experience  the  Internet  with 
Jlurpf  if  the  most  exciting  services  on-line,  you 
walk  away  with  the  number-one 
selling  monitor  in  the  U.S.A.** 
nore  information,  give  us  a  call  at 
0-600-3192.  Or  visit  our  website 
ww.freemonitors.com. 


1  Year 

$100  Rebate 

2  Years 

$225  Rebate 

3  Years 

$400  Rebate 

ViewSonic  has  won  over  550  prestigious 

industry  awards  to  date 

3-year  warranty  on  CRT,  parts  and  labor 

ViewSonic  offers  24/7  customer  support 

Thousands  of  MSN  local  modems  using 

56K  connections 

Fast,  reliable  email.  Advanced  features 

let  you  screen  out  unwanted  mail 

MSN  24/7  technical  support  via  the 

Internet  or  telephone 


ineSi 

Sin 


i 


tails  ol  the  MSN    Rebate  Program.  This  MSN  Rebate  program  requires  (1)  the  purchase  of  any  display  device  (CRT  or  LCD  monitor)  from  ViewSonic  Corporation  from  September  1, 1999  through 

i .  1999,  and  completion  of  all  necessary  paperwork  by  the  customer,  and  receipt  of  the  same  by  MSN,  prior  to  January  31 ,  2000;  (2)  selection  of  a  36  month  membership  to  MSN  Plus  Internet 

0  rebate)  24  month  membership  (($225  rebate),  or  12  month  membership  ($100  rebate)  at  the  rate  of  $21 .95  per  month  plus  applicable  taxes;  (3)  mail-in  or  online  signup  (as  applicable)  prior  to 

iry  31,  2000;  (4)  a  Wild  majoi  i  redl  i  art  ol  the  type  generally  accepted  by  MSN;  (5)  the  origin  acceptance  ot  U  et  Access  member  agreement  You  are  not 

MSN  Plus  Internet  Access  member  tor  any  particular  length  of  time,  however,  if  for  any  reason  whatsoever  you  do  not  continue  for  the  period  of  time  associated  with  the  rebate  that 

mi  mi  the  rebate  Immediate!)  upon  termination  or  cancellation  of  your  MSN  Plus  Internet  Access  account;  provided  that  if  you  area 

■imam  Oreoon  you  will  not  be  required  to  repay  the  rebate  a I  Die  MSN  Rebate  program  is  i.aiiable  only  to  residents  of  the  fifty  (50)  states  of  the  United  States  and  the  Distnct  of  Columbia. 

mlei  til  qualify  lor  the  MSN  Rebate  program  MSN  Internet  Access  is  available  in  connection  with  the  MSN  Rebate  program  only  to  users  of  the  Windows®  95  or  above 

ie  and/or  long  distance  toll  charges  may  apply.  It  is  the  customer's  responsibility  to  check  with  a  local  phone  company  to 

i  ocal  marka tvwrt  Si  ttvtl  iffect  access  availability  MSN  fe  ol  Microsoft  Corporate    MSN  Internet  Access  minimum  system 

irements:  486  66  Ol  high*  pro  a  an  with  16MB  RAM,  Windows  95  k|  system,  at  least  25MB  ol  available  disk  space.  144  Kbps  modem  or  higher,  Mouse  ireqd)  and 

In.   Monitrak  US  Desktop  PI  Monltoi  Shipments  Q2  99  and  Display  Search,  Quarterly  Supply  vs  Demand  Study:  Desktop  Monitors  Q2  '99. 


li 
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From  here,  the  big  picture  is  clea 


in 


From  micro  to  macro.  From  the  sea  to  the 
stars.  Mitsubishi  Electric  technologies  power 
products  you  see  every  day  and  systems  that 
serve  you  largely  unseen. 

Now  we're  bringing  those  technologies 
together. 

We  integrate. 


With  know-how  born  of  diverse  projects 

for  some   200  satellites,   earth   stations, 

undersea   fiber-optic  cables, 

Internet/intranet    security 

and  more — we're  speeding 

the  construction  of  an  open 

digital  network.  And  with  s«diite  «*««*««. 
the   expertise   of  a   total 
electronics  manufacturer, 
we're   developing  applica- 
tions that  let  you  tap  its 


MISTY  K    encryption        pOWer. 
evaluation  chip. 

You  comm  unica te. 


Imagine  receiving  medical  consultation,  and 

even     treatment,     from     a    i 

doctor    halfway    around  the 

world.  Or  getting  advance 

warning  of  when  and  where 

natural  disasters  will  strike    *— 

next.    We're    working    on    XSlrv? '''*""' 

systems  that  will  make  it  all  happen.. 

Also  on  the  horizon  are 
W-CDMA  mobile  phones 
and  "Direct  PC"  satellite 
Internet  connections,  as 
Q340  wireieu  phone,  well  as  ever-better  techno- 
logies for  digital  broadcasting  and  GSM 
mobile  phones. 

We  not  only  see  the  big  picture.  We're 
bringing  it  into  focus  for  you. 


We  integrate.  You  communicate. 

MITSUBISHI  ELECTRIC 

www.111irsuhishicloctric.com 


Marketing 


lion  worth  of  avant-garde 
merchandise    and    made 
$250,000  in  operating 
profit  since  it  opened 
a  year  ago.  That's 
good  enough  that 
the        10-person 
company  recent- 
ly opened  a  sim- 
ilar site  for  men, 
Guyshop.com. 

Such  potential 
is  attracting  big 
money.  Investors 
launched  dress- 
mart  with  $2  mil- 
lion last  spring  and 
have  approved  a  new 
$7  million  injection 
J.  P  Morgan  &  Co.  raised 
some  $100  million  for  two 
28-year-old  Swedish  entrepre- 
neurs, one  a  former  Elite  model  and 
the  other  a  literary  critic,  to  launch 
boo.com.  Backers  include  the  Benetton 
family  and  Bernard  Arnault,  whose 
French  company  lvmh  Moet  Hennessy 
Louis  Vuitton  owns  Louis  Vuitton  and 
Christian  Dior.  "Fashion  still  is  imma- 
ture on  the  Web,  so  we  have  a  chance 
to  create  the  premier  brand  name,"  says 
ceo  Malmsten. 

CATALOGUE  CROSSOVER.  Not  surpris- 
ingly, mail-order  shops  were  the  first 
fashion  prospectors  on  the  Web.  "It's 
easy  to  sell  clothes  online  to  customers 
who  already  buy  from  catalogues,  since 
electronic  commerce  is  simply  an  auto- 
mated version  of  mail  order,"  says 
Copenhagen-based  analyst  Mikhail  Arn- 
bjerg  of  market  researcher  Internation- 
al Data  Corp.  U.  S.  direct-mail  marketer 
Lands'  End  quadrupled  its  Net  sales 
last  year,  to  $61  million.  In  Europe, 
France's  Trois  Suisses  and  Germany's 
Quelle,  both  cataloguers,  have  been  e- 
business  pioneers. 

Upstart  e-clothing  sites  want  to  go 
beyond  imitating  existing  services  on 
the  Web.  They  plan  to  use  technology 
that  projects  hip  images,  catwalk  cov- 
erage, and  chic  designs.  "All  the  other 
sites  are  mass-market  and  mall-orient- 
ed," says  Laura  Eisman,  the  33-year- 
year-old  founder  of  Girlshop.com.  Her 
cybershop  offers  funky  upscale  clothes, 
such  as  $130  Ankh  cotton  Lycra  capris 
and  a  $600  Spooner  coat.  Boo.com  plans 
to  sell  $120  Tsubo  shoes  and  $900  Helly 
Hanson  ski  jackets. 

To  make  online  shopping  as  much 
fun  as  the  real  thing,  fashion  sites  are 
putting  pizzazz  into  their  Web-site  de- 
signs. Perky  cartoon  character  Miss 
Boo  will  greet  visitors  to  boo.com  by 
throwing  back  her  hair,  batting  her 


Saint  Laurent,  Christian  LaCroix,  ai 
Jean-Paul  Gaultier  are  on  the  Netl 

AN  YVES  SAINT  LAURENT  RUNWAY  SHOW 


eyelashes,  and 
offering  style 
tips.  The  sites 
for  French  de- 
signers Christian 
Lacroix  and 

Jean-Paul  Gaulti- 
er let  visitors  take 
a  front-row  seat  at 
Paris  fashion  shows. 
But  pretty  Web 
pages  don't  tell  the  whole 
story.  Selling  fashion  online 
also  is  about  using  cutting-edge 
technology.  The  Lands'  End  site  offers  a 
personalized  3-D  mannequin  service.  On- 
line shoppers  type  in  height,  weight, 
bust,  and  waist  size,  skin  color,  and  oth- 
er personal  details,  and  seconds  later 
their  own  image  pops  back  ready  to  try 
on  clothes.  At  both  Lands'  End  and 
boo.com,  shoppers  can  drag  and  drop 
clothes  on  a  virtual 
mannequin  to  mix  and 
match  outfits.  And 
boo.com  plans  to  show 
all  its  products  in 
three-dimensional  pic- 
tures that  can  be  ro- 
tated for  a  closer 
look— right  down  to 
the  stitching  on  a 
sweater  or  sneaker. 

The  possibilities  are 
almost  limitless.  Shop- 
pers should  soon  be 
able  to  download  a 
graphic  of  the  exact  di- 
mensions of  a  shoe  so 
they  can  print  it  out 
and  place  their  foot  on 
the  drawing  to  see  if 
the  shoe  fits.  "It  will 
become  much  easier  to 
buy  shoes  online  than 
through  a  catalogue  or 
in  person,"  predicts 
Russ  Lucas,  European 
marketing  director  for 
New  Balance  sneakers. 
Eventually,  boo.com 
plans  to  use  online 
mannequins  that  will 
incorporate  photos  of 
shoppers  onto  cyber- 
bodies  and  even  mimic 
cybershoppers'  speech 
patterns. 


HIGH  FASHION 
MEETS  HIGH  TECH 


THE  NET  DOESN'T  MEAN  CHEAP 


Instead  of  selling  only 
no-frills  clothing  at  discount, 
Web  sites  such  as  boo.com, 
dressmart.com,  and 
sephora.com  sell  high- 
priced  fashion  items  such 
as  $135  diamond  Toesie 
toe  rings. 


TRY  BEFORE  YOU  BUY 


Boo.com  features  three- 
dimensional  pictures  of 
clothes  and  accessories  that 
can  be  rotated  for  a  closer 
look.  Buyers  can  drag  and 
drop  clothes  onto  a  virtual 
mannequin. 


VIRTUAL  CATWALKS 


After  initially  fearing 
counterfeiters,  some  Paris 
fashion  houses,  including 
Yves  Saint  Laurent  and 
Jean-Paul  Gaultier,  have 
received  up  to  a  million  hits 
a  day  by  broadcasting  their 
runway  shows  live  on 
the  Internet. 


As  much  as  newfangled  com{ 
techniques,  e-fashion  entreprenet 
counting  on  a  new  level  of  cybe 
to    attract    big-spending    custoil 
Dressmart  offers  free  next-day  shii 
with  orders  of  more  than  $70  and] 
dry  cleaning.  "We're  competing 
vice,  not  price,"  says  co-founder  La 
Boo.com's  prices  will  include  cus 
fees,  free  shipping  and  guarante 
livery  within  four  days.  Shoppers! 
earn  Boo  Points,  similar  to  airline 
Returns  will  be  accepted  at  no  clj 
and  return  shipping  labels  will 
eluded  with  each  package. 
LONG  SHOT.  It's  unlikely  that  the 
will  ever  reach  the  uppermost  heiglj 
fashion.  Many  in  the  industry  be 
that  handmade  couture  dresses 
an  average  of  $20,000  won't  be  sold  I 
the  Web  anytime  soon.  "You  ha^ 
come  to  Paris  to  be  fitted,  and  thej 
robe   must   be 
on     several    ti 
says  Laurent  Ch 
Saint  Laurent's 
timedia  directo 
will  take  a  long 
before  a  compute; 
duplicate  this."  S 
Laurent  plans  tc 
only  off-the-rack 
signer   clothing 
accessories      on 
along  with  perfui 

Yet  even  the 
exclusive  fas 
brands  ignore 
Web  at  their 
The  Net  allows  r 
of  the  clothes  feat 
in  Vogue  and  El 
be  broadly  distrib 
for  the  first  tim 
one  company  do< 
take  advantage 
that,  a  compe 
will.  France's  fas 
gurus  didn't  dreai 
the  Internet.  Bu 
arrival    mea 


folks  in  Peoria 
soon  enjoy  as  n 
access  to  the  hoi 
styles  as  Paris  as 
city  shoppers. 

By  William  Ec 
son  in  Brussels 
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163  DEL  NORTE, 
ST.  LOUIS.  MO  63116 


2630 


t-o^ 


V_^U0lu^ji,   S.    Kiuvu 


i:a?  26i.3i.si.ai:  ooa  la  ium'8630 


With  the  new  TeleCheck®  Electronic  Check  Acceptance"  service  (ECA8),  your  business  has 

faster  access  to  the  funds  from  your  check  sales,  just  like  with  credit  cards.  Which  can  improve  your 

cash  flow.  And  once  the  check  has  been  approved,  it's  TeleCheck's  responsibility.  Guaranteed.  That 

means  no  returned  checks  or  bank  lees,  no  warranty  claims,  no  hassles.  Anybody  else  that  good?  No  way. 

To  start,  call  1-800-TklkCheck  (1-800-835-3243)  or  visit  www.telecheck.com. 


TELECHECK  IT. 


A  rlKW  Pm  COMMIT)    0  Tele<  hc^k  tntcrn.uioti.il.  In,    I-M* 


How  many  Local  calls  does 
your  business  make  in  a  montl 


LocaL/Long  Distance 


High-speed  Internet 


Saving  your  business  money  is  the  last  thing  on  the  mind  of  your  local  phone  company, 
else  would  they  continue  charging  you  for  every  local  call?  Well  now  you  finally  have  a  b 
choice.  Teligent.  We  give  small  and  mid-sized  companies  unlimited  local  calling.  So  you 
pick  up  the  phone  as  often  as  you  like  and  pay  just  one  flat  monthly  charge  —  up  to  30% 
than  you're  currently  spending.  But  we  don't  stop  there.  Teligent  also  gives  you  lightning 
Internet  service  for  a  flat  payment  up  to  30%  off.  And  long  distance  as  low  as  5.5c  a  mi 
for  interstate  calls.  So  get  connected  to  Teligent.  And  say  goodbye  to  your  local  p\ 
company.  For  more  information,  visit  www.teligent.com. 

©1999  Teligent,  Inc.  Teligent,  SmartWave  and  The  Smart  Way  To  Communicate  are  exclusive  trademarks  ol  Teligent.  Inc. 


Unlimited  Local  calling  from  Teligent. 


MAKING 

THE  MOVE 

INTO  A  SECOND 

CAREER 


Should  You 
Take  the  Plunge? 

The  time  may  be  right  to  consider  a  job  in  high  tech 


BY  ROY  FURCHGOTT 

Tom  Butta  had  the  kind  of  career  man- 
agers strive  for.  After  climbing  the  ranks 
at  such  established  advertising  agencies 
as  Young  &  Rubicam  and  handling  such 
clients  as  Frito-Lay  and  Johnson  &  John- 
son, he  became  chief  executive  of  his  own 
firm,  fgi,  in  1995.  The  Chapel  Hill  (N.C.) 
firm  grew  to  $100  million  in  billings  this  year. 

Then,  last  July,  Butta,  44,  sold  out  to  his  part- 
ners, left  his  ceo  title  behind,  and  without  ever 
having  written  a  line  of  computer  code,  became 
the  marketing  chief  of  Red  Hat,  a  Durham 
(N.C.)  technology  startup  that  distributes  and 


provides  tech  support  for  the  Linux  computer 
erating  system.  Did  the  ad  world  prepare  Bu 
for  the  hurly-burly  of  a  tech  startup?  "The  ri; 
[of  making  a  switch]  are  not  as  great  as  c  fen  [U 


might  think,"  he  says 

Are  you  considering  a  career  switch  into  h 
tech?  Given  technology's  role  in  the  vibrant  U 


of  the 
Resourc 


and  mai 
*  com] 

pntsl  [ 
filling 

fas: 
tycom,i 

Is  st 
to  opt 


economy,  no  one  would  fault  you  if  you  were.  I  ife  mv 
one  thing,  changing  careers  in  midlife  no  lonj  litiotia]  h 
bears  the  stigma  it  once  did,  thanks  to  the  c  almost 
porate  upheavals  early  this  decade.  Downsize 
put  plenty  of  talented  people  on  the  stn»r 
through  no  fault  of  their  own.  And  having  seei  m 
growing  number  of  high-profile  outsiders  s  i  > 


Mernet 
idethe' 


L 
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<  i  iii,  many  companies  are 
more  open  to  what  trans 
plants  can  conl  ribute.  ( >ut 
.sidcrs  "are  thought  to 
bring  a  new  approach  to 
things,"  says  Karen  Kus- 
BO,  president  of  K.  RuSSO 
Associates,  a  Greenwich 
(Conn.)  executive  place- 
ment firm.  Managers,  too, 
have  developed  a  free- 
agent  mentality.  Moreover, 
by  their  40s,  managers 
"have  15  or  20  years  in  the 
business  world  and  instead 
of  coasting  on  it,  they  want 
to  do  something  new,"  says 
Cara  Erickson,  head  of  in- 
teractive media  recruiting 
for  Bishop  Partners,  a 
New  York  headhunted 
BEYOND  TECH.  Nowhere  is 
career-switching  more  ac- 
ceptable than  in  the  tech- 
nology field,  where  the 
need  for  talented,  experi- 
enced executives  is  most 
acute.  David  Kixmiller,  a 
managing  partner  in  the 
Menlo  Park  (Calif.)  office 
of  the  search  firm  Hei- 
drick  &  Struggles  Inter- 
national, says  hiring  for 
e-commerce  is  his  fastest- 
growing  business.  Money, 
of  course,  is  a  major  at- 
traction. When  Butta 
joined  Red  Hat,  he  bought 
its  initial  public  offering  at  14.  The  stock  is 
hovering  around  100. 
'espite  the  tech-job  gold  rush,  many  man- 
's think  they  can't  make  the  jump  because 
'  don't  know  html  from  a  hole  in  the  ground, 
there  is  more  to  dot.coms  than  technology, 
nagement  is  the  most  seriously  lacking  skill 
echnology  companies,"  says  John  Putzier, 
i  of  the  tech  group  at  the  Society  of  Hu- 
.  Resource  Managers.  So  if  you're  looking  to 
>:e  a  jump  to  a  Net  company,  make  a  list  of 
•  skills.  Do  you  have  a  strong  background  in 
a  and  marketing?  Have  you  honed  your  skills 
'our  company's  finance  and  accounting  de- 
ments? Dot.com  companies  may  need  you. 
erything  is  relevant,"  says 
Kawasaki,  a  founder  of 
ige.com,  which  consults  with 
funds  startups  in  need  of 
n^  ure  capital.  "1  can't  think  of  a  single  business 
tion  that  isn't  going  to  turn  digital." 
•IT  Taylor,  founder  and  CEO  of  Monster.com, 
ni  cruet  job  search  service,  regularly  goes 
llde  the  Internet  world  for  his  hires.  "I 
k  my  whole  marketing  team  comes  from 
itional  business.  I  have  a  170  sales  people, 
almost  none  had  dot.com  experience  .but 
>st  all  bad  sales  experience,"  he  says.  Even 
jtre  >or-to-door  salesperson  has  ilot.com  potential, 
.,1  >rdinc,  to  Kawasaki.  Web  sites  are  begin- 
s  si  ;  to  offer  live,  online,  one-on-one  sales  help 


(such  as  1-800  Qowers.com,  where  a  click  on 

"EQ&A"    brings    human    assistance).   "Well,    the 

door-to-door  salesman  has  one  on  one  experi 

oner,"  which  could  he  useful  to  the  designer  of 
such  a  site,  he  says. 

The  easiest,  way  to  make  the  switch  at  any 
level  of  experience,  headhunters  say,  is  to  find  a 
company  that  does  online  what  you  do  off  line. 
Drugstore. corn  got  its  CEO,  Peter  Neupert,  4-i, 
from  Microsoft,  says  Kixmiller,  managing  partner, 
"but  they  might  just  as  well  have  gotten  some- 
one from  a  drugstore  chain." 

Another  way  to  develop  Internet  savvy  is 
to  go  the  consulting  route.  "I  see  people  who 
will  go  out  and  consult  to  get  the  experience  to 
make  the  transition  to  dot.coms,"  says  Erickson, 
who  took  that  very  route  into  technology  head- 
hunting. Consultants  can  look  for  small  compa- 
nies that  have  a  Net  component — a  great  many 


Where  Web  Jobs  Are 


WEB  SITE 

DESCRIPTION 

CAREERMOSAIC 

www.careermosaic.com 

A  job-search  megasite  that  has  a  separate  section 
for  technology  postings 

GARAGE.COM 

www.garage.com 

A  counseling  firm  for  startups,  it  has  a  board  where 
you  can  post  your  resume 

HEIDRICK&  STRUGGLES 

www.heidrick.com 

Lists  offices  with  contact  names,  phone  numbers, 
and  a  hot  link  to  e-mail  addresses 

H0TJ0BS.COM 

www.hotjobs.com 

Search  by  job  type  or  company  and  block  specific 
companies  from  seeing  your  resume 

M0NSTER.COM 

www.monster.com 

Another  megasite  where  you  can  post  your  resume 
and  search  for  positions  and  consulting  work 

Careers 


16,1 

i  long 
■he  ci 
.nsia 


do — and  offer  business  perspective  while  learn- 
ing from  the  client's  operation  as  well. 

Venture-capital  firms  do  executive  recruiting 
for  the  startups  that  they  fund.  Garage.com,  for  in- 
stance, maintains  an  online  job  search  board  for  its 
clients.  But  getting  a  vc  firm's  attention  directly  is 
difficult.  Although  vc  firms  that  provide  very  ear- 
ly-stage funding — such  as  Garage.com — may  accept 
a  direct  approach,  most  find  potential  executives 
through  the  hundreds  of  deals  they  evaluate  each 
year.  They  may  not  want  to  finance  a  particular 
venture,  but  they  might  like  the  CFO  and  try  to 
hire  him  or  her  away  from  another  team. 

Joining  a  dot.com  company  will  take  some 
getting  used  to,  particularly  if  you're  coming 
from  a  hierarchical,  old-line 
company.  "It's  not  just  a  casual 
dress  code,  it's  the  way  peo- 
ple interact,  with  open  doors 
and  open  areas,"  says  Kixmiller.  He  tells  man- 
agers with  Net  company  potential  to  call  others 
who  have  made  the  jump  to  get  the  real  low- 
down  on  the  trials  of  the  culture.  And  he  en- 
courages them  to  stay  in  touch,  as  sort  of  a  sup- 
port group.  In  the  meantime,  fewer  hurdles  than 
you  think  stand  in  the  way  of  a  bricks-to-ciicks 
transition.  Certainly  not  demand.  And  certainly, 
in  this  young  industry,  not  experience.  Says 
Kawasaki:  "If  you  work  for  a  company  with  any 
kind  of  brand  name  for  two  years — you're  a  vet- 
eran, baby!  You're  proven!" 
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Go  to  the  Head  of  the  Class 

Here's  how  to  answer  a  midlife  call  to  the  chalkboard 


BY  PAMELA  BLACK 


F 


lor  12  years,  Glenn  Gainley  worked  his  way 
up  at  Milpitas,  Calif.,  chipmaker  Symbios 
Inc.,  now  called  LSI  Logic,  to  become  vice- 
president  in  charge  of  business  units.  "I 
made  a  lot  of  money,"  he  says.  "But  I  felt 
strongly  that  I  wasn't  being  the  kind  of  husband 
or  father  I  wanted  to  be."  Wanting  to  help  kids 
and  invest  more  in  his  community,  the  40-year- 
old  father  of  three  set  aside  enough  for  retire- 
ment and  his  kids'  college  education,  went  back 
to  school  himself,  and  emerged  with  a  new  ca- 
reer— as  a  teacher. 

Now  in  his  second  year  as  a  $25,600-a-year 
teacher  of  high-school  chemistry  and  physics  in 
his  hometown  of  Fort  Collins,  Colo.,  Gainley  oc- 
casionally misses  the  large  paychecks — but  not  • 
the  job.  "I  have  never  been  happier,"  he  says. 
"Before  I  was  making  money,  now  I'm  making  a 
difference." 

If  you  harbor  a  wish  to  shape  young  minds, 
you  could  be  one  of  a  growing  cadre  of  people 
switching  to  teaching.  "A  lot  of  career-changers 


PHYSICS  OF  MOTJ 

Teacher  Gainley  used 
make  money;  now,  he 
"making  a  difference" 

are  baby  boomers,  most 
monly  coming  from  la'v 
finance,  who  decide  the> 
enough  money  and  want 
something  that's  more 
fying,"  says  Arthur  L< 
president  of  Teachers  C 
Columbia  University  in 
York.  Further  fueling 
trend  is  the  national  po 
debate  over  education 
fears  of  an  impending  te 
shortage — enrollments  ir 
er  grades  are  rising,  as  i 
half  of  current  teachers 
retirement.  And  while  t 
ing  involves  hard  work 
hours,  and  low  pay,  so- 
alternative  routes  to  e 
tion  make  it  easier  for  c; 
switchers  to  get  certifh 
growing  array  of  reso 
such  as  financial  aid  a' 
now  available. 
LIFE  EXPERIENCE.  Unti 
cently,  there  were  just 
ways  to  get  certified  as 
mary-  or  secondary-s 
teacher.  Either  you  had 
an  undergraduate  educ 
major  or  you  got  an  e 
gency  license  from  a  s 
district  desperate  for  t 
ers.  A  rise  in  emergency 
tifications  led  universitie 
colleges  to  offer  more  ; 
erated    graduate    prog 

that  put  potential  tea< 

into  the  classroom  in  just  12  to  24  mo 
Some  school  districts  may  waive  requires 
for  career-switchers  depending  on  how 
they  do  on  tests  and  their  work  and  life  i 
rience.  Some  smooth  the  way  with  ment 
programs  and  financial  subsidies. 

Money — or  lack  of  it — is  a  top  consider 
for  anyone  switching  to  teaching.  Alth 
salaries  have  been  edging  up,  you  may  ts 
substantial  cut  in  pay.  The  average  teacher  s 
is  currently  $38,000.  You'll  also  have  to  con 
how  to  manage  your  retraining.  You  maj 
to  keep  working  and  study  part-time,  or  ca 
savings  or  get  a  student  loan  to  finance 
education  ($23,000  for  tuition  at  Teachers  Co 
for  example).  Some  alternative  programs 
help.  "The  toughest  thing  is  the  financial  b 
for  career  changers  to  support  themsi 
through  13  months  with  no  income,"  says 
Shotel,  chairman  of  George  Washington  Un 
sity's  Teacher  Preparation  &  Special  Educ 
Dept.  (202  994-6170;  www.gwu.edu).  "Al 
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Trying  to  make  money  is  only  half  the  fun. 
No... that's  pretty  much  it. 
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hether  you're  a  trader  on  the  floor  or  a  forest  ranger  in  Wyoming,  just  about  everyone's  interested  in 
making  money.  E*TRADE  knows  why  you  invest.  That's  why  we  give  you  the  tools  and  research  you  need 
to  make  better  investing  decisions.  E*TRADE'  gives  you  everything  from  market  insights  that  come  directly 
oil  the  street  to  Smart  Alerts  that  help  you  keep  tabs  on  your  investments.  We  also  work  to  give  you  the 
best  investing  experience  possible  by  offering  trades  as  low  as  $4.95  with  rebate,  24-hour  customer  service 
and  after-hours  trading  so  you  can  get  a  head  start  on  the  next  trading  day.  For  more  information,  visit 
etrade.com,  aol  keyword:  elrade  or  call  us  at   L-800-ETRADE-1 . 

It's  time  for 

E*  TRADE 
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Schooling  for  Career  Switchers 


BANK  STREET  COLLEGE  GRADUATE 
SCHOOL  OF  EDUCATION 

212  875-4404,  www.bnkst.edu 


HARVARD  UNIVERSITY  GRADUATE 

SCHOOL  OF  EDUCATION 

617  495-3732,  www.harvard.edu 


PEABODY  COLLEGE  OF  VANDERBILT  U. 

615  332-8410,  www.vanderbilt.edu 


Several  programs,  trom 
childhood  education  to 
special  education 


Midcareer  math  and  scie 
program;  teaching  and 
curriculum  program 


Internship  program 


SCHOOLWORK 

Science  teachers, 
such  as  Gainley, 
are  especially  in 
demand 


every  one  of  our  programs  has  reduced  tuition." 
In  gw's  Transition  to  Teaching  Project,  stu- 
dents are  paid  to  be  permanent  substitute  teach- 
ers in  Fairfax  County,  Va.,  high  schools  during 
their  13-month  training.  In  another  program,  in- 
tern teachers  in  Montgomery  County,  Md., 
schools  get  a  reduced  salary.  A  third  GW  program 
offers  returning  Peace  Corps  volunteers  free  tu- 
ition and  a  monthly  stipend. 

Most  programs  include  coursework  in  teaching 
methodology,  mastery  of  the  subject  matter,  and 
some  form  of  classroom  internship.  Training  is 
oriented  to  teamwork  and  incorporating  into  les- 
son plans  the  different  ways  kids  learn.  Says 
Linda  Myers,  a  15-year  veteran  of  the  Bureau  of 
Land  Management  who  became  a  high-school 
teacher  in  Fort  Collins:  "We  don't  get  up  in 
front  of  the  class  and  entertain  the  kids.  We  in- 
volve them  in  creative  projects,  like  building  a 
pyramid  or  making  a  video." 

Alternative  programs  tend  to  get  you  into  the 
classroom  faster  and  with  more  responsibility 
right  off  the  bat.  Some,  such  as  Project  Promise  at 
Colorado  State  University  (970  491-6909; 
www.colostate.edu),  have  students  teach  in  four 


Teachers'  Tools 


NATIONAL  CENTER  FOR  EDUCATION  INFORMATION 

Publishes  Alternative  Teacher  Certification:  A  State  by  State 
Analysis;  www.ncei.com 

NATIONAL  CENTER  FOR  RECRUITMENT  AND  RETENTION 

OF  MINORITIES  IN  EDUCATION  State  University  of  N.Y.  at  Oswego 

School  of  Education;  315  341-2102 

NATIONAL  COUNCIL  FOR  ACCREDITATION  OF  TEACHER 
EDUCATION  Education  Dept. -approved  accrediting  agency  for  depart- 
ments and  colleges  of  education;  publishes  A  Guide  to  College  Pro- 
grams in  Teacher  Preparation,  $25;  202  466-7496,  www.ncate.org 

NATIONAL  EDUCATION  ASSN.  Country's  largest  teacher  union;  202 
833-4000;  www.nea.org 

RECRUITING  NEW  TEACHERS  Nonprofit  organization; 
800  45-TEACH:  www.rnt.org 

TROOPS  TO  TEACHERS  PROGRAM  Referral  assistance  and  place- 
ment services  to  service  members  and  civilian  employees  of  Defense 
Dept.;  800  743-2357;  www.troops.org 


KTIRG 


kinds  of  schools,  from  rural  to  urban,  elem< 
to  high  school.  The  Los  Angeles  Unified 
District  (213  625-6000,  www.lausd.kl2.ca.us) 
its  own  teachers — and  pays  them  a  sala 
boot — in  a  program  geared  to  urban  multici 
education.  "Our  own  program ...  is  compt 
with    any    university    program,"    says 
McKibben,  California  state  project  officer 
ternate  certification. 

Despite  growing  demand,  teaching  jot 
not  universally  available.  The  greatest  nee< 
rapidly  growing  states,  such  as  Texas,  Call 
and  Florida,  and  nationally  in  urban  and 
districts,  says  Segun  Eubanks,  a  spokesm. 
the  National  Education  Assn.  Subjects  m 
demand  are  math,  science,  special  educatioi 
English  as  a  second  language.  As  growin 
migrant  populations  make  schools  more  di 
minority  teachers  are  also  in  demand. 

If  you  think  you  want  to  be  a  teache 
first  step  is  to  get  a  sense  of  how  much  e 
and  work  it  takes  by  volunteering  as  a  clas; 
aid,  tutor,  or  team  coach.  Career-switche 
evitably  say  they  work  as  hard,  if  not  hare 
the  classroom  than  in  the  office.  "It's  a  f 
that  teachers  work  part-time,"  says  Gainl 
ran  the  best  part  of  a  billion-dollar  con: 
and  I  work  just  as  hard  now."  Next,  fin 
what  the  certification  requirements  are  i 
district  where  you  want  to  teach.  These 
by  state,  so  call  your  state  department  oi 
cation  or  go  directly  to  the  school  distri 
fice.  Teachers  college  admissions  offices 
teachers  unions  will  also  help  you  sort  thj 
the  certification  maze.  "Take  the  [state 
of  Education]  tests  to  get  an  idea  of  wher 
stand  and  how  much  work  you  have  to  do,' 
California's  McKibben. 

If  you  need  to  go  back  to  school,  it's  not  h; 
research  training  programs  (table).  Recr 
New  Teachers,  in  Belmont,  Mass.,  publishes 
manual,  Take  this  Job  and  Love  It!  Makir 
Mid-Career  Move  to  Teaching,  that  lists 
programs  and  what  they  offer.  Of  course,  ' 
also  really  want  to  work  with  children,"  says 
acting  Chief  Mildred  Hudson.  Those  who 
made  the  switch  say  they  revel  in  their  ab: 
affect  students'  lives  and  the  future. 

For  more  on  teaching  careers,  go  to  w 
nessweek.com  or  America  Online,  keyword. 
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liich  Number  Is  the  Real  McCoy^ 

ard  to  peg  earnings  when  companies  calculate  the  bottom  line  in  different  ways 


JNE  TERGESEN 


When  Amazon.com  reported  its  second- 
quarter  loss  on  July  21,  you  might  have 
heard  any  one  of  the  following  numbers: 
86?,  51(2,  or  42(2  a  share.  Officially,  the 
online  retailer  recorded  a  net  loss  of  $138 
million,  or  86<2  a  share.  But  Wall  Street 
analysts  overlooked  that  figure  in  favor  of  a  pro- 
foi-ma  net  loss  of  $82.8  million,  or  51(2  a  share.  The 
Seattle  merchant  also  disclosed  a  third  figure — a 


Vi 


pro-forma  operating  loss  of  $67.3  million,  or  42c  a 
share.  Like  the  other  pro-forma  result,  this  num- 
ber ignored  the  costs  associated  with  Amazon's  re- 
cent acquisitions  binge. 

Confused?  You're  not  alone.  As  more  companies 
include  unorthodox  earnings  figures  in  news  re- 
leases and  comments  that  accompany  their  official 
accounting  disclosures,  even  pros  admit  they're 
bewildered.  "There  is  no  single  more  important 
number  for  an  investor  than  a  company's  earnings 
per  share.  But  the  fuzziness  around  w'hat  actual 
earnings  are  is  greater  than  5  or  10  years  ago," 
says  Edward  Keon  Jr.,  director  of  quantitative 
research  at  Prudential  Securities. 

True,  investors  can  always  fall  back  on  the  net- 
income  figure  sanctioned  by  the  Financial  Ac- 
counting Standards  Board  (fasb),  which  sets  ac- 
counting   rules    in    the    U.  S.    These    official 
bottom-line  numbers  are  found  in  the  income 
statements  publicly  traded  companies  are  required 
to  release  once  every  three  months.  The  prob- 
lem is  that  Wall  Street  analysts  generally  bypass 
these  figures  because  many  have  decided  they 
are  not  the  most  accurate  barometer  of  a  compa- 
ny's health.  The  reason?  Net  income  often  in- 
cludes big  charges  for  one-time  events,  such  as 
mergers  and  plant  closings. 
DEEPER  INSIGHT.  Instead,  most  professionals  rely 
on  operating  earnings — or  profits  minus  unusual 
losses  and  gains.  "The  investment  community  al- 
ways wants  to  look  forward  to  what's  coming 
dowTi  the  road,"  says  Charles  Hill,  research  di- 
rector at  Thomson  Financial's  First  Call,  which 
polls  analysts  and  publishes  a  consensus  estimate 
of  earnings.  "Taking  out  unusual  items  makes 
sense  because  it  gets  you  to  the  underlying 
earnings  capability  of  a  company." 

But  because  there  is  no  standard  defini- 
tion of  operating  earnings,  First  Call  has 
found  that  even  analysts  covering  the 
same  company  deliver  earnings  estimates 
that  are  not  comparable.  The  problem 
has  gotten  worse  as  companies  and  an- 
alysts have  become  more  creative  about 
what  they  include  and  exclude  from 
their  calculations.  "They  are  pushing 
the  envelope  more,"  Hill  adds. 
For  example,  Amazon,  like  many 
companies,  is  highlighting  cash  earnings, 
V  which  ignore  the  bottom-line  impact  of 
W    noncash  charges,  including  those  related 
'  to  mergers.  According  to  J.  P.  Morgan  man- 
aging director  Frederic  Eschericli,  M  compa- 
nies announced  some  variation  of  cash  earn- 
ings from  June  to  August,  up  from  31  in  the  same 
period  of  L998. 

Amazon's  second-quarter  earnings  release  pro- 


BUSINESS  WEEK  /  OCTOBER  11,  1999  177 


^HBP 


*M 


:"!>\.;$ 


inc.  1999.  Motorola  Is  a  registered  trademark  and  DigitalDNA  and  the  Detail 


10  are  trademarks  of  Motorola,  Inc. 


Introducing  a  set  of  keys 

that  you'll  never  misplace. 


Digital  DN  A 

from  Motorola 

THE  OF  SMART. 

Identix  had  two  smart  ideas.  The  first  was  replacing  keys,  PIN  numbers  and 
passwords  with  electronic  fingerprint  images.  And  the  second  was  forming  a 
strategic  alliance  with  Motorola  to  use  DigitalDNA  technology.  DigitalDNA  is 
chips,  systems,  software  and  the  ideas  of  thousands  of  innovative 
engineers.  We're  teaming  up  with  companies  like  Identix  to  turn  their  smart 
ideas  into  the  next  generation  of  smart  products.  How  can  we  help  yours? 
Just  use  the  tips  of  your  fingers  and  type  www.digitaldna.com. 


MOTOROLA   EMBEDDED   SOLUTIONS 
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Listen  to  the  latest  market 
news  and  analysis  at  Busi- 
ness Week  Online 
(www.businessweek.com/ 
investor/).  MORNING  CALL 
Standard  &  Poor's  experts 
discuss  the  latest  market 
trends.  Live  every  Monday  at 
8:15  a.m.  ET.  An  audio  tran- 
script is  available  shortly 
afterward.  HOURLY  RADIO 
REPORTS  Business  Week's 
Ray  Hotfman  delivers  mar- 
ket news  and  insights 
throughout  the  day. 


vides  deeper  insight  into  its 
treatment  of  cash  earnings. 
The  Internet  retailer,  ignored 
the  cost  of  stock-based 
compensation  picked  up  in 
mergers.  Most  analysts  who 
follow  the  company  have 
adopted  the  same  practice, 
which  is  also  prevalent 
among  those  covering  eToys, 
TheStreet.com,  and  uBid, 
among  other  Internet  and 
high-tech  companies,  First 
Call  says. 

OUT  OF  STEP.  This  version 
of  Amazon's  earnings  also 
disregards  goodwill,  one  of 
the  biggest  costs  associated 
with  mergers.  Goodwill  is  the 
difference  between  the  price 
Amazon  paid  for  its  acquisi- 
tions and  the  value  accoun- 
tants assign  those  companies 
by  subtracting  their  liabili- 
ties from  their  assets,  fasb 
rules  require  Amazon  to  reg- 
ularly deduct  from  its  earn- 
ings a  portion  of  the  goodwill 
sitting  on  its  balance  sheet. 
This  will  depress  the  official 
bottom  line  for  up  to  40 
years. 

Besides  the  obvious  desire 
to  make  earnings  look  bet- 
ter, the  justification  for  ig- 
noring goodwill  is  that — like  many  other  account- 
ing rules — it  was  created  with  traditional 
industries  such  as  manufacturing  in  mind.  There- 
fore, critics  argue,  it  is  out  of  step  with  companies 
at  the  forefront  of  the  New  Economy.  To  see 
why,  compare  Amazon.com  with  General  Motors. 
Among  the  carmaker's  most  valuable  assets  are 
the  factories  and  other  physical  properties  listed 
on  its  balance  sheet.  But  a  high-tech  company's 
best  assets  are  usually  intangible,  such  as  a  cre- 
ative workforce  and  a  strong  brand  name.  These 
do  not  appear  on  a  balance  sheet.  For  this  reason, 
when  New  Economy  companies  buy  other  out- 
fits, they  generally  pay  steeper  premiums  over 
their  targets'  accounting  values  than  old-line  com- 
panies do,  inflating  goodwill.  In  addition,  New 
Economy  companies  usually  deduct  goodwill  over 
much  shorter  time  frames,  causing  such  big  hits  to 
net  income  that  many  analysts  disregard  it 
entirely. 

Pioneered  by  Internet  companies,  the  prac- 
tice of  overlooking  goodwill  has  become  wide- 
spread. Now,  fasb  has  "sprinkled  holy  water" 
on  it,  Hill  says.  Specifically,  the  rulemaking  body 
has  floated  a  proposal  that  would  allow  companies 
to  disclose  two  income  figures — a  new  one  that 
ignores  goodwill  and  the  traditional  one,  which 
does  not.  fasb's  goal  is  to  "provide  a  standardized 
measure  of  performance  for  those  who  would 
like  to  discount  goodwill,"  says  fasb  research 
director  Timothy  Lucas. 


Ways  To  Say  Earnings 


NET  INCOME 


The  officially  sanctioned  measure  of 
corporate  earnings;  found  in  official 
corporate  income  statements 


OPERATING  EARNINGS 


Net  income  minus  unusual  items, 
such  as  merger  costs  or  plant  clos 
ings;  included  in  analysts'  reports 
and  estimates 


CASH  EARNINGS 


Net  income  ignoring  amortization  of 
goodwill  from  mergers;  found  in 
some  corporate  press  releases;  may 
become  standard  in  official  income 
statements 


BASIC  EARNINGS  PER  SHARE 


Net  income  divided  by  number  of 
shares  of  common  stock  outstanding 


DILUTED  EARNINGS  PER  SHARE 


Net  income  divided  by  number  of 
shares  of  common  stock  and  other 
instruments,  including  options  and 
convertibles  shares 


But  some  fear 
new  method,  if  a 
could  heighten  confu 
creating  the  impress! 
fasb  sanctions  altema 
proaches.  "It  will  b 
misstep  towards  crea 
kinds  of  nonstandard 
sures,"  says  Jack  Ci 
publisher  of  The  At 
Accounting  Ob 
(www.aaopub.com) 

To  bring  some  uni 
to  operating  earning 
dard  &  Poor's  is  d 
ing  guidelines  for  th 
panies  in  the  s&P  50i 
index.     s&P,    which 

BUSINESS  WEEK,  is  a 

The  McGraw-Hill 
nies,  has  long  served 
unofficial  arbiter  of 
ed  net  income  for 
dex's  500  companie 
plans  to  circulate  a 
al  to  Wall  Street  fir 
ly  next  year,  says 
Branscome,  who  ov 
index  operations. 

Whether  or  not  a 
accept      whatever 
benchmark  turns  out 
many  applaud  the  eff< 
set  of  standards  wo 
better  than  where 
headed  now,  which  is  that  the  rules  are 
ever  the  companies  want  them  to  be,: 
Prudential's  Keon. 

ASK  THE  EXPERTS.  In  the  meantime,  whe 
investors  turn  if  they  have  concerns  about 
net  income  and  management's  carefully  ma 
earnings  figures?  Those  with  accounting 
grounds  may  be  able  to  pick  through  the  ni 
themselves.  But  even  experts  can  be  foi 
companies  that  choose  to  lump  together  a  s 
charges — as  Amazon  has  done  with  seve: 
quisitions  and  investment-related  costs. 

If  you  wouldn't  know  an  inventory  writ 
from  an  in-process  research-and-develo 
charge,  you  can  fall  back  on  the  earning 
mates  published  by  services  such  as  Firs 
and  i/b/e/s.  These  firms  do  not  mandate 
dard  method.  Instead,  they  defer  to  the  ea 
recipe  favored  by  a  majority  of  analysts  co 
each  company.  When  compiling  consensi 

Earnings  Estimates  Online 

FIRST  CALL  www.thomsoninvest.net 
l/B/E/S  www.fool.com 

aMBKHWBniiBmri^sQumr- 

www.zacks.com  or  biz.yahoo.com/ 
zacks/extreme.html 
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If  there  weren't  so  much  on  the  line, 
you'd  laugh.  How*  do  you  begin  to 
tackle  a  global  product  introduction 
of  this  scale  within  this  deadline? 
You  start  by  talking  to  the  single  resource  that  can  transform  your 
communications  challenge  into  an  interactive,  dynamic  learning  solution. 
Caliber  is  that  resource.  We  help  you  design  and  produce  your  corporate 
event.  Then  we  deliver  it  over  the  Internet  to  desktops  at  work,  at 
home,  or  in  Authorized  Caliber  Classrooms — a  real  classroom 
experience  anytime,  anywhere.  To  find  out  how  to  turn  your  daunting 
challenges  into  spectacular  successes,  go  to  www.caliber.com,  or  call 
1-888-571-2099,  ext.  421.  Hurry.  Another  minute  just  went  by. 


www.caliber.com 


(xaliber 


Powering  Learning  on  t1 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 

500  NORTH  MICHIGAN  AVENUE.  SUITE  2H 

CHICAGO,  IL  60611 


Telecommunications 


& 


ClearOne 


SPEAKERPHONE 
WITH  SMARTS 


INTELLIGENT 
SPEAKERPHONE 


•Full  Duplex  Audio 
•Telephone  Handset-Like  Qualitj 
•Voice  Tracking  Microphones 
•PC  Connectivity 
•Tape  Recorder  Jack 


"MOST SIGNIFICANT  ADVANCE 
IS  AVDIO  TELECONFERENCING" 

-Tclecon  98 


CONTACT  US  TO  LEARN  MORE  ABOUT  CLEARON 

PRODUCTS.TECHNOLOGIES.DISTRIBUTION 
PROGRAMS.  OEM  &  LICENSING  OPPORTUNITIES  AT: 

.305.3885  781.970.060( 


Corporate  Gifts/Premiums 


Corporate  Gifts 


No  time  to 
wait  for  a 
catalog? 

Order 
thousands 
of  unprintable 
business  gifts  online 
...  24  hours  a  day. 

PR0M0MART 

www.promomart.com/bw 

Enter  monthly  to  win  $1,000  in  gifts! 
now. 


CORPORATE  COFFEE  BREAK 


FREE 

ONE 
COLOR 


.99 


ea 


WHITE 
VALUE 

MUG  QTY-144 

Colored  mugs  •  $  1 .35  ea 
to  For  FREE  Brochure 
800-670-3050 


www.sierramills.com 


MAKE  A  BIG  HIT 

Logo  &  Personalized  Golf  Balls 


TOfrfUTt 

UM&on. 
PRECEPT 


MAXFLL 


1  I.D.  GOLF  BALLS 

1-888-ID  BALLS 

(1-888-432-2557) 


Education/Instruction 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  sales  lax) 
Customized!  Full  Color!  2"x2" 


Calico 

3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


AWARD  WINNING 

DISTANCE 

EDUCATION 

MBA  &  MS  Degrees 

• 

Executive  Education 


800.441.4746 

www.isimu.erfw 

Accredited  by  the 
Distance  Education  Training  Council 


Business  Services 


IN  DELAWARE 

$25 


in  all 
Quick,  easy 
Incorporate  on-line  or  >■ 


IINVEN1 
-MV. 

IE  AND 


800.940.3P 

Fax:  302.636.5454  •  WWW.LLCL 
CORPORATE  AGENTS," 


CALL  NOW 

SAVE  30%  to  50% 


BUSINESS  AND 
COMPUTER  CHECKS 


Ordering  is  easy! 

Just  pick  up  the  phone  and  CALL 

Designer  Checks 

I  800  239  4087 oxt.29 

Fax   I -800-774- I  I  18 
WWW.deslgnerchecks.com 


Have  your  check*  &  deposit  tickets  in  front  of  you.  as  well 
as  your  credit  card  You  can  fax  us  a  copy  of  the  check  & 
deposit  ticket,  &  we  will  call  to  confirm  your  order 


100%  Satisfaction  Guaranteed 


Digital  Photography 


GET  EVERYTHING 

YOU  NEED  IN  DIGITAL 

PHOTOGRAPHY  NOW!!! 


Digital  Cameras  -  Lenses  -  Video  Capture 

SmartMedia™  -  CompactFlash™ 

ATA  Memory  Modules  -  FlashPath™ 

and  other  Adapters  -  Our  Staff  Offers 

Great  Prices  &  Customer  Service 
www.microsidecorp.net 

A  Yahoo  Top  Service  Award  Winning  Store 


Business  Software 


MAIL  ORDERS  •  WEB  ORDERS 


Order  entry,  credit  card  processing,  shipping,  A/R.  A/K 
contact  management  with  integrated  internet  e-mail  options, 

inventory  management,  reporting,  list  management  and 

mailing— evciything  you  need  for  otder  taking  by  phone,  mail 

even  the  Wotld  Wide  Web  in  one  simple  easv-to-usc  and 

affordable  Windows  program  from  Dydacomp. 
Call  1-800-858-361%  or  visit  www.dvdacomp.com/bwk 

MailOrderManager' 


E-Commerce 


ON-LINE 
WOOD  AUCTION 


Save  on  the  materials  you  need! 
Sell  the  products  you  don't! 
Fast,  safe,  neutral,  secure. 

•  Large  quantities  to  one-offs 

•  Tools  and  equipment 
Industry  news, 
free  newsletter! 


www.e-Wood.com/Q94 
Or  call  toll  free  877  487  6504 


jfiidj^ 


NeedaLo 


«iy&o£ 


jinn 


Get  a  Prl 
Custom  [ 

LOGO  | 

Visa/MC/Amex 

Toil-Free:  1-888-86' 


www.  1 800mylogc 


INC0RP0RR 


fcired/SA1 

■  FREE  Information  P ™ 
>  All  U.S.  States  and  Off  SHIS  Oil  lit 

■  Attorney  owned  and  opl|JJ|tiM 
www.coipcreationslBtityfjj., 
1-800-672-TllMrllon 


TRRDEMRRI  eeCb 


ALL  OFFSHO  | 
SERVICES  ~ 


Corporations  •  Private  mailbo 

Offshore  Stock  Brokerage  A 

Asset  Protection  •  Gold  Mas 

www.asapbahamas.< 

877-771-2727 

A.S.A.P.  SERVICES 

Nassau,  Bahamas 


Legal  Service: 


HIM 


Asset  Protec 


Corporatioas,  Ltd.  Partnership^ 
Nevada,  Delaware,  Wyoming 
Offshore  Trusts,  Corps.,  Privafc 
Bahamas,  Cayman  Islands,  Coo] 
Professional  -  Confident 


Steven  Sears,  CPA  •  Attorne  j 
714-544-0622  •  www.searsi 


RID 

iss  COS 


Internet  Service  ^ 


FREE  SIX  PAC 
BUSINESS  WEB 

Domain  Name  Regist 

Special  Limited  O 

Call  (toll  free) 

1-800-240-1^ 


Financial  Servic 


www.instant-approval 


No  Credit  Check  -  72  hr  Svce.  -  EZ 
100K  to  5  mil.  5.5%  -  Borrowing  Ma>  jj 
with  compensating  balance  dep, 


1-R88-745-6752ext.  '■]< 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)464  0500 
FAX:  (312)  4640512  OR  WRITE: 


Auctions 


■t/E  INVENTORY 
—FAST! 

INLINE  AND  SELL: 
ttory  or  products 
),]    '  &  transport  capacity 
sfor  liquidation 

inventorydepot.com 

■  ■  j  qualifying  code  AAF  when 
ig  lor  special  introductory  offer 

INVENTORY 
DEPOT 


iiial  Christmas  Trees 

■OGCl  


Vial  Christmas  Trees 
it  Sizes -9  ft -21  ft 


IT  Oirect/SAVE  40% 
™  i  Years  Mfg.  Trees 
ndO«  fears  on  Internet 
I  •  Middleman 
lantity  Discounts 
'•Year  Warranty 


IHRI  ITreeClassics.com 


wills 


imas.i 

2721 


■:•$ 


ness  Opportunities 


SHORE  BANK 

FOR  SALE 
"FREE  report" 
100-733-2191 


R  I    I)  W   I   D   E 

ESS     CONSULTANTS 


FSHORE 


Fax  on  Demand 

(800)551-9105 
Cards         *««$?" 


CoW? 


St* 


1-2141  Universal 


nancial  Services 


DEBT  RELIEF! 

monthly  payments  by  up  to  50%! 


Not  bankruptcy  A  Debt  Management 
igned  to  get  you  out  of  debt-FREE! 

^counseling      J^^SS!*. 
'  Mis  and  call  today1  wwwamenxcom 


1-726-4575 


100 ,  $500,000 

expand  your  business 
business  loan  that  is 
anteedb)  theCovt. 
Hisiness-capital.org 

tj 745-6756  Ext  8006 


BusinessWeek 


Marketplace 


BOSINESS  WEEK  MARKETPLACE 

500  NORTH  MICHIGAN  AVENOE,  SUITE  2010 

CHICAGO.  IL  60611 


Education/Instruction 


Rushmore    RJ|   n   A 
University    IYIDM 

International  MBA  by  Distance 

Learning.  Flexible  curriculum 

Bachelors  not  always  required. 

370  Anchor  Drive  Ste  250,  Dakota  Dunes 

SD  57049  US,  Phone  605-232-6039 
Fax  605-232-6011  bw@distancemba  com 

www.distancemba.com 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate-Bachelor-Master-Doctor 

Business  (Mgmt,  HRM,  Health  Care) 

Management  of  Technology, 

Pschology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 
800-477-2254       www.scups.edu 


FREE  MBA 

U.S.  Department  of  Education  UNITID  #434554 
University  of  Advanced  Research 

Tuition  Free  Education! 
Solid  MBA  Curriculum! 

Tel:  (808)  883-3827  •  Fax  (808)  883-1155 

www.  ua  rha  waii.  com 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  --  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Education/Instruction 


Across  the  world  we  bring  quality  education  to  YOU! 


•  Regionally  ACCREDITED  high  quality  on-line  programs 

•  BSBA,  MBA,  Ph.D.  in  Business  Administration 

•  Live  interaction  with  faculty  and  students 

•  No  credits  for  working  or  life  experience. 


www.tourouniversity.edu 

'We  don  'I  settle  lor  the  cutting  edge  in  education,  we  look  beyond  " 

Touro  University  International 
registration@tourouniversity.edu  Tel:  (714)  816-0366  Fax:  (714)  816-0367 
10542  Calle  Lee,  Suite  102,  Los  Alamitos,  CA  90720  USA 


a 


Get  Your  MBA 
Through  Distance  Learning 


Plo  GMAT  required 

Local  support  center 

flexible  education  Financing  available 

Work  experience  cV  qudhik  aitons  considered 
Member  of  the  Association  of  Business  Schools 
Accredited  by  the  Association  of  MBAs 
Offered  under  Royal  Charter 


V* 


M 


800-874-5844  •  email:  rdiuva     erols.com  •  WWW.rdi.CO.uk 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 

Buy-SelUTrade 

LaserJet  •  ColorPro  •  DraftMaster  •  DeskJet 
DraftPro  •  DesignJet  •  Ruggedwriter 


Electrostatic  Plotters 

HP  9000/3000  Workstations  4  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

tea  Email  sales@dashercom 


Logo  Apparel 


FREE  LOGO! 
FREE  EMBROIDERY! 


H      Denim  ShirtsAs  Low  As  $  1 0. 

I  Golf  Shirrs 

|  As  Low  As  $11.« 

Call  For  FREE  Catalog 
800-670-3050 


.sierramills. 


Aviation/Fractional  Ownership 


FOR  THE  SAME  REASON  YOU'RE  NOT  USING 
A  TYPEWRITER  AND  A  PAY  PHONE 


The  modern  CEO  now  has  affordable  access  to  fractional  ownership  of 

Learjet®  or  Challenger®  business  jets;  a  modern  business  tool  enabling 

them  to  outperform  the  competition  by  increasing  productivity  due  to  less 

flying  time  and  scheduling  built  around  their  specific  business  needs. 

For  more  information  regarding  the  many  benefits  of  being  a  Flexjet® 

fractional  owner,  call  1-800-FLEXJET. 


BusinessWeek  Investor 


Stocks 


ures,   they  require   dissenters  to  conform. 

Research  shows  it  can  be  useful  to  compare 
the  services'  estimates.  In  a  recent  study, 
Prudential  Securities  identified  325  discrepancies 
between  the  First  Call  and  i/b/e/s  estimates  of  the 
s&P  500  companies'  earnings  over  the  past  five 
years.  Subsequently,  those  stocks  lagged  the  index, 
although  they  rebounded  this  year. 

So,  should  you  avoid  companies  whose  earnings 
are  in  dispute?  Not  necessarily,  says  Keon,  the 


study's  author.  Sure,  discrepancies  "could  mea| 
some  fiddling  of  the  books  is  going 
says.  "But  they  could  also  mean  the  market  I 
understand  the  company,  and  when  it  doe 
stock  will  rebound  sharply."  In  other  wordl 
orthodox  accounting  doesn't  necessarilyf 
nal  that   someone  is  trying  to  pull  th^ 
over  your  eyes.  But  to  protect  yourself,  ma 
you  don't  take  any  earnings  figure — convei| 
or  not — at  face  value. 


FOOD  DEALS  MAY  LEAVE  YOU  HUNGRY 


\ 


BY  AMY  BARRETT 


or  investors  in  food 
stocks,  news  that 
Bestfoods  and  H.J. 
Heinz  were  talking 
merger  may  have 
seemed  like  the  an- 
swer to  their  prayers. 
Weak  growth  has 
made  many  food 
stocks  dismal  per- 
formers, with  the 
Standard  &  Poor's  food 
index  down  17%  this 
year,  vs.  a  gain  of  4% 
for  the  s&P  500.  Al- 
though the  Bestfoods- 
Heinz  merger  discus- 
sions collapsed, 
observers  still  expect 
consolidation  among  in- 
dustry giants,  with  the 
best  matches  involving 
^^^""       U.  S.-focused  companies, 
such  as  Heinz  and  Campbell 
Soup,  and  players  with  international  reach, 
such  as  Bestfoods,  Nestle,  or 
Unilever. 


120 


But  don't  dive  into  food 
stocks  expecting  to  get  rich 
quickly.  The  industry  remains  a  slow-growth 
one,  and  any  mergers  are  unlikely  to  involve 
the  high  prices  seen  in  other  industries'  consol- 
idation waves.  "I  wouldn't  be 
investing  in  food  stocks  just 
on  the  consolidation  thesis," 
says  T.  Rowe  Price  analyst 
Art  Cecil.  "You  can't  count  on 
a  sugar  daddy  coming  along 
to  pay  a  big  premium." 

That  would  be  a  big  switch 
from  the  go-go  1980s,  when 
companies  like  R.J.  Reynolds 
Tobacco,  Philip  Morris,  and 
Nestle  were  snapping  up  food 
companies.  But  Sanford  C. 
Bernstein  analyst  Craig  Al- 
bert points  out  that  the  indus- 
try's annual  sales  and  earn- 


Commentary 


Food  Stocks  On  A  Diet 


S&P  500  INDEX 


ings  growth  rates  back  then  were  10%  anl 
12%,  respectively.  And  acquirers  had  plenj 
dough  to  throw  around,  as  many  deals  we 
debt-financed  buyouts.  David  Jacobs,  man| 
director  at  Morgan  Stanley  Dean  Witter, 
such  deals  give  shareholders  of  acquired 
parties  more  up  front  than  in  all-stock  meij 
because  they  don't  share  future  earnings 

Today,  with  inflation  quiescent,  foodmali 
have  little  room  to  raise  prices  as  they  di<j 
decade  ago.  They're  also  being  squeezed 
retailers.  So  it's  hardly  surprising  that  cor 
nies  like  Heinz,  which  announced  on  Sept.| 
that  it  would  buy  a  19.5%  stake  in  Hain 
Group,  an  organic  products  maker,  are  pu^ 
into  faster-growing  markets. 

Albert  expects  companies  in  the  s&P  fo 
dex  to  show  annual  revenue  and  earnings 
growth  over  the  next  five  years  of  just  2%l 
6%,  respectively.  Yet  these  stocks  are  hard| 
cheap,  fetching  an  average  of  21  times  esti 
1999  earnings.  And  many  food  companies  tl 
could  link  up  are  about  the  same  size.  Thatj 
vors  mergers  of  equals  with  little  or  no  pre 
urns  paid  to  shareholders  of  either  company] 
Eventually,  mergers 
food  industry  should  be^ 
investors — but  the  key 
is  eventually.  Most  food] 
panies  already  run  lean  operations,  the  re^ 
of  previous  restructurings,  so  the  real  paji 
likely  to  come  through  higher  revenue  grc 
Marriages  between  dome, 
and  global  food-industry        lve 
ers  could  trigger  a  pickuiAnro„ 
sales  growth  as  foreign  c 
panies  gain  access  to  U. !  Juspensin 
permarket  shelves  and  A 
can-focused  ones  increase  -Xi  nirjrj, 
sales  abroad.  That  should 
nally  drive  decent  gains 
food  stocks.  But  you'll  ha 
be  patient  to  see  that  cod 
about. 
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Barrett  covers  food  and 
maceutical  producers. 
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Take  the  daily  commute  in  an 
entirely  different  direction. 


liter, 


fou  drive  to  work.  You  drive  back  home.  Now  you'll  want  to  do,  well,  just  that.  Chrysler  Concorde  LXi. 
\  prem.um  full-size  sedan  with  an  all-alum,num  3.2  liter  225  horsepower  engine  and  fully  independent 
;uspens.on.  plus  a  leather-trimmed  interior  with  automatic  climate  control.  LX  model  starts  at  $22,550. 
.X.  model  as  shown  $26,795.*  For  more  information,  call  1.800.CHRYSLER.  Or  visit  www.chrysler.com. 


GJ  NEE  RED  TO  BE  GREAT  CARS 


include  destination  rax  8  wh 


e.biz  Live 

October  21,  1999 

Hyatt  Regency  McCormick  Place 

Chicago,  IL 


L 


BusinessWeek 


USWebCKS  ORACL 


Attachmate    ^bmc 


COMPAQ     CyberSoul 


-rican 


businesses  from  top  to  bottom.  If  your  company  is  to  survive  and  prosper,  you  need 

more  than  a  website,  more  than  an  e-commerce  initiative.  You  need  a  strategy, 

a  purpose,  a  vision.  Start  here. 


41 


JOin  prominent  e-business  leaders  and  strategists  from 

such  companies  as  Office  Depot,  Williams-Sonoma,  Nabisco, 


Sports  Illustrated,  as  well  as  e-pioneers  including 


full-day  program  based  on 


-rea 


Busin. 


's  dynamic 
ness. 


I    JflB^     Jk 


BMMM^^B 


powe 


case  studies  from 


+ 


net-smart  companies  about  their  transition  to 

e-commerce,  and  team  with  your  executive  peers 

\ 
at  roundtables  led  by  e-commerce  experts  to 


J  Enrollment  is  free,  but  strictly  limited  to  250  executives.  One  call  reserves  your  seat. 

Call  800-682-6007  to  register  or  get  more  information. 

Or  register  online  at  www.conferences.businessweek.com/1999/ebiz. 

To  get  the  latest  on  the  conference  program,  visit  the  conference  website, 

or  call  800-682-6007  and  ask  for  document  #110. 


del.   $ 

_^_ MOM 


A  I  Hvision  of  The  McGraw-Hill  ( ompanks 
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The  Barker  Portfolio 


SAVING  YOURSELF 
FROM  YOURSELF 


BY  ROBERT  BARKER 


Teetering  atop  the  tower  of  books  on  my 
desk  are  two  I  bet  you're  hearing  a  lot 
about  right  now,  Dow  36,000  and,  as  if 
that  weren't  enough,  Dow  ^0,000.  Each  is 
every  bit  as  confident  in  its  view  of  the  fu- 
ture as  another  recent  title  deeper  in  the 
pile,  Ridiyig  the  Bear:  How  to  Prosper  in 
the  Coming  Bear  Market. 

Which  market  forecast  is  right?  I  don't  know. 
But  you'll  probably  help  yourself  more  by  fo- 
cusing on  this  fact  of  human  nature  and  invest- 
ing: Most  of  us  are  overconfident  about  our  abil- 
ities— and  our  overconfidence  hurts  our  portfolios. 
This  dismaying  reality  is  laid  out  in  two  other 
books  coming  out  this  season  amid  a  lot  less 
racket:  Smart  Money  Decisions,  by  Northwest- 
ern University  B-school  professor  Max  H.  Baz- 
erman  (John  Wiley,  $24.95),  and  San 
ta   Clara   University   finance 
professor  Hersh  Shefrin's 
Beyond  Greed  and  Fear 
(Harvard  Business  School, 
$39.95).  "People  obsess  about 
their  money,"  Bazerman  says. 
"They  just  don't  obsess 
about  it  all  that  well." 
Although    the    au- 
thors address  differ 


ent  audiences — Baz- 
erman individuals,  Shefrin 
their  advisers — they  are  united 
in  their  conviction  that  people 
routinely  make  mistakes  with 
their   money   because   they 
overestimate  their  abilities. 


believing  we're  smarter  than  we  are.  Sour 
you?  I  know  it  sounds  like  me,  so  I  went  li 
for  ways  to  protect  me  from  myself.  Hei 
three  lines  of  defense: 
■Antarctic  view.  Next  time  my  mind  lo 
a  trade  I  want  to  make,  I'll  first  try  turnii 
whole  decision  upside  down.  Some  hedg 
investors  I  know  actively  seek  evidence 
dercut  their  theory.  If  they  were  hot  oi 
Computer,  they'd  go  out  and  pump  corj 
buyers  for  reasons  why  they  didn't  like  on 
from  Dell.  They'd  even  get  them  to  bad 
the  company.  "If  you're  buying  a  stock," 
man  suggests,  "ask  yourself  why  is  il 
someone  else  is  selling  it.  Why  do  you  thii 
know  more  than  the  seller?  Force  your: 
argue  why  you  should  sell  the  stock  inste 
■Cold  eye  in  the  mirror.  Seventeen 
into  this  bull  market,  the  old  exercise  for 
investors  called  "paper  trading" — fantasy 
picking  tracked  with  pencil  and  paper — 
quaint.  Yet  it's  still  the  best  way  to  safel 
brate  our  self-image  against  our  tru 
ity.  "Keep  a  diary,"  Shefr 
me.  "Enter  predi 
you  make  on  ho 
the  market  m 
over    two 
four   weeks, 
months, 
months,     a: 
year.      Do 
same  for  t 
tal     returi 
stocks     in 
portfolio.  An 
for  any  stocli 
decided  not  t 
Keep  track  of  ho1 
you    do.    It's 
sobering." 
■  The        t 
about    tor' 


Next  time  you  decide  to  buy  some  shares,  turn  the 
decision  upside  down.  Look  for  reasons  not  to  buy. 
Force  yourself  to  argue  for  selling  the  stock 


Overconfidence  is  a  human  trait  extending  be- 
yond investing.  For  example,  when  researchers 
ask  people  to  rate  their  skill  as  drivers,  65%  to 
80%  say  they're  above  average.  The  only  group 
psychologists  don't  regularly  find  to  be  overcon- 
fident, Shefrin  says,  are  the  clinically  depressed. 
What  does  this  have  to  do  with  your  invest- 
ments? "Confident  people  tend  to  be  a  little  bit 
too  bold,"  Shefrin  says.  "Investors  just  trade 
too  much  and,  as  a  result,  hurt  themselves."  We 
credit  ourselves  with  winning  picks,  he  adds, 
blame   others   for  losers,   and   go  on   merrily 


The     best 
against  overco 
may    simply    be 
slow — despite  Wall  Street's  wisdom  that  th 
wind  up  as  roadkill.  Two  finance  profess 
the  University  of  California  at  Davis  re 
found  that  investors  who  switched  to 
stocks  by  computer  from  the  slower  tek 
method  traded  more  often  and  more 
latively,  with  rotten  results:  With  the 
they  beat  the  market  by  more  than  tw 
centage  points  a  year.  By  computer,  they 
up  trailing  the  market  by  more  than  three 
"Trigger-happy  traders  are  prone  to  sh 
themselves  in  the  foot,"  the  profs,  Brad  I 
and  Terrance  Odean,  concluded. 

Dow  36,000,  or  Dow  6,000?  I  wish  I 
But  knowing  what  I  don't  know  may  prow 
my  smartest  move. 

For  barker. online,  go  to  www.busine, 
com/investor/  or  AOL  Keyword:  BW  Daih 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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Are  you  a  wireless  phone 
company  who  wants  to 

communicate  better 

Or  a  toy  manufacturer 

who  needs  to  learn  how 

to  share? 

Microsoft  has  knowledge  management  tools  for  any  business. 

Like  many  companies  today,  California  Pizza  Kitchen  and  CARE  Canada 
wanted  a  better  way  to  share  knowledge  and  make  smart  business 
decisions.  By  building  on  companies'  existing  technologies,  Microsoft 
and  our  partners  have  helped  create  knowledge  management 
solutions  that  are  easy  for  anybody  to  use,  anywhere.  Because  when 
people  can  access  and  manage  information  more  efficiently,  they  are 
able  to  make  better  business  decisions.  To  see  examples  of  how 
knowledge  management  solutions  have  helped  other  businesses, 
go  to  www.microsoft.com/go/business 

Microsoft 

Where  do  you  want  to  go  today? 


Tools  to  manage  knowledge  for  any  business.  Ml°dffice  Windows       "BackOffice 


ft  Corporation,  All  rights  reserved  Microsoft.  BackOffice.  Windows,  and  Where  do  you  want  to  £o today?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  united  States  and/or  otner  countnes. 
id  company  names  mentioned  herein  n  lemarka  of  th*li  respective  owners 


UNFORTUNATELY,  IT 


TAKES  A  LOT  MORE  THAN 
THIS  TO  MAKE  IT  IN  THE 


DIGITAL  ECONOMY. 


In  an  Internet-driven  economy,  it  takes  a  lot  more  than  a  web  site  to  succeed.  It 
takes  a  whole  new  strategy.  But  which  strategy?  Should  you  integrate  e-business  with 
your  existing  operations?  Spin  off  an  e-business  subsidary?  Or  transform  completely 
into  an  e-driven  company?  What  will  work  for  you?  And  what  are  the  leaders  doing? 

Get  the  answers  at  the  Fourth  Annual  Business  Week  Conference  on  the  Digital 
Economy.  You'll  hear  from  e-business  experts  such  as: 

■  Carly  Fiorina,  Hewlett-Packard  Company     ■  David  C.  Peterschmidt,  Inktomi  Inc. 


"  George  Bell,  Excite@Home 

■  Jonathan  Bulkeley,  barnesandnoble.com 

■  John  T.  Chambers,  Cisco  Systems,  Inc. 

■  Halsey  Minor,  CNET,  Inc. 

■  Ellen  M.  Hancock,  Exodus 
Communications  Inc. 


•  John  B.  McCoy,  Bank  One  Corporation 

■  Gideon  Sasson,  Electronic  Brokerage, 
Charles  Schwab  &  Co.,  Inc. 

■  Don  Tapscott,  The  Alliance  for 
Converging  Technologies 


Discover  their  distinct  business  models,  the  challenges  they  face,  and  the  lessons 
they've  learned.  Join  us  December  1-2,  1999,  at  the  Fairmont  Hotel  in  San  Francisco  to 
find  out  how  your  company  can  become  an  e-business  machine.  For  more  information, 
or  to  register: 

Go  to:  http://conferences.businessweek.com/  1999/digital 

e-mail:  julie_terranova@businessweek.com 

phone:  888-239-6878 

fax  on  demand:  888-239-6878,  document  #  120 

THE  FOURTH  ANNUAL  BUSINESS  WEEK  CONFERENCE  ON 

THE  DIGITAL  ECONOMY 

DECEMBER  1-2  •  SAN  FRANCISCO,  CALIFORNIA 


Presented  by: 


BusinessWeek 


In  partnership  with: 

HEWLETT 
PACKARD 


» 


\  I  iivision  of  The  McGraw-Hill  ( xmipamcs 


Sponsored  by: 

CNET,  E.piphany,  Lawson  Software,  Legato  Systems,  Inc., 
Lucent  Techologies,  Inc.,  Novell,  StorageTek,  USWeb/CKS 


■ 


L  Pom>  Mi  Stock  Pncm  k 


Some  people  say  they  need  our  information  to  succeed. 
Others  say  they  can't  live  without  it. 


It  could  be  in  the  form  of  critical  financial  information  and  ratings  from  Standard  &  Poor's. 
Or  a  new  medical  breakthrough  your  doctor  learned  from  our  Harrison's  Online.  Or  any  number 
of  insights  we  provide  to  help  you  succeed  in  life. 


www.mcgraw-hm.coin 


The  McGraw-Hill  Companies 

Keeping  the  world  up  to  speed. 


'■!■■■■■■■»' ii mil 


L 


TV  ■  Standard  &  Poor's  •  Aviation  Week  •  Business  Wee*  •  McGraw-Hill  Online  Learning  •  Piatt's  ■  ^rc/ii!. 
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OM  TO  RUN  AT  STM 


Toelectronics 
>ed  to  rise  as 
onductors 
kf.  More  is 
Salton  than 
|ie  Hotray. 
illantyne 
ive  a  happy 
|i  after  all 


When  STMicroelectronics  (stm)  was  first  fea- 
tured  in  this  column  on  Jan.  1,  L996,  its 
stock  was  at  split-adjusted  16&  By  the 
time  the  company  (formerly  SGS-Thomson)  was 
again  highlighted,  on  Aug.  25,  1997,  the  stock  had 
streaked  to  45.  The  stock  is  now  trading  at  more 
than  78,  a  hefty  advance  of  some  380%  in  about 
three  years.  And  guess  what?  Some  analysts 
and  major  investors  argue  that  the  stock  is  head- 
ed toward  100. 

What's  driving  this  maker  of  semiconductor 
circuits  and  discrete  devices?  "There  aren't  many 
global  semiconductor  plays  around,  and  STM  is 
poised  to  benefit  from  the 
industry's  recovery,  which 
is  still  in  its  early  stages," 
says  Patricia  Hutchinson  of 
Scudder  Kemper  Invest- 
ments, which  has  been  ac- 
cumulating stm  shares. 
Analyst  Tom  Murtha  of 
Rowe-Price  Fleming  Inter- 
national, which  also  has 
been  snapping  up  STM 
shares,  says  that  despite 
the  impressive  advance,  STM  is  still  underappre- 
ciated. It  sells  at  a  big  discount  to  rival  Texas  In- 
struments, which  trades  at  32  times  the  esti- 
mated 2001  earnings,  stm,  by  contrast,  trades 
at  just  23  times  Murtha's  estimated  2001  earn- 
ings of  $3.50  a  share.  If  stm  were  to  reach  a 
price-earnings  ratio  of  30,  the  price  would  be  at 
105,  says  Murtha,  whose  target  for  the  stock  in 
12  months'  time  is  at  least  that  much,  stm  is  a 
major  supplier  of  chips  for  "information  appli- 
ances," such  as  wireless  phones,  TV  set-top  box- 
es, and  car  safety  devices. 

STM's  strong  position  in  communications,  digi- 
tal, and  automotive  markets  should  help  it  gain 
market  share,  says  Mark  Edelstone  of  Morgan 
Stanley  Dean  Witter.  This  puts  STM  in  a  position 
to  be  able  to  raise  prices,  which  could  lead  to  ac- 
celerated revenue  growth  and  "positive  earn- 
ings surprises,"  he  adds.  Part  of  STM's  strength, 
says  Edelstone,  stems  from  its  strategic  links 
with  such  big  customers  as  Alcatel,  Hewlett- 
Packard,  Nokia,  and  Nortel  Networks. 
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JUST  SIMMERING 
LATELY 


P         SALTON 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


SALTON  MAY  BE 
SET  TO  REHEAT 

For  a  small-cap  company  specializing 
in  household  appliances,  Salton  (sit) 
has  been  a  huge  winner  in  the  stock 
market.  Its  stock,  which  traded  at  15  in 
late  April,  vaulted  to  33%  in  late  Au- 
gust. It  has  since  scaled  back  to  around 
27,  but  if  its  Cans  are  right,  Salton  should 
heat  up  again.  Analyst  Peter  Schaeffer 
of  Donaldson,  Lufkin  &  Jenrette  thinks 


the  stock  will  hit   W  Ln  a  year.  Money  man; 
Doug  Raborn,  who  heads  his  own  investment 

firm,  Raborn  &  Co.,  thinks  Salton  could  go  even 
higher — to  45,  based  on  his  2<MH)  estimated  earn- 
ings of  $3  a  share.  "The  steady  flow  of  new 
products  at  Salton  has  attracted  big  customer-, 
including  Wal-Mart  Stores,  Kmart,  Sears,  and 
Target,"  says  Raborn. 

"Salton  is  hot,  its  products  are  hot,  and  their 
pipeline  should  be  able  to  maintain  adequate 
growth,"  says  Donaldson's  Schaeffer,  who  re- 
cently raised  his  2001  earnings  estimate  from 
$3.38'  a  share  to  $3.63.  Salton  earned  $2.37  in 
the  year  ended  June,  1999.  Among  Salton's  prod- 
ucts are  George  Foreman  grills,  the  Juiceman, 
and  the  Breadman.  Sales  of  George  Foreman 
products  continue  to  grow,  with  no  signs  of  lev- 
eling off,  says  Schaeffer,  and  Salton's  private-la- 
bel products  for  Kmart  and  Sears  helped  the 
company  post  a  solid  earnings  gain  of  217%  in  fis- 
cal 1999,  he  says. 

IMAX  COULD  PUT 
BALLANTYNE  IN  FOCUS 

If  there  is  a  small-cap  stock  that  has  been  bat- 
tered severely,  it  is  Big  Board-listed  Ballan- 
tyne  of  Omaha  (btn),  which  makes  movie  pro- 
jectors and  lighting  gear  used  by  such  theater 
chains  as  Loews  Cineplex  and  amc.  Shares  of 
Ballantyne  have  dived  from  more  than  10  in 
early  January  to  5  on  Sept.  29.  Disappointing 
third-quarter  earnings  and  a  foiled  attempt  to  ac- 
quire Britain's  Digital  Projection  International 
prompted  investors  to  head  for  the  exits. 

But  not  everyone  did.  Some  pros  think  Bal- 
lantyne's  losing  Digital,  which  ended  up  being  ac- 
quired by  big-screen  theater  operator  IMAX,  will 
produce  good  news.  Ballantyne  and  Digital  have 
a  pact  to  cooperate  in  digital  projectors,  with 
Digital  supplying  technical  knowhow  and  Bal- 
lantyne providing  manufac- 
turing and  distribution  ca- 
pabilities. Michael  Legg,  an 
analyst  at  Prudential  Secu- 
rities, says  IMAX  may  sim- 
ply decide  to  acquire  Bal- 
lantyne to  assure  that  the 
Ballantyne-Digital  joint 
project  stays.  "IMAX  could 
attempt  to  buy  Ballantyne 
outright  or  acquire  the  26% 
stake  in  Ballantyne  that 
arc  International  owns,"  argues  Legg.  Ballantyne 
was  spun  out  of  arc,  a  developer  of  ice-skating 
facilities,  and  the  two  companies  still  share  the 
same  chairman,  Arnold  Tenney. 

Legg  thinks  that  Arc  would  be  inclined  to 
sell  its  interest.  He  figures  that  Ballantyne  is 
worth  13,  based  on  his  2000  earnings  estimate  of 
85c  a  share. 

Some  investors  believe  that  Tenney  has  been 
approached  by  an  investment  banker  on  behalf  of 
IMAX  for  a  deal.  Tenney,  however,  declined  to 
comment. 
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Figures  of  the  Week 


I  STOCKS 

S&P  500 

Sept.  Mar.  Sept.  Sepl.23-29 


U.S.  MARKETS 


Sept.  29 


%  change 
Week  Year 


GLOBAL  MARKETS 


Sept.  29 


%ch 
Week 


1, 


—  1250 
52-week  change  1 -week  change 
+24.7%  -3.2% 


COMMENTARY 

The  market  lost  steam  this 
week  primarily  due  to  infla- 
tionary fears  and  currency  wor- 
ries. The  Dow  posted  a  200 
point  loss  on  Sept.  23.  The 
S&P  500  slipped  10%  below 
its  year-to-date  high — a  tech- 
nical correction.  Worry  that  the 
Fed  may  raise  rates  next  week, 
coupled  with  a  weak  dollar  rel- 
ative to  the  yen,  sent  the  mar- 
ket south.  Gold  rallied  during 
the  week,  hitting  new  highs. 

Data:  Bloomberg  Financial  Markets 


Dow  Jones  Industrials  10,213.5 

Nasdaq  Composite  2730.3 

Nasdaq  100  2398.8 

S&P  MidCap  400  382.2 

S&P  SmallCap  600  173.9 

S&P  SuperComposite  1500  266.7 

SECTORS  Sept.  29 


-3.0 
-4.5 
-4.6 
-3.0 
-1.2 
-3.1 


26.4 
57.5 
73.2 
22.1 
14.2 
20.9 


%  change 
Week  Year 


S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Basic  Materials 
S&P  Capital  Goods 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
Morgan  Stanley  Cyclical 
PSE  Technology 


733.9 
556.6 
122.4 
985.1 
819.3 
121.0 
75.9 
590.3 
239.4 
459.8 
533.7 
629.3 


-4.1 
-2.2 
-1.7 
-2.4 
-1.7 
-2.3 
-1.7 
-1.7 
-2.6 
5.3 
-3.1 
-3.3 


26.7 
14.3 
7.1 
30.0 
10.4 
8.8 

-16.0 
-3.7 
-5.8 

172.9 
25.1 
91.0 


S&P  Euro  Plus  1316.2  -1.6 

London  (FT-SE 100)  6020.6  1.8 

Frankfurt  (DAX)  5135.6  -2.0 

Tokyo  (NIKKEI  225)  17,282.3  -3.6 

Hong  Kong  (Hang  Seng)  12,834.9  -4.4 

Toronto  (TSE  300)  6878.5  -0.1 

Mexico  City  (IPC)  5079.8  1.8 

Week 

FUNDAMENTALS  Sept.  28  ago 


■n 


S&P  500  Dividend  Yield  1.31% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  30.1 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22.5 
First  Call  Earnings  Revision*  -1.43  % 

•First  Call  Corp. 


TECHNICAL  INDICATORS 


Sept.  28 


1.29% 
31.0 
22.9 
-1.07% 

Week 
ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1303.9  1301.2  , 
30.0%  34.0% 
0.62  0.63 

1.25  1.13 


BEST-PERFORMING         Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


Gold  Mining 
Defense  Electronics 
Shoes 

Broadcasting 
Personal  Loans 


24.3  Instrumentation  115.9 

20.9  Semiconductors  107.7 

11.0  Communications  Equip.  98.2 

2.4  Invest.  Banking/Brkrge.  75.2 


2.1      Broadcasting 


68.5 


Cosmetics  -30.3 

Furnishings  &  Appliances  -29.5 

Housewares  -24.8 

Life  Insurance  -20.0 

Property-Casual.  Insurers  -20.0 


Pollution  Control 
Manufactured  Housing 
Food  Wholesalers 
Property-Casual.  Insurer: 
Life  Insurance 
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■  MUTUAL  FUNDS 

M  S&P  500"  Ml  U  S  Diversified 
4-week  total  return 


I  All  Equity  Week  ending  Sept  28 

52-week  total  return 


%       -4       -3       -2 
Data:  Morningstar,  Inc. 


10      15      20      25      30 
"Vanguard  500  Index  fund 


EQUITY  FUND  CATEGORIES 


Leaders 

Four-week  total  return 


Laggards 
%  Four-week  total  return       % 


Precious  Metals 
Technology 
Japan 

Communications 
Latin  America 

Leaders 

52-week  total  return 


26.6  Health  -6.3 

3.6  Pacific/Asia  ex-Japan  -5.3 

3.5  Mid-cap  Value  -5.2 

3.4  Real  Estate  -4.8 

2.4  Financial  -4.8 

Laggards 

%  52-week  total  return  % 


Technology 

Japan 

Diversified  Pacific/Asia 

Pacific/Asia  ex-Japan 

Communications 


103.9  Real  Estate 

97.7  Financial 

74.0  Small-cap  Value 

66.9  Domestic  Hybrid 

63.7  Health 


-5.5 
5.5 
7.8 
9.9 

10.3 


INTEREST  RATES 

Week      Year 


KEY  RATES 

Sept.  29 

ago 

ago 

MONEY  MARKET  FUNDS 

4.90% 

4.86% 

5.05% 

90-DAY  TREASURY  BILLS 

4.81 

4.83 

4.37 

1-YEAR  TREASURY  BILLS 

5.21 

5.26 

4.41 

10-YEAR  TREASURY  NOTES 

5.96 

5.92 

4.44 

30-YEAR  TREASURY  BONDS 

6.12 

6.10 

4.98 

30-YEAR  FIXED  MORTGAGE  i 

7.80 

7.83 

6.62 

■  BW  PRODUCTION  INDEX 

Change  from  last  week:  -0.4% 
155 

Change  from  last  year:  4.8% 

BLOOMBERG  MUNI  YIELD  EQUIVAI 

Taxable  equivalent  yields  on  AAA-rated,  tax-e 

municipal  bonds,  assuming  a  31%  federal  ta 

10-yr  bond     30- 


18 


■  t 


GENERAL  OBLIGATIONS     4.93% 
TAXABLE  EQUIVALENT        7.14 


INSURED  REVENUE  BONDS  5.10 
TAXABLE  EQUIVALENT  ,    7.39 

tBanxQuote,  Inc. 


INDUSTRIAL  OUTPUT 

Sept   18=149  1 

1992=100 


Ihe  index  is  a  4-week_ 
moving  average 


Sept. 
1998 


Jan. 
1999 


May 
1999 


Sept. 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  continued  tt  p 
the  week  ended  Sept.  18.  The  unave 
dex  was  also  down,  falling  1.1%  i  |j 
from  149.2.  After  seasonal  adjustmerf/ 
of  electricity  plummeted  9.2%,  with 
dip  in  the  amount  of  produced 
Mid-Atlantic  region.  Rail-freight  tr; 
coal  production,  both  affected  by  I 
Floyd,  posted  steep  declines.  Outpu  jj 
and  oil  were  also  down.  Only  auto, 
lumber  production  increased. 
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I  THE  WEEK  AHEAD 


LEADING  INDICATORS  Tuesday,  Oct.  5,  10 
a.m.  edt  ►  The  Conference  Board's  index 
of  leading  indicators  likely  fell  0.2%  in  Au- 
gust, after  rising  0.3%  in  both  June  and 
July.  That's  based  on  the  median  forecast  of 
economists  surveyed  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hill  Cos. 

VEHICLE  SALES  Tuesday,  Oct.  5  ►  Car  com- 
panies will  begin  reporting  September  sales, 
which  are  expected  to  decline  after  soaring 
in  August  to  annual  rate  of  17.6  million. 

FOMC  MEETING  Tuesday,  Oct.  5,   ►  The  Fed- 
eral Reserve's  policymaking  Federal  Open 
Market  Committee  will  meet  to  set  interest 


rates.  Analysts  generally  expect  no  change 
in  the  current  5.25%  federal  funds  rate.  A 
decision  is  expected  at  about  2:15  p.m. 

FACTORY  INVENTORIES  Wednesday  Oct.  6, 
10  a.m.  edt  ►  Manufacturers'  inventories 
are  expected  to  have  risen  by  0.4%  in  Au- 
gust after  increasing  by  0.5%  in  July.  Facto- 
ry inventory  growth  is  expected  to  speed  up 
in  the  second  half,  adding  to  economic 
growth. 

INSTALLMENT  DEBT  Thursday,  Oct.  7,  3  p.m. 
edt  ►  Households  are  expected  to  have  in- 
creased their  debt  by  $5.8  billion  in  August, 
after  adding  $8.8  billion  in  July. 


11 

EMPLOYMENT  REPORT  Friday,  Oct.  8.  i  * 
a.m.  edt  ►  Nonfarm  payrolls  are  exp 
ed  to  have  increased  by  215,000  in 
September,  after  posting  a  small 
124,000  gain  in  August,  based  on  trtjj 
s&p  mms  survey.  The  unemployment  ri  n 
is  projected  to  edge  up  to  4.2%,  froifil 
4.1%  in  August.  Wages  are  expected 
grow  0.3%,  compared  with  0.2%  in  j 
August 
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Editorials 


THE  NEW  ECONOMY  VS.  THE  BUBBLE  ECONOM 


QU/ 


For  five  years,  at  least,  American  business  has  been  in  the 
grip  of  an  apocalyptic,  holy-rolling  exaltation  over  the  un- 
paralleled prosperity  of  the  "new  era"  upon  which  we,  or  it,  or 
somebody  1ms  entered.  Discussions  of  economic  conditions  in 
the  press,  on  the  platform,  and  by  public  officials  )xave  carried 
us  into  a  cloudland  of  fantasy .. .  Clear,  critical,  realistic 
and  rational  recognition  of  current  problems  and  pei-plexities 
is  rare.  (Sept.  7,  1929) 

Seventy  years  ago,  just  weeks  before  the  Great  Crash, 
BUSINESS  WEEK  made  its  first  appearance  with  this  editor- 
ial. The  resonance  is  uncanny.  Then,  a  great  debate  swirled 
around  the  effects  of  the  fast-paced,  technology-driven  economy 
of  the  1920s.  Today,  a  similar  debate  is  under  way,  and  BUSINESS 
week  is  at  the  forefront  of  those  arguing  that  information 
technology  is  transforming  America,  and  much  of  the  world, 
into  a  New  Economy.  Opposing  this  are  those  who  see  only  a 
Bubble  Economy  at  work,  with  inflated  asset  values  driving 
growth — until  they  inevitably  pop.  So  far,  the  debate  over  the 
New  Economy  has  been  marked  by  the  same  kind  of  emotion 
and  caricature  that  appeal's  to  have  defined  the  battle  over  the 
"new  era."  It  is  time,  again,  to  clarify  what  the  New  Economy 
is  and  what  it  isn't,  what  it  can  do  and  what  it  can't  do. 

The  heart  of  New  Economy  thinking  is  that  the  safe  speed 
limit  for  the  U.  S.  economy  has  increased — somewhat — in  recent 
years.  The  speed  limit  for  any  economy  is  defined  as  the 
fastest  economic  growth  rate  that  won't  ignite  inflation.  The 
speed  limit  is  the  sum  of  two  numbers — the  growth  in  popu- 
lation and  productivity.  Population  growth  in  the  U.  S.  has 
been  stable  at  about  1%  for  years.  But  measured  productivity, 
which  rose  at  about  1%  a  year  between  1973  and  1995,  has 
since  doubled  to  about  a  2%  annual  rate,  thanks  to  new  tech- 
nologies and  globalization.  That  surge  in  productivity  means  the 
U.  S.  economy  can  now  grow  at  a  sustained  long-term  trend 
rate  of  about  3%  annually  without  increasing  inflation.  That's  up 


from  about  2%  to  IWc  a  year  in  the  previous  two  dec; 

America's  economic  speed  limit  has  been  lifted,  but  it  h;| 
disappeared.  The  economy  can  go  faster  but  it  can  also  a 
fast,  slow  down,  or  even  stop.  Technology-driven  economil 
they  "new  era"  or  New  Economy,  share  common  charac 
tics — fast-paced  innovation,  high  productivity,  new  bus 
models,  high  growth,  low  inflation,  high  equity  prices! 
they  are  also  times  of  excess,  volatility,  and  dislocation. 

That's  the  danger  facing  the  New  Economy  todaj 
the  past  three  years,  the  pace  of  growth  has  exceeded! 
the  higher  new  speed  limit.  Now  there  are  signs  of  e^ 
Leverage  is  at  record  highs,  be  it  margin  debt,  cons 
credit-card  debt,  or  corporate  borrowing.  Bank  regul 
are  worried  about  lax  loan  standards.  Many  dot.com  | 
nesses  are  hiring  wildly  and  chasing  unrealistic  growtl 
jections.  Many  investors  are  day-trading  themselves 
penury,  paying  for  incredible  multiples  on  a  wing 
prayer.  Indeed,  the  nation  as  a  whole  cavalierly  acceptl 
eign  capital  inflows  that  equal  an  amazing  5.8%  of  groa 
mestic  product,  a  historic  high,  making  the  dollar  vulnei 

The  Federal  Reserve  is  trying  to  rein  growth  bal 
trend  (the  new  3%  trend)  with  two  rate  hikes  and  appei 
be  succeeding.  Asset  prices  are  easing,  and  with  that 
suming  spending  will  slow.  The  stock  market  has  been  ft 
six  months,  and  Net  stocks  have  gone  through  a  big  cc 
tion.  Executive  cocktail  chatter  is  of  options  being  und<  iq  yr 
ter,  consumer  confidence  is  falling,  and  the  housing  marl 
cooling.  It  all  spells  soft  landing.  The  alternative,  of  cour 
a  serious  recession.  With  the  Internet  providing  huge  o 
tunities  to  cut  jobs  and  save  costs,  the  next  surge  in  u 
ployment  could  be  disturbing. 

A  sober  look  at  the  New  Economy  shows  that  it  can 
erate  more  growth  and  jobs  than  economists  thought  pos 
This  is  no  small  thing.  But  even  though  the  New  Econom 
go  faster,  it  can  also  slow  down,  or  even  go  into  reverse. 


DR.  LEVITTS  RX  FOR  A  NEW  MARKET 


Securities  &  Exchange  Commission  Chairman  Arthur 
Levitt  Jr.  has  a  vision  for  unifying  America's  fast-chang- 
ing securities  markets,  boosting  competition,  and  improving 
prices  for  the  nation's  investors.  With  the  New  York  Stock 
Exchange  and  the  Nasdaq  set  to  convert  to  profit-driven, 
shareholdei  owned  businesses  and  electronic  communications 
networks  (ECNs)  playing  ever-larger  roles,  Levitt  is  trying  to 
nudge  the  industry  into  a  rational,  high-tech  future.  The  in- 
dustry should  transcend  its  many  parochial  interests  and 
find  common  ground  with  the  sec  chairman. 

Levitt  wants  open  borders  and  transparent  prices  among 
the  growing  number  of  markets.  He'd  like  to  see  a  single  elec- 
tronic trading  system  linking  buyers  and  sellers  in  all  of  the 


traditional  and  new  electronic  markets  so  investors  c 
the  best  prices  everywhere.  Then  the  NYSE  could  nu 
market  in  Microsoft,  now  traded  only  on  Nasdaq,  while 
daq  could  trade  General  Electric,  now  traded  only  o 
NYSE.  Markets  would  move  on  to  compete  by  offering 
value-added  services,  such  as  faster  trades,  lower  fees, 
strategy  trades. 

Levitt  is  also  worried  that  for-profit  stock  exchange; 
find  it  hard  to  regulate  themselves  when  they  feel  pre; 
to  deliver  quarterly  profits  to  shareholders.  It's  a  reaso 
concern,  and  a  new  regulatory  structure  might  be  net 
To  most  investors,  the  sec's  suggestions  seem  emin 
reasonable. 
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IN  LOW  TRACTION  CONDITIONS, 
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AND  SENDS  ALL  THE  POWER  TO  IT 
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front  and  side-to-side.  In  fact,  Quadra-Drive  is  the 
only  system  in  the  world  that  delivers  maximum 
power  all  the  time.  So  Jeep  Grand  Cherokee  can 
pull  you  out  of  situations  other  4x4s  can't  handle. 
II  you're  looking  tor  the  one  that  continues  to 
set  the  standard  in  four-wheel  drive  technology, 
check  out  Jeep  Grand  Cherokee — our  most  capable 
4x4  ever.  For  further  information,  please  visit  us 
online  at  www.jeep.com  or  call  1-800-925-JEEE 
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PRESENTING  THE 

NEW  INTERNATIONAL 

SYMBOL  FOR  THE 

INTERNE!. 


i  his 

symbol,  of  course,  stands  for 

Fujitsu. cP  And  while  it's  not  actually 

e  international  symbol  for  the  Internet, 

oerhaps  it  should  be.  You  see,  few  companies 

fay  a  greater  role  in  bringing  the  world  to  the 

r^rnet  -  and  the  Internet  to  the  world  --  than  Fujitsu. 

1/e  deliver  an  unsurpassed  array  of  Internet  solutions, 

li  infrastructure  to  electronic  commerce.  Much  of  the 

Id's  Internet  traffic,  for  instance,  is  piped  through  our 

h-speed  optical  transmission  systems.  cP  Our  IT 

olutions,  from  global  servers  to  application  software, 

are   powering  the   new   Internet  economy. 

cP  Wherever  you  look,  our  global   IT  and 

telecommunications  expertise  is  giving 

us  a  leadership  position  in  the 

^^      Internet  revolution. 


_^JuamjUJcn       Palexpo  Geneva, 

m i —       Switzerland 

int.rOctiv*^       10-17  October  1999 


See  us  at  booth  5030  (Hall  5) 


httpJ/www.  telecom99.  fujitsu.  com 
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by  the  internet  at  the  very  same  time? 
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Experience  tells  us  the  internet  makes 

people  feel  a  lot  of  different  emotions 

all  at  once.  And  who  can 

blame  them?  On  one  hand, 

the  internet  opens  their 

business  up  to  billions  of 

potential  customers.  On 

the  other  hand,  it  opens 

their  business  up  to  billions 

of  potential  hackers. 

Not  long  ago,  a  pharmaceutical  giant 
came  to  MCI  worldComSM  with  this  exact 
dilemma.  They  wanted  to  make  sure 
their  customers  would  only  have  access 
to  their  products.  Not  their  research. 

As  one  of  the  world's  largest  internet 
providers,  we  deal  with  problems  like 
these  every  day  and  (not  surprisingly) 
have  an  entire  continuum  of  data 
services  to  help  solve  them.  In  this  case, 


MCI  WorldCom  has 

an  entire  continuum 

of  data  services 

on  our  seamless  global 

network.  Here's  how  we 

made  it  work  for  a 

pharmaceutical  giant. 


we  recommended  they  install  a  hybrid 
VPN  on  top  of  their  Frame  Relay  and 
Internet  service.  A  Virtual 
Private    Network    would 
keep  their  research  separate 
from   their  products   by 
everything  from  firewalls 
to  encryption  codes.  And 
because  the  data  would 
run  on  our  wholly  owned, 
seamless  global  network,  we'd  be  able 
to  monitor  it  from  one  end  to  the  other. 
No  small  detail.  Especially  when  you 
consider  only  MCI  WorldCom  owns  the 
entire  network  between  mafny  locations 
in  the  U.S.  and  western  Europe. 
All  of  which  made  this  pharmaceutical 
giant  feel  a  brand  new  emotion:  relief. 
For   more   information,   visit   us   at 
v    www.wcom.com/data2. 


MCI  WorldCom  Data  Continuum 


ATM 


VOICE  OVER  FRAME 


INTERNET 


DSL 


FRAME  RELAY 


VPN 


sWee 


CTOBER     18,     1999 


4K 


i 
i 


COVER  STORY 


MIKEVS.BERNIE 

For  both  telecom 
titans,  the  financial 
and  strategic  risks 
are  enormous  page  34 


se  Spea 


/ 


34 


36 


40 


48 


Cover  Story 


AT&T  VS.  WORLDCOM 

MCI  WorldCom's  audacious  grab  for 
Sprint  is  more  than  just  the  biggest 
corporate  acquisition  ever — it  could  well 
change  the  shape  of  telecommunications 
in  the  21st  century.  Meanwhile,  AT&T 
must  battle  back  by  investing  billions 
more  in  new  technology 
WHAT  IT  WILL  TAKE  TO  WIN 
WorldCom  ceo  Bernie  Ebbers  has 
plenty  of  experience  with  mergers,  but 
this  one  will  be  his  biggest  challenge 
ever.  For  starters,  he'll  have  to  win 
approval  from  a  balky  FCC  and  splice 
together  two  mega  networks.  Add  to 
that  the  threat  of  new  competitors  and 
some  grumblings  on  Wall  Street . . . 
THE  TROUBLE  WITH  AT&T 
Its  long-distance  business  is  crumbling, 
and  the  company's  bet  that  cable  is  the 
way  out  is  hitting  snags.  On  top  of  that, 
key  executives  are  leaving 
COMMENTARY:  MERGERS 
Has  merger  mania  gone  too  far?  Are 
regulators  ignoring  the  big  economic 
picture? 


News:  Analysis  &  Commentary 

50     A  BRAWL  OVER  FRANKENFOOD' 

European  fears  of  genetically  modified 

crops  are  now  threatening  billions 

worth  of  U.  S.  farm  exports 
52     THE  FED'S  FOGGY  TRANSPARENCY' 

The  markets  still  can't  easily  divine  its 

leanings  on  interest  rates 
56     THE  MOGUL  YOU  NEVER  HEARD  OF 

Lowry  Mays  is  taking  Clear  Channel 

to  the  top  of  the  radio  biz 
58     COMMENTARY:  GEORGE  W.  BUSH 

He  has  declared  his  independence  from 

Capitol  Hill  Republicans 
60     IN  BUSINESS  THIS  WEEK 

International  Business 

168     ASIA:  INVESTOR  EXODUS 

A  pattern  of  unkept  promises  has 
spurred  a  flight  of  foreign  equity 

170     JAPAN:  REFORM  WITH  KID  GLOVES 

Bankers  are  breathing  easier  now  that 
Michio  Ochi  is  replacing  Yanagisawa 

172     WRONG  NUMBER  AT  TELECOM  ITALIA? 
Olivetti  wants  to  spin  off  the  phone 
giant's  mobile  unit;  investors  are  furious 


174 


178 


181 


26 


30 


31 


62 


66 


COMMENTARY:  FRANCE 

How  to  turn  it  into  a  nation 

shareholders 

ARGENTINA:  A  TALK  WITH  MEN 

The  departing  President  defen 

legacy  and  weighs  a  run  in  200BRTUPS 101 

INTERNATIONAL  OUTLOOK:  CHIC  F 

Can  Jiang  tackle  the  tough  job 


peedi 


CUTWEM 

I   .   . 

INING8-SI 


•okExc 


Economic  Analysis 

ECONOMIC  VIEWPOINT 

Becker:  A  global  market  in  poll 
ECONOMIC  TRENDS 

An  inflation  conundrum,  don't  v  Vnsaw 
economic  data,  U.S.  productivity  ibizaiTe 
BUSINESS  OUTLOOK 
Why  the  Fed  has  its  foot  on  th<  Ptil 

KKSAN 

w  the  ch 


Government 


WASHINGTON  OUTLOOK 

Steve  Forbes  is  the  new  king  oi  ^m 
right  wing  AIW.T) 

NEWT:  FLUSH  AND  CENTER 

Former  House  Speaker  Gingricl  lei 
resigned  nine  months  ago,  but  Ph^, 
keep  him  in  the  spotlight — and  i  ||  tl| . , 


4  BUSINESS  WEEK  /  OCTOBER  18,  1999 


A 


Jtf* 


HOME  PAGES 

Now  you  can  lookforyour 
dream  house  without 
leaving  your  desk 


'LEX  ED 
res  an  MBA 
ram  for  every 

edllle    page  76 

KAN 

iso  Speaker 


A  WEB  OF  RUMORS 

Buzz  about  the  economy 
arrives  on  the  Net  page  m 


BOOK  EXCERPT 

ChainsawUhe 
Notorious  Career  of 
AlDunlap  page 


SPECIAL  REPORT 

Thanks  to  full  employment,  America's 
poor  are  finally  getting  a  break  page  m 


COORDINATED 

Gap's  Web  site  and 
stores  work 
together  to 
push  up 
sales  at 
both 

page  150 


;cial  Report:  Executive  Ed. 


RNING  TO  LEAD 

inology  is  driving,  the  demand  for 
rutive  education 
;i|)J«TUPS  101 

ses  that  teach  entrepreneur  culture 
CUTIVE  MBAs  YOUR  WAY 
•hools  are  getting  more  flexible 
NING  B-SCHOOL  INTO  E-SCHOOL 
tups  offering  online  MBAs  aim  high 


KM 

lefera 


CHW 


ok  Excerpt 


«  UNSAW 
nit;    bizarre  saga  of  Al  Dunlap 


Jirketing 


CKS  AND  MORTAR'  AT  THE  GAP 

v  the  chain's  Stores  and  site  mesh 

ecial  Report:  Poverty 


rich 


ALLY,  THERE'S  SOME  GOOD  NEWS 

Ighl  labor  market  is  pulling  up 

erica's  poor 


MMENTARY:  INFLATION 


I  employment  wont  send  it  sky-high 


Finance 

182     ECONOMIC  RUMORS 

Three  new  Web  sites  will  give  early 

earnings  and  index  numbers 
184     THE  DISCOUNT  BROKER  THAT  COULD 

TD  Waterhouse  is  shadowing  Schwab 
188     NOT  EXACTLY  A  COMEBACK  KID 

Shares  of  money  manager  UAM  are 

struggling  to  catch  the  market 

190  COMMENTARY:  HEDGE  FUNDS 

Industries 

191  BLAZING  DOWN  THE  l-WAY 

The  companies  filling  the  need  for  speed 
194     WHERE  TO  FIND  WARP  SPEED 

Which  service  is  light  for  you? 
198     CISCO'S  CONTINENTAL  TOUR 

Why  it's  funding  startups  in  Kurope 

BusinessWeek  Lifestyle 

211     AVOIDING  DAY-CARE  NIGHTMARES 

.How  to  find  a  good  center  lor  your  child 


Business  Week  Investor 

215     HOME  BUYING  ONLINE 

Let  your  keyboard  do  the  shopping 
218     VIRTUAL  REALTY  GOES  PUBLIC 

A  new  Net  boom  in  the  making? 
222     CONTRARIANS  AT  THE  GATE 

Brandes'  winning  bets 
224     MINIFUNDS,  MAXI  RETURNS 

They  often  outperform  their  giant  rivals 
228     THE  BARKER  PORTFOLIO 

Will  these  acoms  turn  into  oaks? 

231  GENE  MARCIAL:  INSIDE  WALL  STREET 

Features 

6  UP  FRONT 

16  READERS  REPORT 

17  CORRECTIONS  &  CLARIFICATIONS 
19  BOOKS 

22  TECHNOLOGY  &  YOU 

127  DEVELOPMENTS  TO  WATCH 

232  FIGURES  OF  THE  WEEK 

233  INDEX  TO  COMPANIES 

234  EDITORIALS 


BusinessWeek  !0!NlLlllNE 


www.businessweek.com 
America  On,    e  Keyword:  BW 


BUSINES-  .VEEK/ OCTOBER  18.  1999  5 


Up  Front 


§ 


EDITED  BY  ROBERT  McNATT 
WEB  WARS 

ATTENTION, 
KMART  SURFERS 

KMART,      THE       NATION'S 

third-largest  retailer,  is  pre- 
paring to  sign  a  deal  worth 
more  than  $50  million  to  cre- 
ate a  new  Internet  strategy 
for  itself.  Sources  familiar 
with  the  deal  say  financial 
backing  for  a  new  and  im- 
proved Kmart.com  will  come 
from  a  Silicon  Valley  venture- 
capital  firm,  Softbank  Tech- 
nology Ventures.  The  plan  is 
for  the  new  site  to  be 
up  early  next  year, 
and  boost  online 


and    in-store  /  sales. 

Neither  Soft  /bank 
nor  Kmart  is7  talking 
right  now,  but  Kmart  is 
making   the   move   none 
too  soon.  Archrival  Wal- 
Mart  has  been  working  to 

OIL  PATCH 


ALAN  GREENSPAN 
-PROTECTIONIST? 

FEDERAL  RESERVE  CHAIRMAN 
Alan  Greenspan  rarely  lets  a 
speech  go  by  without  ex- 
tolling the  benefits  of  unfet- 
tered capitalism  and  the  mag- 
ic of  the  market.  So  what's 
he  doing  heading  up  two  ob- 
scure boards  that  provide 
government-backed  credits  to 
hard-pressed  steel  and  oil 
companies? 

In  August,  Congress  es- 
tablished   the    Emergency 
Steel  Guarantee  Loan  Board 
and  Emergency  Oil  &  Gas 
Guarantee        Loan 
Board.  Steelmak- 
ers were  scream- . 
ing    for    relief  . 
from  surging  im- 
ports, and  prices 
of  oil  were  plung- 
ing.   Now,    steel 
imports  are  fall- 
ing, while  oil  ^ 


upgrade  its  site  for  months, 
though  it  won't  be  ready  for 
the  holiday  season.  Kmart's 
current  online  efforts  have 
lagged  behind.  Its  site  doesn't 
sell  a  full  line  of  products  and 
is  not  considered  very  cus- 
tomer-friendly either.  The 
deal  with  Softbank,  and  pos- 
sibly two  other  venture  in- 
vestors, aims  to  change  that. 
And  it  stands  in  sharp  con- 
trast to  Wal-Mart's  do-it-your- 
self Net  initiative.  Kmart's 
enterprise  will  be  based  in 
Silicon  Valley  and  be 
run  largely  by  outside 
executives. 

It's    a    big 

step    for    K- 

mart,    but   it 

plans  to  keep 

majority  stake. 

Still,    turning   its 

shoppers  into  Net 

surfers  will  likely 

take  all   the   help 

Kmart     can    get. 

Linda  Himelstein 
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prices  are  rising.  Neverthe 
less,  a  slew  of  companies  are 
expected  to  ask  for  assis- 
tance after  the  two  boards 
publish  application  proce- 
dures on  Oct.  18. 

Partly  at  the  behest  of 
Republicans  who  worried 
that  the  boards  would  throw 
away  money,  lawmakers  man- 
dated that  Greenspan  chair 
both  boards.  Securities  &  Ex- 
change Commission  Chairman 
Arthur  Levitt  Jr.  and  Com- 
merce Secretary 
William  Daley  are 
also  on  both  of 
them.  Greenspan 
isn't  saying  publicly 
what  his  feelings 
are  about  the 
arrangement. 
But  in  private, 
he  has  told  confi- 
dants that  he  ques- 
tions whether  any 
"emergency"  exists 
to  justify  creating 
the  boards. 
Rich  Miller 


TALK  SHOW  ((Too  often,  my  party  has  focused  on  the 
national  economy,  to  the  exclusion  of  all  else,  speaking  | 
sterile  language  of  rates  and  numbers  . .  .}) 

— George  W.  Bush,  urging  the  GOP  to  address  social  ills 


l-WAY  PATROL 

YOUR  NAME, 
MY  WEB  SITE 


POLITICAL       DIRTY 

tricks  are  going  high- 
tech.   Preparing  for 
next  year's  congres- 
sional races,  one  Re- 
publican operative  is 
cutting  potential  GOP 
opponents  out  of  cy- 
berspace by  register- 
ing    Web     domains   SANDERS 
with    their    names. 
Among  recent  hits:  Repre- 
sentative Bernie  Sanders  (I- 
Vt.)  and  Delaware  Governor 
Thomas  Carper,  a  Democrat. 
James  Smith,  an  aide  to 
Republican  Conference  Chair- 
man    Representative    J.  C. 
Watts  of  Oklahoma,  conducts 
the  cybersquatting  for  New- 
corn  Strategy,  his  one-man 


Internet  political  cons 
shop.  When  someone  ca 
say,  sandersforsenate 
berniesanders.o 
gets  access  to 
porters  who 
stumbled  on  th( 
and  a  clear  sh 
spin  control 
sites  are  now  e 
but  won't  be  for 
"This  is  extr« 
slimy,"  yelps  Sai 
"Your  own  nar 
being  stolen 
you."  Smith  cou 
that  pols  who  don't  rej 
their  domain  names  are 
inept.  But  Congress  ma; 
take  Sanders'  side.  On 
7,  the  House  prepare 
mark  up  an  anti-cybers 
ting  bill  that  would  ban 
faith"  registration  of  t] 
marked  words — or  a  per 
name.  Lorraine  Wbi 


THE  LIST   ROCK  T  WEB 


It's  e-charity,  big  time.  Net- 
Aid,  an  Oct.  9  transoceanic 
fund-raising  concert  for  the 
world's  poor,  webcasts 
simultaneous  con- 
certs in  New  York, 
London,  and  Gene- 
va. NetAid's  Web 


1 


PUFF 
DADI 


JEWEL 


site,  built  to 
handle  60  mil- 
lion hits  an  hour, 
may  test  the  Net 
as  never  before. 
Cisco  Systems  and  KPMG 
Peat  Marwick  donated  $2 
million  in  cash  and  equip 
ment.  Credit-card  donors 
make  contributions  online 
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RETAIL  REVELRY 

LANDS'  ENDS 
END  RUN 

lands'    end    has 
lost  its  battle  with 
Germany's  govern- 
ment     to       sell 
clothes  there  with    I 
the  lifetime  guar- 
antee it  uses  else- 
where.    But     it 
may  win  the  war, 
thanks  to  a  clever 
Internet  ploy. 

German  competi- 
tors recently  sued  the  out- 
doorsy  retailer,  claiming  that 
its  trademarked  "Money  Back 
Guarantee,  No  Matter  What" 
was  unfair  competition.  They 
won  when  the  German 
Supreme  Court  ruled  in  Au- 
gust that  the  promise  was  a 
violation  of  law.  So  out  went 
the  guarantee  in  advertise- 
ments and  catalogs. 

Lands'  End  considering  an 
appeal  to  a  European  Union 
court.  It  has  also  launched  a 


print-ad  campaign  lampoon- 
ing the  ruling.  One  ad  de- 
picts a  globe* with  the  cap- 
tion "These  are  all 
the  places  where  we 
can"  (offer  the  guar- 
antee) with  a  line 
pointing  to  Germany 
saying  "Here  not!" 
Another  ad  announ- 
ces simply:  "We're 
Speechless!"  The  last 
laugh,  how- 


ever, may  come  in  No- 
vember, when  Lands'  End's 
German  Web  site  debuts.  It 
won't  mention  the  guaran- 
tee, but  it  will  link  to  a  sep- 
arate site  that  does.  Says  a 
company  spokeswoman:  "All 
we're  trying  to  do  is  offer 
the  same  service  level  in 
Germany  that  we  offer 
everywhere  else  in  the 
world."  Ann  Therese  Palmer 


OVER  THERE 

ITALY  SAYS:  DON! 
BOIL  OUR  CHEESE! 

ITALIANS     ARE     IN     A     FUNK 

about  cheese.  They're  won- 
dering how  to  battle  pro- 
posed European  Union  re- 
strictions on  cheeses  made 
from  raw,  unpasteurized  milk. 
Now,  they  may  have  found  a 
winning  strategy:  Declare 
those  gorgeous  Gorgonzolas 
national  treasures! 

Proposed  EU  legislation  has 
the  Italians  indignant  since 
55%  of  the  cheese  they  eat 
is  made  from  raw  milk.  Reg- 
ulators want  both  large  and 
small  cheesemakers  to  pas- 


PARMA:  Rounds  of  pride 

teurize  their  products. 
That  isn't  fair,  complains 
Carlo  Petrini,  founder  of 
Slow  Food,  a  proponent 
of  traditional  Italian 
foods.  Pasteurization 
ruins  the  flavor  of  some 
cheeses,  and  the  costs  of 
the  process  could  put  small 
cheesemakers  out  of  busi- 
ness— contributing  to  "yet  an- 
other handmade  cheese  be- 
coming extinct."  Italy,  he 
says,  should  not  become  the 
land  of  vino  and  Velveeta. 

One  previously  little-used 
loophole  exists:  Some  Italian 
foods  are  labeled  with  a  De- 
nomination of  Protected  Ori- 
gin, which  certifies  their  "cul- 
tural authenticity"  and  allows 
traditional  production  meth- 
ods. Slow  Food  has  helped 
cheesemakers  win  that  rat- 
ing— circumventing  EU  regu- 
lation— and  keeping  supplies 
of  Italy's  cheeses  safe  from 
the  European  Union's  bu- 
reaucrats. Kate  Carlisle 
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CREDIT  CHECK 

JUST  PUT  IT  ON 
MY  DILBERT' 

YOU  MAY  FEEL  BETTER  BEING 

called  Supreme  Ruler  than 
Manager  of  Wasting  Time. 
Happily,  with  the  Dilbert 
credit  card,  you  can  take 
your  choice. 

NextCard,  the  Internet 
credit-card  is- 
suer based  in 
San  Francisco, 
has  high  hopes 
for  its  Dilbert 
card,  which  fea- 
tures characters 
from  the  popular 
office-skewering  comic  strip. 
"The  folks  at  United  Media 
were  interested  in  a  credit 
card,"  says  Rich  Goebel, 
NextCard's  director  of  new 
business  development.  The 
Dilbert  card,  introduced  in 
late    September,    was    the 


ic 


in 


choice    of    the    syndi 
organization. 

The  card  features 
approvals,  no  late  fees,  d 
frequent-flier  miles,  ar 
you  don't  need  paper 
ments,  the  card  pays  j 
"reverse"  fee.  Applicants 
apply  through  the  Dilber 
Web  site  can  adorn 
cards  with  the  picture 
Dilbert  ch 
ter — and 
under  their 
name. 
The 
popular  cl 
the  D-man 
lowed  by 
bert.  Among  t: 
Supreme  Ruler' is  applic 
first  choice,  followed  by 
Director  of  HR,  King  oi 
Cube,  and  Manager  of  V 
ing  Time.  Goebel  projects 
the  number  of  cards  is 
could  rise  into  the  "low 
figures."  Pamela  B 


Hie  I 
F( 

experts 

There* 
Becaus 


THE  BIG  PICTURE 


STAY  WARM!  Home  heating  oil  prices  are  expecte 
to  rise  about  25%  from  last  winter.  Natural  gas  will  be  u 
about  15%.  One  unknown:  whether  antsy  consumers  wi 
drive  up  prices  even  more  because  of  Y2K  fears. 

HOMES  WITH  NCI 


HOMES  WITH 
CENTRAL 
HEATING 
90%  — i 

HOMES  USING 
GAS,  ELEC- 
TRICITY OR  • 

OIL  FOR  HEAT 
91% 


DATA:  CENSUS  BUREAU,  ENERGY  DEPT. 


HEATING  EQUIPME 
LESS  THAN  1  °/« 

HOMES  UNCOMFOI 

ABLY  COLD  FOR  /> 

LEAST  ONE  DAY 

9% 


HOMES  WITH  BACK 

PORTABLE  HEATE 

7.5% 

1997  AMERICAN  HOUSE  SURVEY  OF  53,000  HOUSING  Uf 


FOOTNOTES  Men  in  the  workforce:  71.7%  in  1998,  vs.  86%  in  1950.  Women:  57.3%  in  1998,  vs.  32.4%  in  1950 
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DATA:  CHALLENGER,  GRAY  &  CHRISTMAS  INC/BUREAU  OF  LABOR  STATIS 
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The  proof  of  the  pairing! 

Forging  the  third  largest  global  tobacco  company. 

From  Japan  to  Europe  to  the  U.S.,  Citibank  and  Salomon  Smith  Barney  executed 
a  series  of  complex  transactions  with  speed  and  certainty. 

Together,  we  provided  M&A  advice,  structuring,  valuation  and  capital  markets 
expertise,  foreign  exchange  and  derivatives.  We  funded  our  client's  $7,830,000,000 
acquisition  with  the  largest  syndicated  bank  loan  ever  in  Japan. 

The  result:  Japan  Tobacco  now  commands  3  of  the  world's  top  5  cigarette  brands. 

Because  we  can,  you  can. 
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Japan  Tobacco  Inc 


Acquisition  of  the  international 
tobacco  business  of 

RJR  Nabisco  Holdings 


May.  1999 


$7,830,000,000 

Acquisition 


Advisor 

Salomon  Smith  Barney 


1999 


Foreign 

Exchange 

Derivatives 

Advisor  and  Executor 

Salomon  Smith  Barney/Citibank 


hWl 


April.  1999 

$5,000,000,000 

Acquisition 

Financing 

Global  Coordinator,  Lead  Arranger, 
Bookrunner,  Facility  Agent 
Citibank 


CITIBANK 


Salomon  Sm  ith  Barney 


Members  of  Citigroup  J 


C1999  Salomon  Smith  Barney  Inc  Mumbor  SIPC  Salomon  Smith  Bainoy  l»  a  service  mark  ot  Salomon  Smith  Barney  Inc  CITIBANK  Coi 
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"Frankly,  my  dear,  I  don't  give  a  darn." 
"Frankly,  my  dear,  I  don't  give  a  dang." 
"Frankly,  my  dear,  I  don't  give  a  hcoL" 
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GONE  WITH  THE  WIND,  its  characters  and  elements  are 


trademarks  of  Turner  Entertainment  Co.  &  The  Stephens  Mitchell  Trusts.  ©1999  Turner  Entertainment  Company 
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('ork  art  scene  in  the  1950's,  Abstract 
vas  "the  transplanted  enH  r*c»u    ' 
ievelonmc"*  "  * ' 


wsful  colleaBues 
beginning   to   be  rcfencd^V^e^l"*  JI«  *ti^' 
Academy"    instead    "^^  ?Ad^  %.     ,w      --^ 
avant-garde,  a  term  already  begui^Cjtf"     i^\  it*J,i 
to  lose  viability  except  as  an  hiiioric^vo^  \*^ 
r-eference. 

But  still,  at  that  time,  a  critic  not  en-1 
trenched  In  the  New  York  scene  could 
find  himself  in  a  painful  situation  when 
he  suggested  that  Abstract  Expression- 
ism was  abusing  its  own  sucr»»«»  —  * 
that  the  mr>- 


nils,  Inc.  The  Big  Boy  words,  name,  logo,  character  and  all  related  indicia  are  registered  trademarks  of  Ellas  Brothers  Restaurants,  Inc. 
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•As  ca„ed  for  by  the  Rexible  Se.ice  System  We,  „ems  exceed.  Limitations  apply.  See  your  Mercedes-Be.  Center  for  a  copy  of  the  Mercedes-Benz  „m,«ed  warranty  and  details  of  the  free  ma 
30  minutes  of  air  time  included  at  no  cost.  Not  available  on  M-Class  or  SIX  See  retailer  for  details. 


ery  part  is  exactly  right... 
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This  is  a  whole  lot  more  than  an 
exhilarating  drive.  This  is  the  complete 
automotive  experience.  With  new  ways 
of  helping  clients,  our  people  will  be 
there  for  you  -  on  the  Internet,  on 
the  road,  and  in  our  Mercedes-Benz 
Centers.  Consider  things  like  free 
maintenance,  extending  through  the 
full  warranty  periodf  Then,  of  course, 
consider  innovations  like  Tele  AidJ 
which  uses  satellites  to  locate  you 
in  an  emergency.  We've  got  the  service, 
the  value,  and  yes,  we've  got  those 
cars.  So  call  1-800-FOR-MERCEDES 
or  just  click  on  our  Web  site  at 
www.MBUSA.com,  and...Abracadabra. 
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;fcome  to  The  Mercedes  Experience. 


Mercedes-Benz 


Callable  only  m  cellular 
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Readers  Report 


ABORTION  ISN'T  THE  WAY 

TO  WEED  OUT  CRIMINALS 

This  is  a  particularly  frightening  com- 
mentary on  how  to  reduce  crime  ("Does 
abortion  lower  the  crime  rate?"  Eco- 
nomic Viewpoint,  Sept.  27).  The  sugges- 
tion that  abortion  assists  society  in 
"weeding  out  children"  who  would  likely 
become  criminals  moves  you  into  the  cat- 
egory of  people  with  extreme  political 
views.  While  there  may  be  some  cause- 
and-effect  relationship  between  abortion 
and  crime,  there  must  be  also  thousands 
of  other  determinants  not  mentioned  in 
your  summary  of  the  Donahue  and 
Levitt  research. 

It  is  probable,  for  example,  that  the 
increase  in  abortions  is  happening  in  ge- 
ographic areas  that  are  not  socioeco- 
nomically  depressed,  therefore  diminish- 
ing the  likelihood  that  those  unborn 
children  would  have  grown  up  to  be- 
come criminals. 

Nonetheless,  even  if  these  theories 
can  be  proven,  do  we  want  a  society 
that  weeds  out  children  of  young  and 
poorly  educated  single  parents?  For 
every  petty  criminal  we  lose,  we  may 
also  be  losing  great  leaders,  artists,  re- 
searchers, or  a  Harvard  professor. 

If  you  are  looking  for  anticrime  poli- 
cies to  advocate,  please  stick  to  issues  of 
education  and  empowerment.  Undoubt- 
edly, researchers  can  show  a  nice  corre- 
lation between  education  and  lower  crime 
rates. 

Jim  Joyce 
Hoboken,  N.J. 

The  study  cited  is  seriously  flawed. 
While  it  may  be  true  that  the  existence 
of  a  shrinking  number  of  teens  leads  to 
fewer  crimes,  that  is  probably  a  reflection 
of  a  general  reduction  in  population 
growth  across  the  nation  and  cannot  be 
ascribed  to  children  who  never  made  it 
into  this  world  because  of  abortion.  How 
can  the  authors  of  this  study  presume 
what  kind  of  person  the  unborn  will  de- 
velop into? 

While  deciding  to  have  an  abortion  is 
a  difficult  decision  for  any  woman,  let's 
not  forget  that  many  who  choose  abor- 


tion are  not  poor.  Also,  let's  not  as 
that  poor  mothers  who  do  not  have 
tions  will  end  up  with  kids  who  be 
hoodlums.  Many  people  from  disa< 
taged  backgrounds  have  made  it  ir 
country  without  killing  and  mail 
Who's  to  say  that  the  next  aborted 
will  be  a  menace  to  society,  rather 
the  next  Bill  Gates,  Mother  Teresa, 
tin  Luther  King  Jr.,  or  Albert  Eins 

Mr.  Barro  quotes:  "The  main 
however,  is  the  reduced  frequen 
crime  among  those  in  the  15-to-24 
group  who  did  manage  to  be  born 
grow  up."  Thank  goodness  we  see] 
be  weeding  out  the  right  people 
can't  we  give  law  enforcement  a 
strong  economy  credit  for  some  of 
Now  it  seems  we  advocate  abortion 
crime  prevention  measure  on  an 
nomic  sliding  scale.  We  have  taker 
justice  to  a  new  level. 

John  St.  Gerr1 
Plaistow,  j> 

AMTRAK  IS  ON  TRACK  TO  GET  Rl 
OF  FEDERAL  SUBSIDIES 
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"Fast   train   to    nowhere?"    (N< 
Analysis  &  Commentary,  Sept.  27)  : 
represented  a  number  of  exciting  th 
happening  at  Amtrak  that  are  part 
dramatic  turnaround. 

One  of  those  components  is  a  stral  t  u|ii  i  c 
to  develop  partnerships  and  new  i  T™" 
enue  sources  beyond  our  passenger  h  MftMII 
ness.  I  was  dismayed  that  you  port 
Amtrak's  effort  to  structure  rever  i.  Sept.  2" 
generating  partnerships  as  a  concess 
In  fact,  the  strategy  is  deliberate 
corporation  is  aggressively  pursuing  s 
new  revenue  streams  and,  like  any  ot  i 
business,  this  diversification  should 
perceived  as  a  strength,  not  a  weakn  istomer 

The  article  also  implied  a  need  orrester 
federal  operating  support  nearly  don 
the  real  number,  and  it  exaggerated  p 
impact  of  the  delay  of  the  high-sp< 
Acela  service.   For  that  reason 
missed  the  fact  that  Amtrak's  bott  er 
line  is  $11  million  ahead  of  our  targ 
this  year,  and  therefore  Amtrak  is 
track  to  eliminate  the  need  for  fedeL 
operating  support.  The  picture  the  st< 
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ECTIONS  &  CLARIFICATIONS 

It's  a  tech  stock7  Bring  it  on!"  (Busi- 
Week  Investor,  Oct.  4),  portfolio  manager 
g  Ellis  was  Incorrectly  quoted  as  esti- 
ing  profits  for  Juniper  Networks  Inc.  in 
).  He  was  estimating  Juniper's  revenues. 

wrong  chart  appeared  with  the  story 
y  gold  is  precious  again"  (News:  Analy- 
&  Commentary,  Oct.  11).  The  correct 
rt  appears  below. 

RESTORING  THE  GLITTER 


0 1 1 1 1 1 1 1 1 1 1 1 1 1 1  m  1 1 1 1  n  1 1 1 1 1 1 1 1 1  n  1 1 1  m  n  1 1  n  1 1  u  i  m  1 1 
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DATA:  BLOOMBERG  FINANCIAL  MARKETS 


:s  for  our  business  is  much  weaker 
the  facts  would  suggest. 

Governor  Tommy  G.  Thompson 
Chairman 
Amtrak  Board  of  Directors 
Washington 

3  WILL  SURVIVE  THE  COMING 
MMERCE  SHAKEOUT? 

i  "Is  that  e-commerce  roadkill  I  see?" 

z,  Sept.  27),  Robert  D.  Hof  provides 

iteresting  perspective  on  the  looming 

mmerce  shakeout.  There  are  many 

•  plex   factors   that   will   determine 

■•h  e-tailers  survive.  One  that  has  not 

jlived  enough  attention  until  recently 

Mistomer  satisfaction. 

llorrester  Research  recently  predicted 

a  the  continued  growth  of  e-commerce 

ks  ( in  logistics — getting  the  goods  to 

q  customer.  And  a  recent  Gartner- 

jp  survey  showed  20%  of  online  cus- 

■i-s  dissatisfied  with  the  online  buying 

srience.  These  numbers  should  serve 

wake-up  call  to  everyone  in  the  e- 

merce  market  space.  Time-starved 

oppers  have  too  many  other  options 

put    up    with    customer    service 

laches  such  as  confusing  sites,  de- 

>d  deliveries,  slow  response  to  in- 

•ifs,  and  billing  errors. 

V"ho  will  survive?  Some  e-tailers  have 

eel  a  competitive  advantage  by  build- 

i  seamless  end-to-end  e-fulfillment 

tegy  that  ensures  a  superior  online 

erienoe,  including  an  easy-to-use  Web 

,  quality  brands,  great  prices,  and 

silent  service.  E-tailers  without  such 

rategy  are  wandering  blind  along  the 


Informal  inn  Superhighway    a  sure  way 

In  end  up  Bfl  roadkill. 

.1.  T.  Kr 
SulimitOrder.com 
(  lohimbuS,  Ohio 

WHAT'S  SEXY  ABOUT  E.BIZ 
-AND  WHAT'S  NOT 


My  complaint  isn't  about  your  selec- 
tions per  se,  but  the  fact  that  BUSINESS 
week  labels  the  e.biz  25  as  representing 
e-businesses.  In  reality,  most  are  e-com- 


tnerce  firm     The    emantic  differ  i 

are  not   trivial 

In  i  of  all,  e  commerce  i 
of  e  bum  immense  if  telling  i 

the  Internet  and  repr<  in  evolu 

tionary  change  iri  the  way  an  enter] 

does  business.   IvbiiHne--   affect.-  all  a- 

pects  of  a  business  (not  just  revenue 
creation),  and  fundamentally  changes  how 
business  is  conducted. 

E-business  encompasses  all  the  inter- 
nal business  processes  of  a  firm,  from 
simple     e-commerce     storefronts     to 


"Wlien  the  giants  start  doing  the  'merger  dance,'  it's  time 
to  get  safe  from  shifting  alliances  by  being  with  Williams. " 


Doin'  the  "safety  dance?"  looking  for  vendors  that  will  stick  around? 
Try  Williams.  For  more  than  90  years  customers  have  counted  on 
our  unfailing  reliability.  Which  could  be  what  makes  us  the  only 
leader  in  both  energy  and  communications.  Make  the  perfect  step 
with  us.  Or  take  your  chances  with  WorldMCIconT&TsouthernRon. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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purchasing  and  human  resources.  Also,  e- 
business  is  largely  driven  by  the  bur- 
geoning market  for  "buy-side"  extra- 
net/Internet procurement  and  supply 
chain  management/business-to-business 
(B2B),  Web-based  transactions.  It's  not 
as  sexy  as  business-to-consumer  (B2c), 
but  it  has  a  much  larger  market  potential 
and  an  exponential  growth  rate.  One 
could  even  argue  that  diffusion  of  B2B 
will  surpass  B2C  rates  within  the  next 
year  or  so. 

Amazon.com  is,  for  the  most  part,  an 
e-business,  in  large  part  because  of  its  fo- 
cus on  back-office  activities  such  as  pro- 
curement. Its  customer  facing  system  is 
superb,  perhaps  the  best.  But  it's  the 
"buy  side"  that  gives  Amazon.com  a  sus- 
tainable competitive  advantage.  Bottom 
line:  "E-biz"  is  a  lot  more  than  a  cute 
Web  storefront. 

David  Scott  Lewis,  Director 

E-Business  Special  Operations 

Oracle  Corp. 

Redwood  Shores,  Calif. 

I  don't  understand  those  people  in 
"The  e.biz  25"  (Cover  Story,  Sept.  27). 
Their  companies  are  losing  millions  of 
dollars,  and  they  look  so  happy! 

Takeshi  Yoshida 
Torrance,  Calif. 

Jeff  Bezos,  Meg  Whitman,  and  Tim 
Koogle  spend  more  time  on  the  front 
cover  of  magazines  than  all  the  world's 
supermodels.  Could  BUSINESS  WEEK  have 
a  Bezos-,  Whitman-,  and  Koogle-free 
fourth  quarter,  please? 

Matthew  B.  Brady 
Lemont,  111. 

DON'T  BE  TOO  HARD  ON 
CAMPAIGN  SOFT  MONEY 

In  "The  real  truth  about  campaign 
cash"  (Government,  Sept.  27),  I  thought 
your  comparison  of  campaign  spending  to 
the  overall  economy  was  a  refreshing 
way  to  reasonably  look  at  the  recent  in- 
creases in  political  spending. 

However,  while  I  agree  that  we  need 
campaign-finance  reform,  you  have  omit- 
ted an  important  factor  that  has  helped 
drive  the  system  to  its  current  state. 
Election  laws  currently  allow  unlimited 
spending  by  unions,  including  extensive 
media  buys  targeting  specific  candidates. 
As  long  as  we  consider  this  to  be  free 
speech,  we  must  allow  alternate  methods 
of  fund-raising  by  the  opposition  (i.e., 
soft  money). 

If  there  is  any  hope  to  bring  about 
campaign-finance  reform,  this  issue  must 
be  addressed.  Perhaps  one  way  would 
be  to  require  that  individuals  or  organi- 


zations consider  any  expenditures  (in- 
cluding media  buys)  that  mention  the 
name  of  a  specific  candidate  as  campaign 
contributions,  subject  to  the  same  limits 
as  other  individuals  or  political  action 
committees. 

Martha  Chayet 
Manchester,  Mass. 

EVEN  IN  THE  NEW  ECONOMY, 
SOMEONE  HAS  TO  GROW  CROPS 

I  found  "The  prosperity  gap"  (Eco- 
nomics, Sept.  27)  both  eye-opening  and 
alarming.  Two  points  not  included  in  your 
analysis: 

1)  Coal  must  be  dug,  it  must  be 
shipped  to  the  steel  plants  so  steel  can 
be  made,  then  sent  to  the  auto  plants  to 
become  a  car,  which  must  be  transported 
to  the  final  consumer.  Cardealer.com 
might  provide  the  consumer  with  the 
means  to  find  the  best  deal  around,  and 
the  auto  manufacturers  might  finally  pro- 
vide mass  customization  and  build  to  or- 
der. But  humans  (of  the  old  economy) 
will  still  be  needed.  If  everyone  becomes 
a  programmer  and  systems  analyst,  who 
will  provide  the  goods? 

The  analogy  to  the  farms  becomes 
critical:  Someone  still  had  to  stay  on  the 
farms  and  grow  the  crops  that  fed  all  the 
industrial  workers.  Wages  will  have  to 
rise  to  induce  labor  to  continue  with  the 
old  economy.  What  good  is  a  $1  billion 
IPO  if  no  nurses  are  available  to  treat 
your  heart  attack? 

2)  Those  tens  of  millions  of  the  old 
economy  who  will  be  swept  away  (similar 
to  the  middle-manager  bloodbath  of  the 
1990s)  must  be  attended  to.  This  is  a  le- 
gitimate endeavor  for  the  government — 
to  provide  retraining,  relocation,  and  in- 
centives for  "new  economy"  companies  to 
locate  where  the  old  economy  labor  is. 
Not  everyone  wants  to  live  in  Silicon 
Valley  (nor  could  everyone).  By  not  ad- 
dressing the  problem  of  industrialization 
at  the  turn  of  the  century,  urban  crises 
were  created.  This  time  let's  pro-act,  not 
react. 

Paul  Herbig 

Professor  of  Marketing 

Tri-State  University 

Angola,  Ind. 

You  did  an  excellent  job  of  highlight- 
ing examples  of  relative  prosperity  in 
both  the  "old"  and  "new"  economies. 
However,  while  you  noted  agriculture 
was  part  of  the  "old"  economy  in  the 
late  19th  and  early  20th  centuries,  you 
neglected  to  include  it  in  the  "old"  econ- 
omy of  today.  I  feel  production  agricul- 
ture belongs  there  today  as  well. 

Most  family  farmers  and  ranchers 


have  lost  relative  position  in  the  eeoj 
during  the  1980s  and  1990s.  As  a 
of  society  placing  a  relatively  low 
on  its  food  supply  at  the  farm  gate 
pare  the  capitalization  of  eBay,  Am| 
Yahoo!,  etc.,  to  the  value  of  farm 
ucts  produced  in  California  in  1998), 
farmers  and  ranchers  are  receiving! 
prices  for  a  unit  of  production  equl 
that  of  20  or  30  years  ago.  Addition 
many  of  their  investment  portfolio^ 
almost  exclusively  agricultural  real 
tate,  which  hasn't  kept  up  with  the  bl 
ing  stock  market.  Farmers  and  rano] 
generally  work  long  hours  with  li 
net  return  for  their  labor  or  any 
ingful  return  on  investment  or  asset] 

In  1975,  I  left  what  was  then 
Witter  Reynolds  Inc.  and  entered! 
world  of  production  agriculture.  I  [ 
the  altruistic  idea  that  this  was  an 
orable  profession  and  one  that  hd 
high  intrinsic  value  to  society.  In  re 
spect,  I  would  have  been  better  ol| 
nancially  to  have  pursued  a  more  ir 
tant  career  like  Whitewater  rafting  ] 
investing  in  sports  memorabilia. 

Jack  H 
Susan  ville, 
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BENNETT  SWITCHED  HIS  COMPANY  TO  STATE  FUND 

HE'S         NOT        AVAILABLE         FOR        COMMENT 


irne  and 

I  to  (lilt 


At  another  time,  John  might  tell  you  about  our  claims  processing  that  saved  him  a  load  of  time. 
Or  the  safety  programs  that  saved  money,  prevented  accidents  and  helped  him  look  good  at  the 
office.  Or  how  because  of  our  85  years  of  experience,  we  made  his  job  a  whole  lot  easier.  But  even 
if  he  weren't  so  busy  now,  he  probably  still  wouldn't  tell  you  a  thing.  State  Fund  gy^yg 
also  makes  John  much  more  competitive  in  business.  Maybe,  with  one  like  yours.       compensation 
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TELECOMMUTING 
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Want  more  from  your  people?  Take 
away  the  distractions.  FasTrak"'  DSL 
Telecommute  Pack  removes  them 
all,  from  highway  traffic  to  hallway 
gossip.  It  coordinates  your  network 
hardware,  software  and  services  so 
that  from  home,  your  employees  can 
access  e-mail,  voice  messages,  data. 
Everything  they  could  ever  expect 
from  the  office.  Except  politics. 
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As  healthcare  becomes  harder  to  get,  W 
we're  keeping  doors  open. 


p, 


These  days  a  lot  of  businesses  are  feeling  shut  out  when  it  comes  to 

healthcare.  That's  why  we've  dedicated  our  resources,  strength  and 

experience  to  making  sure  you  can  offer  your  employees  the  care  they 

need  at  a  price  both  you  and  your  employees  can  afford.  We  have  the 

largest  PRO  in  California  and  the  fastest  growing  HMO.  And  those  are  just 

a  few  of  the  many  ways  we're  bringing  the  power  of  one  of  California's 

most  respected  companies  to  work  for  you.  So  call  about  getting 

Blue  Cross  coverage  for  your  company.  And  see  how  easy  it  is  to  get  in. 


Die ; 


The  Power  of  Blue. 


www.bluecrossca.com 


Blue  Cross  of  California  (BCC)  is  an  Independent  Licensee  of  the  Blue  Cross  Association  (BCA).  ®  Registered  Mark  and  SM  Service  Mark  of  the  BCA.  ©  1999  BCC 
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f  WAR  WITH  ITSELF 


h  elieve  me,  I  longed  to  be  the 

»  first  reviewer  of  Dutch:  A  Mem- 
oir of  Ronald  Reagan  to  find 
!  in  author  Edmund  Morris'  use  of 
i-fictional"  characters,  including  him- 
to  tell  the  life  story  of  one  of  the 
;  Presidents  of  the  20th  century. 
•  all,  in  his  Henry'  IV  plays,  didn't 
espeare  use  a  fictional  character 
;d  Falstaff  to  disclose  truths  about 
itorical  figure,  the  young  Prince 
And  didn't  Reagan,  the  Hollywood 
•,  constantly  make  himself  up?  So 
couldn't  Morris  debut  a  heroic  pro- 
rust  in  order  to  shed  light  on  a 
ident  that  the  author  had  come  to 
[  so  well? 

as,  I  can  only  offer  some  advice  if 
decide  to  wade  into  this  long  and 
ieningly  confusing  tome:  Read  the 
gue,  then  skip  immediately  to  chap- 
18.  In  this  23-page  snapshot  that 
rs  the  period  from  Reagan's  1981 
guration  night  until  he  was  shot 
months  later,  Moms  is  exquisite, 
ring  the  promise  of  what  the  biog- 
y  could  have  been.  The  author  man- 
to  imbue  this  one  chapter  with  the 
sure  he  was  given — 10  years  of  reg- 
access  to  the  Gipper,  wife  Nancy, 
ran's  children,  and  all  his  top  aides 
closest  associates.  Then  keep  read- 
antil  you  get  to  the  epilogue.  You 
see  an  author  sailing  (and  some- 
its  adrift  on)  a  sea  of  anecdotal  rich- 
5  Tie  material  is  so  bountiful  that  the 
i  er  senses  why  Morris  may  have 
«  his  way  in  the  first  400  pages.  And 
l  kfully,  the  author  largely  abandons 
l  'let's  invent  me"  technique. 

one  too  soon,  either.  For  this  was 

J|)osed  to  be  a  book  about  Reagan, 

c  Edmund  Morris.  As  others  have 

qrved,  most  of  Dutch  is  a  tortured 

Igam  of  fact  and  fiction  that  con- 

t|  tly  leaves  the  reader  wondering: 

I  this  really  happen  or  is  Morris 

ing  this  part  up?"  Worse,  the  au- 


Du 


RONA 


thor  drones  on  about  his  own  made 
up  life  (and  really,  you  just  don't  care) 
at  the  expense  of  Ronald  Wilson  Rea- 
gan's, whose  journey  from  Tampico,  111., 
to  Hollywood,  to  Sacramento,  to  the 
White  House  is  the  stuff  of  a  rich 
American  tale. 

It's  not  that  the  insights  aren't  here. 
Reaganites  fume  that  Morris  needlessly 
deprecates  Reagan  as  a  buffoon  whose 
rise  to  President  still  mystifies  the  au- 
thor. Not  true.  Provided  you  can  get 
through  the  author's  constant  sidetrips 
into  his  own  bogus  life,  you 
won't  be  mystified  any  more 
by  Ronald  Reagan.  On  that 
score,  Morris  is  a  genius. 

Of  the  Gipper's  early 
years,  Morris  writes,  "There 
was  something  attractive 
about  the  simplicity  of  his 
enthusiasms — Eddie  Cantor, 
the  Olympics,  last  night's 
social,  next  week's  game — 
and  his  urgent  desire  to  tell 
us  what  we  already  knew." 
As  President,  Reagan  pre- 
vailed, Morris  explains,  "by 
simply  not  noticing  obstructions.  Thus, 
when  one  deflects  him,  he  assumes  he 
has  changed  course  voluntarily,  and  if  it 
rolls  out  of  his  way,  shows  neither  sur- 
prise nor  gratitude." 

There  are  some  new  revelations:  Mor- 
ris says  that  Reagan  lost  half  his  blood 
when  he  was  shot  and  was  closer  to 
death  than  most  people  realize.  His  por- 
trait of  Ronnie  as  a  young  man  is  amus- 
ingly insightful.  Reagan  appears  as  a 
handsome,  earnest,  but  somewhat  boring 
guy.  An  actress-acquaintance,  Joy 
Hodges,  tells  a  story  of  trying  to  avoid 
going  on  a  horseback-riding  date  with 
him  by  hiding  in  a  closet.  When  Reagan 
arrives  at  heR  door,  "he  just  keeps  ring- 
ing, ringing,  ringing.  I  thought  he'd  nev- 
er go  away. . . .  You  can't  believe  that 
purposefulness!"  First  wife  Jane  Wyman 


REAGAN 


Edmund  Morris 


was  often  driven    from   the   breal 

table  by  Reagan't  attempts  '<>  read 
whole  pages  of  the  morning  newspaper 
to  her. 
One  of  Morris'  best  insights:  Reagan 

never  stopped    viewing   life   BS    he   did 

during  his  summers  ^perlt  a-  a  teenage 

lifeguard  at  Lowell  Park  beach.  "The 
swimmer  enjoys  a  loneliness  greater, 
yet  oddly  more  comforting,  than  that 
of  the  long-distance  runner.  One  tun- 
nels along  in  a  shroud  of  silvery  bub- 
bles, insulated  from  any  sight  or  sound 
other  than  vague  perspectives  of  wa- 
ter, and  the  muted  thunder  of  one's  own 
arm  strokes  and  breathing.  Others  may 
swim  alongside  for  a  while,  but  their 
individuality  tends  to  refract  away, 
through  the  bubbles  and  the  blur.  Often 
I  have  marveled  at  Reagan's  cool,  un- 
hurried progress  through  crises  of  poli- 
tics and  personnel,  and  thought  to  my- 
self, he  sees  the  world  as  a  swimmer 
sees  it." 

And  Reagan  was  hardly  a  simple- 
1  ton.  "The  perfectly  paced 

4-  s~+  L-%  jokes,  the  easy,  apt  quips 
L  v^  J.  J.  scribbled  on  the  bottoms  of 
thousands  of  photographs, 
and  above  all  the  clarity  of 
his  diaries,  letters,  and 
speech  drafts  all  testify  to 
the  fact  that  he  retained 
a  useful  intelligence 
through  two  terms  as  Pres- 
ident," Morris  writes.  The 
author's  conversations  with 
Reagan  elegantly  reinforce 
this  point. 

Clearly,  Morris  should 
have  gone  one  way  or  the  other.  A 
good  writer,  he  could  have  woven  his 
research  into  a  truly  outstanding  biog- 
raphy. Or  he  could  have  gone  for  what 
Joe  Klein  attempted  in  Primary  Colors 
or  Robert  Penn  Warren  did  in  All  the 
Kixg's  Men,  writing  a  historical  novel 
to  reveal  higher  truths.  What  we  are 
left  with  here  is  the  literary  equiva- 
lent of  an  elaborately  staged  historical 
production,  marred  by  an  impromptu 
puppet  show  put  on  for  no  apparent 
reason.  While  not  exactly  a  disgrace — 
for  this  book  will  be  referenced  for 
years  to  come  by  historians — it's  truly 
one  of  the  strangest  biographies  to 
emerge  in  years. 

BY  DOUGLAS  HARBRECHT 
News  Editor  Harbrecht  has  covered 
U.S.  politics  for  over  20  years. 


DESPITE  SERIOUS  FLAWS,  MORRIS'  BOOK  DOES 


BRING  ALIVE  WHAT  MADE  REAGAN  TICK 
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the  next  generation  of  intel  architecture  will  drive  the 
next  generation  of  e-business,  companies  can  already 
sense  the  Intense  demands  of  the  internet  economy — and 
it's  only  the  beginning,  as  these  pressures  grow,  so  too 
does  the  need  for  a  platform  flexible  and  scalable  enough 
to  support  years  of  sustained  internet  growth,  the 
new  intel  itanium'  processor  will  enable  companies 
to  transact  secure,  personalized  e-business  with  greater 
speed  and  dependability,  virtually  every  major  operating 
system  and  hardware  vendor  is  already  planning 
solutions  for  it.  and  a  $250  million  industry  venture  fund  is 
paving  the  way  for  richer,  more  diverse  applications, 
available  in  the  year  2000,  intel  itanium  processor-based 
solutions  will  become  the  catalyst  for  a  new  level  of 

e-buSineSS.   ( explore  the  technology  of  e-business  -►  intel.com/ebusiness 


intel 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

PROJECTORS  GET 
POSITIVELY  PETITE 


Slimmer  video  models 
that  are  easier  to  use 
can  save  your  back 
on  the  road 

Not  long  ago,  traveling 
with  a  video  projector 
for  your  presentations 
was  something  you  wanted 
to  do  only  if  you  had  Sherpas 
to  carry  the  gear  and  an  au- 
diovisual technician  to  run  it 
once  you  got  there.  But  in 
the  year  since  I  last  visited 
the  subject  (Tech  &  You, 
Nov.  23,  1998),  things  have 
changed  dramatically  for  the 
better.  The  lightest  projec- 
tors have  lost  a  third  of  their 
weight  and  are  now  well  be- 
low five  pounds.  The  units 
are  easier  to  use  than  ever. 
And  the  cheapest  light- 
weights go  for  less  than 
$3,000. 

Projectors  are  not  for 
everyone.  But  if  you're  tired 
of  having  half  a  dozen  peo- 
ple huddle  around  your  lap- 
top to  squint  at  your  spread- 
sheets or  of  struggling  to  get 
the  cranky  old  projector  at 
your  customer's  site  to  show 
your  PowerPoint  slides,  you 
may  be  the  ideal  customer 
for  one  of  these  sleek  new 
units.  If  you  can  get  by  with 
a  three-pound  mini  notebook 
computer,  such  as  a  Sony 
VAIO  505,  you  can  pack  a  lap- 
top and  a  projector  with  less 
weight,  for  less  cost,  and  in 
about  the  same  space  as  a 
top-of-the-line  presentation 
notebook  that  was  popular 
two  years  ago. 
TOP  SHELF.  The  sexiest  of  the 
new  projectors  is  the  LP330 
Dragonfly  from  InFocus  Sys- 
tems Inc.  (800  294-6400  or 
www.infocus.com).  Weighing 
in  at  4.8  pounds  and  just  2.5 


inches  thick,  the  Dragonfly 
will  easily  share  a  bag  with  a 
laptop  and  the  required  ca- 
bles and  accessories.  In  ad- 
dition to  an  aesthetically 
pleasing  design,  its  features 
easily  put  it  at  the  top  of  this 
class. 

Of  the  three  laptops  I 
tried,  the  Dragonfly  is  the 
only  one  with  a  zoom  lens.  A 
zoom  is  a  trade-off:  It  adds 


new  projectors,  it  offers  true 
plug-and-play  convenience, 
synchronizing  itself  automati- 
cally with  your  notebook's 
video  output.  It  comes  with  a 
wireless  remote  that  both 
controls  the  projector  and 
serves  as  a  mouse  for  your 
laptop.  You  also  can  attach  a 
wired  mouse,  with  either  a 
round  ps/2  plug  or  the  newer 
universal  serial  bus.  All  this 
convenience  does  not  come 
cheap:  At  nearly  $6,000,  the 
Dragonfly  is  the  Mercedes  of 
the  field  in  more  ways  than 
one. 

The  model  MP1600  is  the 
first  projector  from  Compaq 
Computer  Corp.  (www.com- 
paq.com/products/projectors), 
and  it  is  a  striking  but  curi- 


DRAGONFLY:  The 

zoom  lens  adds 
versatility 


THREE 
LIGHTWEIGHTS 


COMPAQ 

MP1600 

INFOCUS 
LP330 

LIGHTWARE 
SCOUT 

WEIGHT 

4.2  lb. 

4.81b. 

5.3  lb. 

DIMENSIONS 

2.5x10.5x9  in. 

8.75x9.75x2.5  in. 

7.5x10.5x3.9  in. 

BRIGHTNESS 

600  lumens 

650  lumens 

500  lumens 

RESOLUTION 

1024  x  768  pixels 

1024  x  768  pixels 

800  x  600  pixels 

PRICE 

$4,500 

$5,500 

$2,995 

DATA:  MANUFACTURERS 

complexity,  cost,  and  weight, 
but  without  it,  the  size  of  the 
projected  image  depends  en- 
tirely on  how  far  from  the 
screen  the  projector  is 
placed — and  that's  not  always 
something  that  you  can  con- 
trol, especially  when  you  are 
traveling. 

The  Dragonfly  gives  a  pre- 
senter maximum  flexibility  in 
other  ways.  Like  all  of  the 


ous  product.  It  has  a  vertical 
design,  like  a  standard  pro- 
jector set  on  its  side.  While 
that  makes  it  look  a  bit  odd, 
it  has  the  advantage  of  rais- 
ing the  lens,  so  that  less  dis- 
tortion-causing tilt  occurs  in 
many  setups.  And  at  just 
over  four  pounds,  it's  the 
lightest  in  the  field.  The 
biggest  drawback  is  the  lack 
of  a  remote.  You  can  partly 


overcome  that  disadva 
by  using  a  wireless  n 
mouse  with  your  laptof 
that  makes  for  an  unn< 
hassle. 

The  Compaq  is  als< 
only  projector  without 
for  standard  broadcast 
video.    It    requires    a 
snap-on   accessory   to 
that  capacity.  For  pres 
tions,  this  omission  isn't 
deal,  but  it  complicate 
tertainment  use  of  the 
jector.    Set    up    a   pori 
screen,  hook  up  a  DVD  p 
or  VCR,  plug  the  audio 
your  stereo  system,  and 
instant  home  theater. 

In    the    company    of 
Compaq  and  the  InFocus 
Lightware  Scout  is  an 
duckling: 
and  without 
of  design  flair. 
a  sub-$3,000  ] 
tag  makes  uj 
a  lot  of  ugly. 
Of  course,  getting 
price    that    low 
quired  compro 
es  bigger  thai 
uninspired  in 
trial  design. 
Scout     puts 
less  light  than 
others,  meanin| 
images     are     n 
likely  to  be  washed 
by  ambient  light.  Its  res 
tion  is  lower,  and  it  uses 
older  LCD  technology  rat 
than  the  Texas  Instrunw 
Digital  Light  Processing  u 
by  the  Compaq  and  InFoi 
That  makes  its  pictures  a 
less  crisp,  especially  w. 
generated  by  a  laptop  w 
1024  by  768-pixel  resolut 
But  the  Scout  is  a  top 
for  a  budget-minded  buye 
There  will  be  more  ult 
light  projectors  hitting 
market  soon.  Later  this 
NEC  Technologies  will  offe 
5.5-pound  projector  that  p 
out  an  extremely  bright 
lumens.  For  road  warnc 
grown     weary     of    luggi 
around  heavy  projectors 
taking  their  chances  with 
gear  they  find  at  their  de$ 
nations,   this  is   a  welcoi 
improvement. 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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hich  Piece  of  The  Rock 
Will  You  Need  Today? 

A  family  to  care  for.  A  future  to  plan  for.  Assets  to  protect.  With  so  many  challenges 

to  face  every  day,  isn't  it  good  to  know  there's  one  company  prepared  to  meet  them 

all?  Prudential.  The  place  more  people  turn  to  for  the  things  that  matter  most. 
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•  Compute  your 
net  worth 

•  Shop  for  a 
new  home 

•  Get  an  instant 
term- life  quote 

•  Compare 
IRA  options 

•  Find  out  how  to 
save  on  auto 
and  homeowners 
insurance 

•  Calculate 
college  costs 

•  Learn  how  to    ' 
rollover  your 
40Kk] 

•  Access  your 
Prudential 
Securities 
account 

•  Listen  to 
daily  market 
commentaries 
from  Prudential's 
experts 

•  and  much  more! 


Investments 


"  I  can  go  to  my  Prudential 
account  online,  anytime. 
Prudential  has  definitely 
made  me  a  better 

investor."  —  Deanie  Pemo 

At  Prudential,  we  give 

people  more  choice  in  how 

they  manage  their  financial  life.  For  example, 

Prudential  Securities  was  one  of  the  first 

major  brokerage  firms  to  make  online 

trading  available  to  our  clients. 


Small  Business  Solutions 


"  Over  the  years  our  business  needs  and  our 
personal  needs  have  both  changed.  Our 
Prudential  agent  has  always  been  there  at 
the  right  time  with  the  right  product." 

—  Jack  and  John  Gravatt 


Insurance 


"I  shopped  around  a  lot  for  car  insurance. 
Prudential  had  the  best  service  and  the 

best  price."  -  Todd  Kaiser 

When  it  comes  to  protecting  your 
assets,  Prudential  brings  over  120  years 
of  experience  and  innovation.  Today,  over 
40  million  Americans  enjoy  the  security  of 
Prudential  auto,  home  and  life  insurance. 


Institutional  Services 


"We  were  looking  for  a  group  life 
insurance  product  that  offered  our 
employees  flexibility.  Prudential  was 
the  only  company  to  come  up  with  one 
that  met  our  needs."  -  Pat  Naiemetz 

Group  Life  Insurance  is  just  one  of  the  many 
institutional  services  you'll  find  in  the  new 
employee-centered  benefits  marketplace 
Prudential  is  building. 


From  growing  your  business  to  building 
your  personal  assets,  Prudential's  agents, 
planners  and  advisors  can  help  you  design 
strategies  for  lasting  financial  success. 


Community 


"Through  volunteering,  I  see  kids  having  a  positive 
impact,  really  helping  each  other,  and  solving 

issues  together."  -  Gabriella  Confreres 

From  the  Prudential  Spirit  of  Community 

Initiative — a  nationwide  program  for  youth 
volunteerism — to  service  initiatives  like 
Global  Volunteer  Day,  Prudential  helps 
strengthen  the  communities  around  us. 

Call  today  to  locate  a  Prudential  office  near 
you  or  log  on  to  pnidontial.com.  Learn  how  you 
can  benefit  from  a  relationship  with  The  Rock. 

1-800-THE-ROCK 

www.prudential.com 


(fe  Prudential 


scurities  products  and  services  offered  through  Prudential  Securities,  199  Water  Street,  New  York,  NY,  10292  and  Piuco  Securities  Corporation  (member  SIPC),  both  subsidiories  of 
Prudential  Insurance  Company  of  America.  Pruco  Securities  and  Prudential  are  located  at  75 1  Broad  Street,  Newark,  NJ  07 1 02.  Auto  and  homeowners  coverage  written  by  Prudential  Property 
id  Casualty  Insurance  Company  and  in  New  Jersey  by  Ihe  Prudential  Property  and  Casualty  Insurance  Company  of  New  Jersey,  23  Main  Street,  Holmdel,  NJ  07733.  In  lexas,  coverage  may  be 
ritten  by  Consolidated  Lloyds  or  Consumers  County  Mutual  Insurance  Company,  which  are  not  Prudential  componies.  Coverage  available  in  most  states.  IFS  1 9990728-A044835 
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Video  Games 


Moose  Recipes 
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Mail  Order  Brides 


If  it's  important  to  you,  save  it  with  us.         Quantum. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


WHAT  PRICE  POLLUTION? 
LEAVE  THAT  TO  A  GLOBAL 


MARKET 


FAIR  PLAY: 

The  Kyoto  pact 
limits  U.S. 
greenhouse 
gases  but  lets 
poor  nations 
off  the  hook. 
A  market  in 
emission 
rights  would 
help  everyone 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


The  revolutionary  U.  N.  Kyoto  Protocol 
of  December,  1997,  to  cut  emissions  of 
carbon  dioxide  and  other  greenhouse 
gases  has  been  approved  by  well  over  100 
countries,  and  it  was  signed  by  President 
Clinton  last  November.  It  has  strong  support 
from  Vice-President  Al  Gore,  who  also  backs 
other  stringent  controls  over  fossil  fuels. 

Yet  Kyoto  is  a  bad  agreement,  even  if  one 
accepts  the  still-to-be-proven  claim  that  in- 
dustrial emissions  are  causing  global  warming. 
Fortunately,  this  protocol  is  being  held  up  in 
the  U.  S.  Senate  by  a  Republican-led  opposi- 
tion. This  and  other  environmental  issues  may 
become  a  major  point  of  contention  between 
Republicans  and  Democrats  in  the  coming 
Presidential  election. 

This  protocol  requires  most  industrial  na- 
tions to  reduce  their  carbon  dioxide  and  oth- 
er greenhouse-gas  emissions  during  the  com- 
ing decade  to  about  5%  below  1990  levels. 
The  U.  S.  must  drop  to  7%  below  its  1990 
level,  which  may  seem  like  a  small  reduction 
but  does  not  tell  the  whole  story.  Since  U.  S. 
emissions  have  increased  greatly — along  with 
industrial  output — since  1990,  the  U.  S.  would 
have  to  reduce  emissions  by  more  than  25% 
from  levels  likely  to  be  attained  by  the  end  of 
the  century. 

Even  worse,  thanks  to  politics,  the  protocol 
exempts  more  than  130  countries,  including 
Brazil,  China,  India,  and  Mexico,  from  any 
restrictions  on  their  industrial  pollution.  As  a 
result,  the  Kyoto  approach  would  induce  a 
shift  in  the  production  of  polluting  industries 
from  developed  countries. 
SCRUBBERS.  Shifting  the  emissions  from  in- 
dustrial to  emerging  markets  will  not  help 
reduce  worldwide  pollution,  since  that  de- 
pends mainly  on  world  production  of  green- 
house gases,  not  their  source  among  coun- 
tries. Indeed,  this  reallocation  of  production 
may  even  worsen  pollution,  since  developing 
nations  have  weaker  requirements  than  rich 
countries  for  scrubbers  and  other  control  de- 
vices that  reduce  emissions  of  harmful  gases. 
Moreover,  the  opposition  by  unions  and 
employees  in  the  U.  S.  to  the  transfer  of.  pro- 
duction to  Mexico  and  other  emerging  mar- 
kets would  be  justified  in  this  case.  For  the 
transfer  would  not  stem  from  economic  effi- 
ciency or  international  specialization  but  would 
be  artificially  created  by  the  preferential  treat- 
ment these  nations  received  at  Kyoto. 

Fortunately,  changing  the  protocol  can 


help  poorer  countries  without  using  arti| 
incentives  to  shift  production.  Instead  of  i 
sions  quotas  on  the  outputs  of  developecl 
tions  alone,  all  countries  should  receivj 
lowances  on  greenhouse-gas  emissions, 
total  number  of  these  allowances  coul<| 
fixed  at  any  desired  level — say,  the  19S 
2000  world  output  of  these  gases.  Develol 
countries  could  be  favored  through  receil 
much  more  generous  allowances  relativl 
their  1990  production  levels  than  develq 
countries. 

FOR  SALE.  The  most  important  change  inl 
Kyoto  Protocol  should  allow  all  greenho| 
gas  allowances  to  be  freely  bought  and 
the  way  sulfur  dioxide  emission  rights 
sued    by    the    Environmental    Protec 
Agency,  are  sold  on  the  Chicago  Boarc 
Trade.  Such  a  system  of  quotas  can  w 
best  with  a  world  market.  All  countries 
companies  that  receive  allowances  shouk 
permitted  to  trade  them  on  this  market,  e 
when  rights  are  sold  to  companies  in  ot 
nations.  The  price  of  rights  during  any  mc 
would  be  determined  by  market  supply 
demand  for  rights  at  that  time. 

Poorer  nations  that  receive  quotas  bey<| 
their  needs  would  earn  income  by  selling 
cess  quotas  in  this  market.  They  could  spJ 
the  revenue  on  education  and  other  inva 
ments  that  would  speed  up  their  econoi 
development. 

Similarly,  companies  in  developed  econor 
could  buy  additional  rights  on  this  market.] 
this  way,  the  efficiency  of  the  international  | 
vision  of  labor  would  be  preserved,  and 
richer  nations  would  be  induced  to  trans 
revenues  to  poorer  countries. 

These  rights  might  end  up  being  trad  fc 
on  exchanges  in  various  countries,  the  w 
rights  to  oil  and  other  commodities  i 
presently  bought  and  sold.  An  internatioi 
body  would  be  required  to  take  responsibil 
for  the  difficult  task  of  monitoring  comj 
ance  and  penalizing  violators,  but  enforc 
ment  of  compliance  is  a  challenge  under  a 
tax  or  quota  system. 

The  evidence  on  global  warming  is  t 
weak  and  ambiguous  to  justify  massive  wor 
cutbacks  in  carbon  dioxide  and  other  gree 
house  gases.  But  even  were  this  eviden 
convincing,  the  Kyoto  Protocol  is  a  bad  agre 
ment  and  should  be  altered.  The  best  a 
proach  is  through  a  worldwide  system  of  tra 
able  rights  in  the  emissions  of  these  gases. 
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How  fitting.  While  you  were  getting  ready 
for  a  BMW,  a  BMW  was  getting  ready  for  you. 

Thousands  of  select  pre-owned  BMWs.  Each  backed  by  an  ironclad  protection 
plan  and  roadside  assistance.  Ready  to  go,  whenever  you  are. 


The  Ultimate 
Driving  Machine 


www.bmwusa.com 


_  Certified  Pre-Owned  ! 


1-800-334-4BMW 


These  days  e-commerce 

providers  will  promise  you  the  world. 
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INTERSHOP  Few  e-commerce  providers  have  what  it  takes  to  live  up  to  the 

r"  I  \|  |™  1 1^  I  I      promises  they  make  about  e-commerce.  But  now  there's  an 

alternative  that  really  delivers. 

Introducing  Intershop  enfinity™,  the  most  robust  e-commerce  application  enabling  businesses 
to  sell  goods  and  services  on-line. 

Sell  Anywhere.  So  you  sell  on  your  web  site?  Your  competitors  do  that,  too.  But  can  you 
sell  from  affiliate  web  sites  and  portals?  Or  even  use  the  web  as  a  reseller  channel?  Intershop 
enfinity  gives  you  the  power  to  truly  sell  anywhere.  Offering  world-class  intelligent  merchan- 
dising functionality  for  traditional  e-storefronts,  it  also  supports  innovative  business  models 
ranging  from  integrating  transactions  throughout  a  site  to  r  Your  website 

allowing  transactions  on  remote,  affiliate,  and  portal  sites. 
It  can  even  sell  through  cell  phones,  appliances  and  handle 
direct  machine-to-machine  e-commerce. 


Existing 

Business 

Systems        -fMMffll   ■"- 

(ERP,  et  al.) 


-  Affiliate  websites 
Portals 

-  Cell  phones,  appliances 

-  Machine-to-machine 


INTEGRATE  EVERYTHING.  Designed  on  the  latest  and  most  powerful  enterprise  application 
you  can  get  your  hands  on,  Intershop  enfinity  integrates  with  your  ERP  systems,  intranet  and 
extranet  while  offering  you  a  simple  way  to  orchestrate  business  flow  between  your  existing 
business  systems  and  your  Internet  site.  All  of  which  means  a  lot  less  work  for  you  when 
changes  need  to  be  made. 

Today.  And  Tomorrow.  Intershop  enfinity  is  a  software  application  built  on  the  leading 
emerging  e-commerce  technologies  and  standards,  like  XML,  Java,  ICE,  LDAP,  and  CORBA. 
That  means  you  not  only  get  a  highly  deployable  solution  today,  but  also  protect  your  current 
investment  while  expanding  your  Internet-based  business  models  tomorrow. 

To  find  out  more  about  how  Intershop  enfinity  can  get  your  business  up  and  running  on  the  net, 
today  and  tomorrow,  call  us  at  1-877-688-0980.  Or  visit  our  web  site  at  www.intershop.com/deliver. 
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Economic  Trends 


BY  GENE  KORETZ 

AN  INFLATION 
CONUNDRUM 

Are  housing  costs  really  slowing? 

Analysts  monitoring  U.  S.  housing  in- 
flation have  been  doing  a  double 
take.  On  the  one  hand,  such  items  as 
home  prices  and  interest  rates  that  pre- 
sumably influence  shelter  costs  have 
been  picking  up  steam,  with  the  tabs 
for  similar-quality  houses  running  about 
5.5%  above  year-earlier  levels.  On  the 
other  hand,  the  housing  costs  compo- 
nent of  the  consumer  price  index  is  up 
only  2.5%  or  so  year-over-year  (chart). 
This  divergence  is  of  more  than  pass- 
ing interest.  The  deceleration  in  core 
consumer  inflation  (excluding  food  and 

TWO  WAYS  OF  LOOKING  AT 
HOUSING  INFLATION 


HOMEOWNERS' 
EQUIVALENT  RENT* 
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A  PERCENT  INCREASE,  YEAR-OVER-YEAR 
-AVERAGE  HOME  PRICE  CHANGE  IN  REPEAT  SALES 
"COMPONENT  OF  CONSUMER  PRICE  INDEX 
DATA  OFFICE  OF  FEDERAL  HOUSING  ENTERPRISE  OVERSIGHT.  LABOR  DEPT. 

energy  prices)  this  year  to  less  than  a 
2%  annual  rate  is  often  ascribed  to  rapid 
technological  change  and  declining  im- 
port prices.  But  a  lot  of  it  is  due  to  the 
weak  performance  of  housing  costs, 
which  account  for  35%  of  the  core  cpi.  If 
the  measure  of  such  costs  is  faulty,  then 
inflation  is  being  underestimated. 

That,  in  fact,  is  the  view  of  L.  Dou- 
glas Lee  of  Economics  From  Washing- 
ton. Lee  blames  a  new  methodology 
adopted  by  the  Labor  Dept.  last  Janu- 
ary to  estimate  owners'  housing  costs, 
or  "homeowners'  equivalent  rent,"  which 
accounts  for  the  bulk  of  housing  costs  in 
the  CPI.  Noting  that  Labor  statisticians 
admit  that  there  may  be  a  problem  with 
new  sampling  techniques,  he  thinks  in- 
flation in  the  first  half  would  have  been 
at  least  a  quarter  of  a  percentage  point 
higher  if  housing  costs  has  been  mea- 
sured more  accurately. 

Even  if  this  is  so,  however,  econo- 
mist Robert  E.  Mellman  of  J.  P.  Morgan 
&  Co.  thinks  measured  housing  infla- 
tion would  still  have  slowed.  In  the  cpi, 
he  notes,  owners'  housing  costs  are  sup- 


posed to  reflect  what  they  would  pay  if 
they  were  renters.  And  these  imputed 
rents  are  extrapolated  from  a  survey 
of  rental  homes  that  "look  like"  the 
stock  of  owner-occupied  homes. 

This  is  important  because  home 
prices  and  rents  often  move  in  oppo- 
site directions.  As  home  sales  accelerate, 
they  draw  people  out  of  the  rental  mar- 
ket even  as  they  push  up  home  prices. 
And  less  demand  for  rental  housing 
causes  rents  to  weaken. 

Notwithstanding  some  hot  rental  (and 
housing)  markets  in  cities  like  New 
York,  Chicago,  and  San  Francisco,  that's 
exactly  what  has  been  happening.  While 
homeownership  nationwide  has  reached 
new  highs,  observes  Mellman,  the  ab- 
solute number  of  renters  has  declined 
since  last  year.  And  with  fewer  renters 
and  an  upturn  in  the  construction  of 
single-family  and  multifamily  housing, 
overall  vacancy  rates  have  been  edging 
higher— thus  slowing  rent  increases  and 
the  housing  component  of  the  cpi. 

The  irony  is  that  this  seemingly  be- 
nign effect  on  inflation  may  be  reversed 
over  the  next  year.  If,  as  Mellman 
thinks  likely,  home  sales  slacken  in  the 
months  ahead  as  the  economy  slows  and 
higher  rates  bite,  then  households  will 
start  to  shift  back  to  the  rental  market. 
The  upshot  could  be  rising  rents  and  a 
pickup  in  housing  inflation. 

In  short,  inflation  in  the  housing  mar- 
ket can  give  a  misleading  message  to 
the  financial  markets.  As  economist 
Joseph  Carson  of  Deutsche  Bank  ob- 
serves: "It  tends  to  make  inflationary 
pressures  look  too  low  during  housing 
cycle  booms  and  too  high  during  busts." 


DON'T  WAIT 
FOR  THE  DATA 

Stocks  often  rise  on  "release  days" 

When  the  latest  estimate  of  gross  do- 
mestic product  in  the  second  quar- 
ter came  in  lower  than  expected,  the 
stock  market  rallied.  When  the  monthly 
purchasing  agents'  report  showed 
stronger  growth  than  the  market  an- 
ticipated, stock  prices  slumped.  Given 
such  volatility,  should  potential  buyers  of 
stocks  wait  until  after  the  release  dates 
of  economic  data  rather  than  taking  a 
position  before  they  are  released? 

Not  according  to  economist  Jan 
Hatzius  of  Goldman,  Sachs  &  Co.  Ana- 
lyzing stock  market  moves  in  the  wake 
of  the  releases  of  key  economic  indica- 
tors— employment,  advance  GDP,  retail 
sales,  the  consumer  price  index,  etc. — he 


u 


found  that  the  average  change  in  s  jj 
prices  on  release  days,  compared 
nonrelease  days,  was  on  the  upside 

The  explanation:  Most  investors 
risk  averse  and  therefore  more  relu 
to  buy  stocks  prior  to  data  releases 
could  cause  volatility.  This  lowers 
mand  and  tends  to  depress  prices, 
cause  consensus  market  expectat 
are  correct  on  average,  however,   pi 
on  release  dates  typically  recover 
"relief  rally"  as     investors  breath 
sigh  and  climb  on  board. 

The  bottom  line  is  that  investors 
ing  to  get  into  the  market  before 
lease  dates  receive  a  sizable  risk  ]  ps 
mium  for  their  courage.  On  aver;  Utrwl 
Hatzius  calculates,  such  investors  h 
boosted  their  earnings  by  a  fifth 
percentage  point  on  those  days. 
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WHY  AMERICA  ISt 
SITTING  PRETTY 

It's  not  just  high  productivity 
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The  U.  S.  boasts  higher  living  st 
dards  than  virtually  all  industrial   lc 
tions.  But  as  a  recent  analysis  in 
Monthly  Labor  Review  by  economic 
Bart  van  Ark  and  Robert  H.  McGuc 
of  the  Conference  Board  indicates,  t 
doesn't  necessarily  mean  it  leads 
pack  in  labor  productivity.  Indeed,  tl 
find  that  several  nations,  such  as 
gium  and  France,  had  higher  prod 
tivity  levels  in  1997  than  the  U.  S. 

The  likely  explanation  is  that  lal  MM 
market  rigidities  and  relatively  hi  ^ 
wages  in  Europe  have  induced  many 
ployers  there  to  substitute  capital  for 
bor,  boosting  productivity.  Although  c 
ital  investment  is  also  strong  in  the  U 
however,  unemployment  is  much  lowLiijs_ 
Americans  work  longer  hours,  and  mc  j^^^ 
people  (including  low-skilled  workers)  i  I 
in  the  labor  force.  The  upshot  is  that  tf^l 
U.  S.  enjoys  much 
higher  per  capita 
income,  or  GDP, 
which  is  the  usual 
measure  of  living 
standards. 

Japan's  low  un- 
employment and 
long  working 
hours  have  also 
allowed  it  to  post 
higher  per  capita 
GDP  than  Europe, 
even  though  it 
lags  both  the  U.  S. 
and  Europe  in 
productivity. 


AN  ECONOMIC 
SCORECARD 
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9  WONDER  THE  FED 

4S  A  FOOT  ON  THE  BRAKE 

)bal  recovery  is  nudging  demand  up,  tilting  policy  toward  another  hike 


S.  ECONOMY 


s  in 
tun 


Give    the    Federal    Reserve 
credit:  It  has  found  a  way  to 


some  excitement  into  keeping  interest  rates  un- 

ged.  As  widely  expected  by  everyone  from  traders 

•'  /all  Street  to  your  next-door  neighbor,  the  Fed  held 

3  steady  on  Oct.  5,  after  quarter-point  hikes  in 

June  and  August.  But  that  still  didn't  cut  the 

cets  any  slack.  The  Fed  announced  a  shift  in  the  di- 

on  that  policy  is  leaning.  Instead  of  having  no 

I J  ilection  for  its  next  move,  the  Fed  said  that  policy 

Ik  >w  biased  toward  higher  rates.  Although  the  Fed's 

V   ;ment  strongly  suggested  that  it  would  not  make  a 

e  before  its  next  meeting  on  Nov.  16,  Wall  Street 

t  remain  nervous  about  another  hike. 

lat  policy  shift,  combined  with  recent  robust  eco- 

ic  data,  strongly  argues  that  this  current  round 

ed  tightening  still  has  a  ways  to  go — perhaps  even 

ler  than  the  markets  now  expect.  That's  because 

ik  he  first  time  in  nearly  two  years,  U.  S.  and  global 

omic  forces  are  aligned  in  a  way  that  will  serious- 

»st  the  belief  among  many  Fed  policymakers  that 

U.  S.  economy  can  continue  to  grow  as  strongly  as 

is  without  generating  inflation. 

To  be  sure,  there  were  plen- 
ty of  reasons  not  to  hike  on 
Oct.  5.  Pricing  pressures  fur- 
ther back  in  the  production 
process,  reported  most  re- 
cently by  the  nation's  pur- 
chasing managers  (chart),  have 
not  traveled  to  finished  goods. 
Also,  credit  quality  spreads 
have  widened  in  recent  weeks 
and  stock  prices  have  sagged, 
both  suggesting  tighter  finan- 
conditions.  Moreover,  the  prevailing  philosophy  at 
Fed,  which  was  clear  from  its  Oct.  5  statement,  is 
faster  productivity  growth  is  helping  to  absorb  cost 
isures.  Clearly,  the  inflationary  potential  of  the 
>.  has  been  sharply  reduced — not  only  by  technolo- 
Iriven  productivity  gains  but  also  by  past  deregu- 
>n  and  sound  anti-inflation  policies. 

r  A  GLOBAL  RECOVERY  outside  the  U.  S.  changes 
ything,  especially  since  spending  within  the  U.S.  is 
cooling  off  as  policymakers  had  wanted.  The  re- 
ing  strains  on  the  labor  markets  were  the  deciding 
or  in  the  Fed's  policy  shift.  Now  those  strains  will 
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only  intensify,  particularly  since  the  global  upturn  is 
looking  stronger  than  expected.  For  example,  Japan's 
closely  watched  Tankan  survey  of  business  activity 
showed  the  largest  quarterly  rise  in  business  senti- 
ment in  12  years,  and  third-quarter  economic  growth  is 
looking  better  than  expected.  In  Germany,  factory  or- 
ders in  August  jumped  by  a  surprisingly  large  5.1%. 

Why  is  all  this  bad  for  the 
inflation  outlook?  First  of  all, 
stronger  world  demand  is  ab- 
sorbing excess  global  capacity, 
reversing  last  year's  weakness 
in  commodity  prices.  Second, 
healthier  foreign  economies  are 
sure  to  attract  more  capital  at 
the  expense  of  the  dollar  and 
U.  S.  assets,  which  were 
buoyed  last  year  as  investors 
sought  the  relative  safety  of 
U.  S.  financial  markets.  The  greenback,  already  down 
against  the  yen,  is  now  losing  ground  to  the  euro.  The 
strong  dollar  has  been  a  key  inflation  deterrent. 

Most  important,  the  global  revival  is  boosting  U.  S. 
exports,  which  are  reigniting  U.  S.  manufacturing  ac- 
tivity. Last  year's  factory  slowdown  resulted  in  falling 
capacity  utilization  and  reduced  pressure  on  prices  of 
U.  S.-made  goods.  The  surprisingly  strong  September 
report  from  the  purchasing  managers  suggests  that 
the  factory  recovery  will  be  faster  than  anticipated,  es- 
pecially since  manufacturers  are  not  carrying  nearly 
enough  inventories  to  meet  demand  (chart). 

THE  MANUFACTURING  REBOUND  makes  a  strong 
case  that  economic  growth  will  not  ease  back  from  its 
recent  4%  trend  anytime  soon.  Manufacturing  is  a  key 
20%  of  U.  S.  output,  and  the  economy  has  never  slowed 
when  factory  production  is  accelerating,  as  it  is  now. 
The  latest  evidence:  The  National  Association  of  Pur- 
chasing Management's  index  of  industrial  activity 
jumped  sharply  in  September,  to  57.8%  from  54.2%  in 
August.  The  index,  a  composite  of  several  measures,  is 
at  its  highest  level  in  nearly  five  years. 

The  napm  reported  exceptionally  strong  order  activ- 
ity last  month,  and  more  companies  reported  rising 
export  orders  than  at  any  time  since  March,  1997,  be- 
fore the  Asian  crisis.  But  what  undoubtedly  caught 
the  Fed's  attention  was  the  NAPM  statement  that  "We 
see  continued  strengthening  in  prices  with  pricing  pow- 
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er  apparent  in  a  broad  base  of  commodities."  The  most 
companies  in  4Y>  years  report  paying  higher  prices. 
The  napm's  September  survey  of  nonmanufacturing  in- 
dustries showed  a  similar  uptrend  in  pricing. 

The  problem  is,  with  manufacturing  now  accelerating 
amid  relentlessly  strong  demand,  these  costs  will  only 
continue  to  grow.  That's  especially  likely  since  factory 
output  will  have  to  respond  to  a  growing  need  for 
businesses  to  build  up  their  inventories — and  not  for 
reasons  related  to  \'2k.  In  a  special  survey,  the  napm 
says  only  38%  of  responding  companies  plan  to  build 
Y2K-related  inventories.  And  of  those  companies  plan- 
ning such  additions,  Y2K  inventories  would  be  only  23% 
of  their  total  stock  levels. 

Instead  of  Y2K  precautions,  the  biggest  influence  on  in- 
ventories will  be  that  stock-building  by  businesses  dur- 
ing the  past  year  has  slowed  to  a  pace  that  is  insuffi- 
cient to  match  demand.  Rebuilding  those  stock  levels 
will  keep  factories  increasingly  busy  in  coming  months, 
adding  substantially  to  economic  growth. 

IN  THE  MEANTIME,  consumers  are  already  adding 
substantially  to  economic  growth.  In  August,  consumer 
spending  rose  a  large  0.6%,  even  after  the  figures  were 
adjusted  for  inflation.  And  households  continue  to  spend 
far  in  excess  of  their  income  gains,  with  real  aftertax 
earnings  up  0.5%  in  August.  In  the  past  12  months,  in- 
comes rose  3.7%,  while  spending  soared  5.5%. 


CZECH  REPUBLIC 


NOTHING  TO  DO  BUT  CUT 


GOODS  BUYING 
HAS  TAKEN  OFF 


GOODS  , 


SERVICES 


The  gap  between  spending  and  incomes  is  still 
financed  by  installment  credit  and  gains  from  the 
market  and  home  equity.  The  windfall  nature  of  w 
gains  suggests  why  the  spending  spree  has  been 
centrated  in  goods  (chart),  especially  big-ticket  i 
such  as  autos  and  furniture.  Third-quarter  sak 
cars  and  light  trucks  were  the  highest  in  13  year; 

The  big  question  for  the 
Fed  is  whether  its  past  actions 
will  have  any  effect  on  con- 
sumers. But  even  housing — 
one  of  the  first  areas  affected 
by  rising  interest  rates — re- 
mains quite  strong.  In  August, 
new  single-family  homes  sold 
at  an  annual  rate  of  983,000, 
up  2.9%  from  July's  pace.  The 
third  quarter  is  on  track  to 
post  the  best  quarterly  sales 
pace  for  new-home  sales  on  record,  even  though  n 
gage  rates  over  the  summer  were  a  percentage  p 
higher  than  they  were  at  the  start  of  the  year. 

The  enduring  strength  of  the  consumer  sector- 
its  attendant  demands  on  labor  markets  and  produc 
capacity — has  to  be  a  concern  for  policymakers  wor 
about  price  pressures.  Add  to  that  the  inflationary 
plications  of  the  global  recovery,  and  it's  easy  to 
why  the  Fed's  job  may  not  be  done. 
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In  a  surprise  move,  the  Czech 
central  bank  on  Oct.  4  trimmed 
policy  rates  for  the  ninth  time 
this  year.  The  cut  is  aimed  at  re- 
versing an  upward  trend  in  the 
Czech  currency  and  rescuing  the 
drowning  economy. 

The  quarter-percent 
cut  in  the  two-week 
repurchase  rate,  to 
5.75%,  brought  the  to- 
tal decline  in  the  rate 
to  3.75  percentage 
points  this  year 
(chart).  And  as  with 
the  previous  cuts,  the 
hope  is  that  a  drop  in 
rates  will  curtail  the 
continued  strength  in  the  Czech 
koruna.  But  thanks  to  a  heavy 
inflow  of  foreign  direct  invest- 
ment and  expectations  of  privati- 
zation of  some  government  assets 
next  year,  the  currency  is  holding 


ANOTHER  RATE  CUT 
TO  JUMP-START  GROWTH 
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at  an  eight-month  high  against 
the  euro. 

The  rate  cut  was  also  designed 
to  stimulate  the  Czech  economy, 
which  has  been  in  recession  since 
late  1997.  Real  gross  domestic 
product  managed  to 
grow  0.3%  in  the  sec- 
ond quarter  over  the 
first-quarter  level, 
thanks  in  large  part 
to  gains  in  consumer 
spending  and  govern- 
ment outlays.  But  the 
third-quarter  data  do 
not  look  promising. 
Retail  sales  fell  back 
sharply  in  July  to 
start  the  quarter,  while  industrial 
production  remained  weak.  And 
unemployment  continued  to  rise 
last  quarter.  The  jobless  rate  hit  a 
record  high  of  9%  in  August. 
One  bit  of  promising  news  has 


been  a  slower  widening  in  the 
trade  deficit.  In  August,  the  trad 
gap  stood  at  3.2  billion  koruna 
($91  million),  far  less  than  July's 
7.3  billion.  Thanks  to  renewed 
vigor  in  Western  Europe,  Czech 
exports  rose,  led  by  shipments  o: 
cars  and  consumer  goods. 

In  a  September  revision  to  its 
economic  outlook,  the  governmen 
said  the  unemployment  rate 
would  increase  further  over  the 
next  two  years,  hitting  14%  by 
2001,  as  Czech  companies  reorga- 
nize to  compete  in  global  marketi 
The  government  also  forecast  tha 
real  gdp  would  fall  0.5%  in  1999 
and  then  grow  1.7%  in  2000. 
Prague's  forecasts  are  on  par  wit! 
the  projections  put  out  recently 
by  the  International  Monetary 
Fund.  The  imf  is  looking  for 
Czech  gdp  to  be  flat  this  year  and 
grow  1.5%  in  2000. 
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Two  easy  steps  to  help  control  the  cost  of  dental  benefits. 


line's  a  refreshing  idea:  with  Direct 
Reimbursement,  you  just  pav  for  actual 
treatment  received,  instead  of  costly  monthly 
insurance  premiums  for  employees  who  don't 
even  use  dental  benefits.  Plus,  you  can  save 
time,  with  no  complicated  claims  procedures. 


Most  importantly,  your  employees  have  the 
freedom  to  see  any  dentist  they  wish.  Used 
regularly,  it  just  may  prevent  all  kinds  of 
hassles  at  your  company.  For  information  or  a 
cost  estimate  of  a  plan  designed  to  meet  the 
company  needs  you  specify,  call: 


1-800-232-7698  ext.530 

Or  visit  our  web  site  at  www.ada.org/DR 


DIRECT 

kl  IMBURS1  win  1 


Dental 

Benefits  Plan 

C         f°' 

bmart  Companies 


ADA 


American  Dental  Association 
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THE  MAIN 
EVENT: 
BERNIE 
VS.  MIKE 


Each  is  bent  on  dominating 
telecom  in  the  21st  centur 
Who  will  prevail? 


TELECOM 


Until  recently,  C.  Michael  Armstrong  n 
wryly,  the  telecommunications  business 
WWf  A  *n      "relatively  boring."  Not  anymore.  The 
VVaaXI      '  i:"-  ;l  newcomer  to  telecom  when  h< 
sumed  the  top  post  at  the  phone  gian 
1997,  has  done  his  part  to  shake  up  the  industry.  He  has 
vamped  his  sprawling  company  and  spent  more  than  $110 
lion  to  buy  cable-TV  companies,  which  he's  betting  will  j 
AT&T  the  digital  multimedia  network  of  the  future  for 
home  and  business. 

Bernard  J.  Ebbers,  a  onetime  basketball  coach  and  m  jt 
operator,  has  done  his  part  to  enliven  telecom,  too.  S: 
getting  into  the  phone  business  by  investing  in  a  tiny  long 
tance  reseller  in  1983,  the  mci  WorldCom  Inc.  ceo  has  bui 
long-distance  empire  through  a  series  of  astute  buys 
latest  move,  the  audacious  $129  billion  deal  to  snap  up  NfciMisc. 
long-distance  player  Sprint  Corp.,  will  be  the  largest  corpoi 
acquisition  ever.  To  keep  Sprint  from  falling  into  the  hand: 
BellSouth  Corp.,  a  last-minute  rival  bidder,  Ebbers  sweete 
his  offer  by  close  to  $20  billion  without  blinking. 

If  the  deal  goes  through,  it  will  leave  two  nearly  equal  b 
tans  at  the  top  of  the  phone  industry — both  headed 
strong-willed  outsiders.  These  men,  not  burdened  by 
memory  of  that  old  phone  industry — where  regulations  w  with ! 
strict,  growth  was  slow,  and  technological  change  took  year  -<< 
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are  shaping  how  communications  markets  will  evolve.  Each 
tends  to  make  his  company  dominate  telecom  in  the 
century  and  is  spending  hundreds  of  billions  to  make  t  t vice-pre 
happen.  ing  more  g 

But  the  execs  are  using  vastly  different  strategies.  Ar  kora  or  Ja 
strong,  who  spent  two  decades  selling  computers  for  I  s  this  m 
and  five  years  as  ceo  of  Hughes  Electronics  Corp.,  is  lean)  [t ; 

heavily  on  technology  to  ma  %\ 
AT&T  the  winner  in  the  new  <  m  i 
of  digital  communications.  He  has  spent  megabucks  on  cal  p, 
systems  and  is  plowing  billions  more  to  upgrade  them  ek 
carry  digital  TV,  Internet  traffic,  and  local  phone  calls.  1  e$ 
payoff  is  far  from  assured:  In  early  trials,  the  technology  |$ 
not  proving  as  reliable  as  expected  (page  40).  And  on  Oct.  is  [, 
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TWO 
TITANS, 
TWO 
GAMBITS 


CENTRAL  STRATEGY  IGGESTI 


AT&T  Mike  Armstrong  is  betjc 
$110  billion  on  cable  investie^: 
hoping  he  can  turn  the  TV  wist 
running  into  U.S.  homes  into 
calling  connections  and  as  a 
means  to  offer  digital  service 


ar 


MCI  WORLDCOM  Bernie 

is  betting  on  wireless,  not  c 
By  investing  $129  billion  to 
buy  Sprint,  he  is  trying  to 
the  leading  supplier  of  long- 
distance, data,  and  wireless 
services  to  corporate 
customers. 
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.1.  Hindery  Jr.,  the  former  Tele-Communications  Inc. 
}  in  charge  of  AT&T's  cable  strategy,   resigned,   further 
bg  the   picture.    Investors,  concerned   about    the   huge 
tments  and   scant    signs  of  payoff,   have  dumped    Yl\vT 
?s,  which  have  dropped  25%  since  May,  to  around  $46. 
•almaker  Ebbers  is  taking  on  more  financial  than  tech 
risk.  But  he,  too,  is  betting  heavily  on  new  and  unproven 
lology — in  his  case,  wireless — to  link  his  long-distance 
orks  directly  to  the  offices  and  homes  of  customers, 
ly,  however,  he's  putting  $129  billion  behind  the  notion 
with  Sprint,  he  can  put  together  enough  pieces  and 
ve  enough  efficiencies  to  meet  virtually  every  telecom 
that  his  core  business  customers  will  want, 
this  business,  where  regulatory  and  technical  barriers  are 
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!>'■    crating,  size  matters — a  lot.  In  the  past  two  years, 
>  has  been  a  frenzy  of  dealmaking  around  the 
to  prepare  for  the  day  when  there  is  virtu- 
10  differentiation  between  local  and  long- 
,ice  calling  or  between  carrying  voice, 
data,  or  video.  In  the 

"  U.S.,  the 
number  of  local- 
phone  companies  has 
up '  ik  from  seven  to  four  as  sbc  Communications  bought  Pa- 
li Telesis  and  Ameritech  and  Bell  Atlantic  absorbed  Nynex. 
ail  e  new  megaregionals  are  itching  to  go  national  once  they 
nto  long  distance.  "It  verifies  that  you  need  scope  and 
,"  says  sbc  Communications  ceo  Edward  E.  Whitacre. 
lie  trend  is  everywhere.  Long-distance  upstart  Qwest 
munications  swallowed  us  West.  In  Europe,  Telecom 
i  was  gobbled  by  electronics  giant  Olivetti  after  a  bidding 
with  Deutsche  Telekom.  Phone  companies  the  world 
— long  regulated  and,  in  many  countries,  state-owned — 
Deing  set  loose  on  a  competitive  world  stage.  "We'll  see 
ler  whole  wave  of  mergers  to  come,"  says  Robert  C.  Fox 
i  vice-president  at  Mercer  Management  Consulting,  in- 
ng  more  global  linkups  involving  companies  like  Deutsche 
Kom  or  Japan's  Nippon  Telephone  &  Telegraph. 
tor  3  this  worldwide  free-for-all  gathers  steam,  both  Arm- 
ilea  lg  and  Ebbers  are  desperate  to  move  beyond  plain  old 
tori  I  distance  service.  At  the  end  of  1998,  MCI  WorldCom  and 
new  lit  held  34%  of  the  U.  S.  market  between  them.  AT&T  had 
nut  But  cutthroat  competition  and  endless  price  wars  have 
lien  s  long-distance  service  alone  unattractive.  Instead,  com- 
11s.  i  es  like  AT&T  and  WorldCom  hope  to  thrive  by  offering 
olojjflles  of  services  to  businesses  and  consumers.  With  World- 
's lead  in  carrying  Internet  traffic  and  its  relatively  strong 
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3  might  not  be  per- 
;t  enough  for  cable 
it  to  pay  off  before 
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MISSING  LINK 


AT&T  It  lags  far  behind  in 
data  services.  By  contrast, 
MCI  WorldCom  and  Sprint 
own  so  much  Net  "backbone" 
capacity  that  they  may  be 
forced  to  divest  some  of  it. 


I  ?LDCOM  Wall  Street 
»ers  for  his  ability  to 
companies  he  has 
r.  But  analysts  think 
lid  too  much  for 
lat  sentiment  could 

)  dive  in  his  lofty 

a:e. 


IVICI  WORLDCOM  Ebbers  has 
no  proven  way  to  reach  the 
residential  market.  His 
options  for  home  service — 
wireless  local  access  and 
DSL— suffer  from  limited  de- 
ployment and  are  relatively 
untested. 


nun  U.S.  pre  ence,  il  will  be  able  to  sell  local,  wireless,  and 
even  global  e-commero  natch  made  in  heaven," 

says  Anna-Maria  Kovacs,  a  telecom  analysl  at  Janney  Mont 

gomery  Scott  Securil  i< 

Whether  all  this  will  be  heavenly  far  customers  remains  to 
be  seen.  The  promise  is  massive  communications  capacity 
available  virtually  everywhere  at  ever-lower  prices.  The  re 
ality  may  be  far  different.  Regulator.-  and  consumer 
advocates  were  quick  to  raise  concerns  about  the  World- 
Com deal.  Even  Federal  Communication.-  Commission  'hair- 
man  William  E.  Kennard.  who  has  supported  previous  tele- 
com megamergers,  blasted  the  deal  as  a  "surrender"  in  the 
long-distance  price  wars.  "How  can  this  be  good  for  con- 
sumers?" he  asks.  That's  something  Ebbers  and  Armstrong 
will  have  to  think  about  to  make  their  massive  bets  pay  off. 

By  Andy  Reinhardt 

in  San  Mateo,  Calif., 

with  Catherine   Yang 

i»     Washington     and 

Roger    O.    Crockett    in 

Chicago 
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Cover  Story 


WHAT 
IT  WILL 
TAKE 
TO  WIN 

WorldCom's  hurdles: 
The  FCC,  new  technology 
-and  antsy  investors 


TELECOM 


Can  5<2  Sundays  and  Nickel  Nights  add  up  to  more 
than  7<2  anytime  minutes?  MCI  WorldCom  Inc.'s  $129 
billion  takeover  of  Sprint  Corp.  will  create  a  colossus 
by  any  standard.  But  the  $64  billion  question  about 
the  biggest  merger  ever  attempted  remains:  Is  it 
enough  to  unseat  AT&T  as  the  No.  1  U.  S.  telecommunications 
company?  WorldCom  will  have  wireless,  international,  long- 
distance, and  Internet  businesses  that,  in  many  cases,  meet 
or  surpass  those  of  the  leader.  And  if  all  goes  according  to 
ceo  Bernie  Ebbers'  plan,  the  new  WorldCom  may  grow 
fast  enough  to  knock  AT&T  out  of  the  top  slot.  "I  expect  that 
in  five  years,  WorldCom  will  be  considered  the  No.  1  long- 
distance company  in  the  world,"  predicts 
Scott  C.  Cleland,  an  analyst  with  the  Legg 
«■  m  M  Mason  Precursor  Group. 
IVAll  Heady  stuff.  And  as  Ebbers  stormed  New 

, ,  1  York  in  a  series  of  meetings  on  Oct.  5  to  an- 

nounce and  explain  the  deal,  the  prospect  of  sitting  atop  a  tril- 
lion-dollar industry  had  the  58-year-old  entrepreneur  walking 
on  air.  He  strutted,  grinning  from  beneath  his  trim  gray 
beard,  as  he  worked  rooms  full  of  journalists  and  financial  an- 
alysts like  a  show-biz  pro. 

But  Ebbers,  who  built  his  empire  outside  of  Jackson,  Miss., 
and  kept  it  there  to  stay  close  to  his  country  roots,  remained 
true  to  form.  "I'm  not  the  only  cowboy  around  here  anymore,' 
Ebbers  quipped,  referring  to  Sprint  ceo  William  Esreys 
penchant  for  ranching,  horseback  riding,  and  cowboy  boots. 
"We're  both  wearing  rented  shoes  today."  Also,  true 
to  form,  he  did  not  miss  the  opportunity  to  disparage  his 
rival  AT&T.  He  branded  the  long-distance  leader  the  "mo- 
nopoly cable  provider"— a  dig  at  AT&T's  fight  to  keep  regula- 
tors from  forcing  "open  access"  to  its  cable-modem  service. 


# 


Now,  as  the  buzz  from  the  dealmaking  begins  to  faff 
Ebbers'  heads  back  to  Mississippi  to  figure  out  how  to  mi 
this  megamerger  take  off.  Before  he  can  start  incorporating  [At  least 
those  pieces  that  Sprint  brings  to  the  WorldCom  empi  mm 
Ebbers  must  first  get  past  a  balky  Federal  Commumcatu  tats.  wW 
Commission.  The  size  of  the  deal  and  the  fact  that  it  will  ere  ntW 
an  enormous  duopoly  in  long-distance  has  FCC  Chairman  Willi  nee  of 
Kennard  vowing  to  take  a  close  look  at  the  combmation.  into  the 
taking  Sprint  out  of  the  game,  85%  of  the  U.  S.  long-distar  *y  i; 
market  will  be  in  the  hands  of  just  two  companies.  The  n<  lit  encoi 
No  3  Qwest  Communications  International  Inc.,  would  tr  e  time, 
with  less  than  2%  of  the  market.  "You  have  two  players,  ea 
10  times  the  size  of  the  next  guy.  And  when  you  add  t 
next  10  together,  they're  still  half  the  size  of  these  two  co* 
panies,"  says  Janney  Montgomery  Securities  analyst  * 
Maria  Kovacs. 

TECHNICAL  PROBLEMS.  Also,  while  Ebbers  has  plenty 
experience  with  mergers— there  were  more  than  60  dea  KTAL 
before  this  one-Sprint  may  present  the  biggest  challenj^ 
vet  Integrating  the  networks  and  technologies  of  the  two  j .' 
ants  will  likely  take  years,  and  WorldCom's  freewheeling  ci  )$Wi 
ture  stands  in  sharp  contrast  to  that  of  Sprint,  based    - 
Westwood  Kan.  Besides,  this  time  out,  Ebbers  does  not  e:  || 
joy  unqualified  support  on  Wall  Street.  While  analysts  ap- 
plaud the  strategic  vision,  they  question  the  steep  cost.  In- 
vestors lopped  9.7%  off  of  MCI  WorldCom's  share  price  sin<  I 
word  of  the  proposed  deal,  including  $14  billion  in  assume  „ 
debt  leaked  out.  And  while  Ebbers  maintains  that  the  do  ~ 
will  not  harm  operating  earnings,  some  analysts  are  cuttin  B 
estimates,  just  in  case.  0' 

Furthermore,  Ebbers  must  solve  technical  problems  tna 
could  get  in  the  way  of  providing  high-speed  "broadband  corf 
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to  ions  directly  to  customers.  And  he  realizes  that  he  will 
to  1  \  face  more  competition,  possibly  more  dangerous  than 
■a  r.  At  least  with  AT&T  he  might  hope  for  a  form  of  peaee- 
emj  'oexistence  since  his  company  is  more  focused  on  business 
M  kets,  while  AT&T  is  more  consumer  oriented  (table).  The 
Iq  ;er  threat  may  come  from  the  imminent  entry  into  long 
Wl  pnce  of  the  Baby  Bells,  which  have  been  straining  to 
tinn.;  into  the  business  for  years.  Bell  Atlantic  Corp.'s  petition 
lid  entry  is  already  at  the  FCC,  and  the  Sprint  deal  itself 
Tie  J  Iht  encourage  regulators  to  let  others  in  soon.  At  the 
ilia  le  time,  Ebbers  is  revving  up  his  efforts  to  compete  with 
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0.2 

DTAL  CUSTOMERS 


the  Bella  In  local  calling,  primarily  through  new  win, 
connections.  "We're  going  to  be  rigniflcanl  competitor!  to 
iIk   Bell  operating  companies,"  he  declan 

Whatever  the  obstacles,  Ebberi  ha-  no  doubti  about  hi- 
fundamental  strategy.  It's  simple:  WorldCom,  a>  the  > 
company  will  be  called,  will  be  geared  to  providing  I 
torners — primarily  businesses — with  every  variety  of  telecom- 
munications service,  from  voice  to  data  to  Internet  access,  to 
wireless  and  international  calling.  WorldCom  will  have  distinct 
advantages  in  Internet  traffic  and  data  communications,  a.- 
well  as  operations  in  66  countries.  And  Sprint's  wireless  di- 
vision tills  a  long-standing  hole  in  WorldCom's  strategy. 

For  both  WorldCom  and  AT&T,  their  current  core  busi- 
ness— U.  S.  long-distance — will  shrink  in  importance.  While 
MCI  WorldCom's  U.S.  long-distance  revenues  are  growing 
at  7%  annually,  sales  of  data,  Internet,  and  international  ser- 
vices are  increasing  by  40%.  "The  juice  is  out  of  the  lemon  in 
consumer  long  distance,"  Ebbers  says. 

TOE  TO  TOE.  In  sheer  size,  WorldCom  would  clearly  rival 
AT&T.  The  company  would  enjoy  revenues  of  $54  billion,  com- 
pared with  AT&T's  $62  billion.  And  the  new  WorldCom's  market 
capitalization  of  more  than  $200  billion  would  outstrip  AT&T's 
$133  billion.  Together,  MCI  WorldCom  and  Sprint  hold  23.5%  of 
the  consumer  long-distance  market — well  behind  AT&T's  60% 
share,  according  to  Dataquest.  On  the  other  hand,  MCI  and 
Sprint  together  would  match  AT&T  in  business  long  distance. 
And  in  wholesale — hawking  millions  of  minutes  to  resellers — 
the  two  control  51%,  compared  with  at&t's  19%. 

From  a  marketing  perspective,  the  combination  gives 
WorldCom  and  Sprint  the  potential  to  do  things  that  neither 
could  do  alone.  Now,  when  WorldCom  goes  out  to  sell  bundles 
of  telecom  services — long  distance,  Internet  access,  and  wire- 
less— it  will  stand  toe  to  toe  with  AT&T,  no  longer  unable  to 
provide  crucial  bits,  such  as  wireless.  Eventually,  Ebbers 
says,  the  company  will  sell  its  customers  a  bucket  of  minutes 
per  month  to  be  used  howrever  the  customer  chooses.  As 
the  network  becomes  completely  digital  and  achieves  broad- 
band speeds,  customers  may  simply  buy  capacity  for  Internet 
access  or  local  or  long  distance — or  even  video.  "The  long-dis- 
tance business  is  not  going  to  be  long  distance  as  wTe  know  it 
today,"  Ebbers  says. 

One  key  to  that  vision  is  the  unsurpassed  digital  network 
that  the  two  companies  can  assemble — a  system  with  enough 
market  share  to  raise  hackles  in  Washington.  The  FCC  might 
grant  merger  approval  only  after  the  company  sells  off 
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some  of  the  Internet  backbone  capacity.  Together 
the  companies  control  43%  of  the  U.  S.  access  points 
to  the  Internet.  The  likely  sacrificial  unit  would  be 
Sprint's  backbone  business.  "One  of  the  Internet 
backbones  will  have  to  be  divested,"  says  abn  amro 
analyst  Kevin  Roe. 

Without  question,  the  most  important  addition  to  World- 
Com's portfolio  will  be  Sprint's  pes  unit.  "The  gem  they're 
looking  at  is  the  wireless  property,"  says  Roger  Wery,  head  of 
the  communications  practice  at  telecom  consultancy 
Renaissance  Worldwide  Inc.  Ebbers  flirted  with  a  bid  for 
Vodafone  Airtouch  PLC  last  year  and  negotiated  with  Nextel 
Communications  Inc.  last  spring  but  finally  balked  at  the  fi- 
nancial terms  of  the  deal.  Although  relatively  small,  Sprint 
PCS  could  prove  to  be  a  better  deal  than  either.  The  carrier 
serves  all  of  the  top  50  mar- 
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kets  as  well  as  hundreds  of 
smaller  towns,  and  its  data- 
transfer  capabilities  are  cur- 
rently second  to  none  among 
wireless  carriers — a  key  point 
for  data-mad  WorldCom. 
DIRECT  LINKS.  And  Sprint  PCS 
is  doing  well.  Its  subscriber 
base  has  been  growing 
furiously,  with  2  mil- 
lion new  customers 
this  year  alone.  Also 
since  it  is  represent- 
ed    by    a    tracking 
stock,  the  red  ink 
the  carrier  has  accu- 
mulated  while  build- 
ing out  its  network 
is       isolated       from 
Sprint's  balance  sheet. 
To   keep   those   same 
debts  from  diluting  the 
earnings    of  the    new 
company,  Ebbers  plans 
to  exchange  Sprint's  pes 
tracking  stock — shares 
that   entitle   holders   to 
the  profits  of  high-growth 
divisions  of  companies  but 
have      restricted      voting 
rights — for  his  own  WorldCom 
PCS  tracker. 

But,  Ebbers  insists,  the  deal 
isn't  just  about  wireless.  He's 
also  filling  another  gap:  direct  ac- 
cess to  millions  of  customers — a  business  long  controlled  by 
the  regional  Bell  operating  companies.  AT&T  has  made  its 
bet  on  delivering  voice,  data,  and  video  over  cable,  spending 
$110  billion  to  turn  itself  into  the  biggest  U.  S.  cable  operator. 
Sprint  and  MCI  WorldCom  have  pinned  their  hopes  on  two 
technologies.  The  first  is  Digital  Subscriber  Line,  high-speed 
connections  that  the  company  leases  from  local  phone  com- 
panies. But  it's  betting  more  on  an  emerging  wireless  tech- 
nology that  could,  as  AT&T  is  attempting  with  cable,  give 
WorldCom  its  own  direct  links  to  customers.  The  largely 
untested  broadband  technology  is  called  MMDS  (for  Multi- 
channel Multipoint  Distribution  Service).  AT&T  is  experi- 
menting with  similar  technology. 

Between  them,  WorldCom  and  Sprint  have  MMDS  licenses 
for  areas  that  include  60%  of  U.  S.  households.  While  MCI  is 


downplaying  residential  long  distance,  it  si 
high-speed  wireless  connection  as  a  way  to  get  inj 
more  lucrative  consumer  market.  "This  gives  us  I 
capability  to  get  back  in  the  home  with  an  integral 
service  for  broadband,"  says  mci  WorldCom  VI 
Chairman  John  W  Sidgmore.  Analysts,  though,  are  skeptj 
"The  [Baby  Bells]  kicked  that  around  a  year  ago  and  tt 
it  out,"  says  Yankee  Group  analyst  Brian  Adamik. 
while,  WorldCom  does  get  some  direct  connections  via 
Sprint  deal.  The  company,  which  traces  its  roots  back 
local  carrier  called  Brown  Telephone  Co.,  has  5  million  ] 
customers. 

Sprint's  ion  service  also  provides  potential  for  high-sp| 
connections — once  it  works  as  planned.  It's  designed 
customers  make  phone  calls,  send  faxes,  cruise  the  Inter 

and  receive  video  signals- 


BERNIE'S  CHALLENGES 

REGULATORY  The  FCC  vows  to  take  a  close  look  at 
the  proposed  Sprint  takeover.  In  particular,  the 
agency  worries  about  concentration  in  long  dis- 
tance and  in  the  Internet  backbone. 

TECHNOLOGICAL  The  merged  company  is 
building  its  local  strategy  around  largely 
untested  wireless  systems.  The  company 
maintains  that  the  systems  are  reliable  and 
cost  effective.  But  so  far  analysts  aren't 
convinced. 

FINANCIAL  Ebbers  is  paying  a  whopping 
50%  premium  over  what  Sprint's  market  val- 
ue was  before  deal  speculation  began  in  late 
September.  It  will  take  enormous  syner- 
gies— and  cost-savings — to  justify  such  a 
rich  price. 

CULTURAL  Swallowing  Sprint  just  one 
year  after  closing  the  MCI  merger  could 
create  a  management  nightmare.  One 
plus-.  Sprint's  CEO,  Bill  Esrey,  stays  on 
as  chairman  of  the  combined  compa- 
nies and  is  likely  to  take  a  more  ac- 
tivist role  than  current  chairman,  Bert 
Roberts — former  chief  at  MCI — has 
played. 


cial  risks  to  the  megadeal. 


without  having  to  order 
tiple  lines.  But  the  sen 
has  been  fraught  with  j 
lems,  and  product  delays 
hardware     suppliers     ha| 
forced  Sprint  to  operate 
with  older,  less  capable  equ 
ment.  "ion  is  a  joke,"  sg 
one  analyst.  Brad  Hokar 
Sprint's  assistant  vice-prd 
dent  for  product  developme 
counters  that  ion  "is  revc 
tionary,  and  when  you  do 
olutionary     things,     the 
not   going  to  be   overnif 
implementation." 

Finally,  Ebbers  wiD  have| 
untangle  Sprint's  dangling 
liance  with  France  Telecd 
and  Deutsche  Telekom,  call 
Global  One.  "The  ownerslj 
structure  of  Global  One  ca 
go  forward,"  says  Esrey. 
predicts  that  the  alliance 
break   up    sometime    in 
next  couple  of  months.  MCI 
its  own  subsidiaries  in  FranJ 
Britain,  and  Germany  and 
alliance  with  Spanish  netwo 
operator  Telefonica. 

Then  there  are  the  fina 
At  $115  billion  in  stock, 


WorldCom  is  paying  a  premium  of  50%  over  the  marn 
value  of  Sprint  and  Sprint  pes  in  the  weeks  preceding 
merger.  Although  he  kicked  in  an  extra  $20  billion  or  so 
beat  a  counter-offer  by  BellSouth  Corp.,  Ebbers  says  the  de 
is  sound:  He  expects  to  see  $9.7  billion  in  operating  syne 
gies — including  consolidations — and  a  $5.2  billion  savings 
capital  expenditures  for  the  combined  company  betwe^ 
2001  and  2004.  Some  analysts,  though,  question  the  math. 
Grover  at  Kaufman  Brothers  LP,  a  New  York-based  inves 
ment  bank,  says  the  return  on  that  investment  will  be 
than  you  would  make  on  a  municipal  bond." 

Muni  bonds  and  Bernie  Ebbers?  Not  likely.  If  his  massif 
bet  on  Sprint  and  new  technology  pay  off,  he'll  have  | 
whole  lot  more  than  50  Sundays  and  Nickel  Nights  to 
his  big  payoff. 

By  David  Rocks  in  New  York,  with  Roger  O.  Crockett 
Chicago,  Catherine  Yang  in  Washington,  and  Peter  Coy 
New  York 
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Business  Intelligence  Specialis. 


Name:         John  Hon 


Job  Description:         Work  with  companies  to  identify 

— L-   product  sales  patterns  and  use  that  data  as  a 

tool  to  improve  business. 


Experience:         Designed  a  point-of-sale  data  warehouse  for 

— L_   Panasonic,  helping  them  analyze  buying  patterns  in 

order  to  reduce  back  orders  and  excess  inventory. 


Pet  Peeve:         Rain  checks. 


1  800  IBM  7777,  ask  for  Servi 


www.ibm.com/services/info 


IBM  Global  Services 

People  who  think.  People  who  do.  People  who  get  it. 
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PLENTY 
OF  SNAGS 
LATELY 


OCT.  20,  1997 

|c.  Michael  Armstrong 
is  named  chairman 
and  CEO 


JUNE  24,  1998 

AT&T  agrees  to  acquire  cable 
|  giant  Tele-Communications 
Inc.  for  $48  billion 


II 


I  JAN.  8,  1998 

AT&T  agrees  to  acquire 
upstart  local  phone 
company  Teleport  for 
$11  billion 


I  JAN.  26,  1998 

]  Armstrong  unveils 
strategic  initiatives 

land  plans  to  cut 
18,000  jobs 


over  Story 


T&T:  THE  PROBLEMS 

EEP  ON  COMING 

kn  Armstrong  manage  his  way  around  enormous  pitfalls? 


lisa  Daskarolis  signed  up  for  local  telephone  service 
from  AT&T  in  mid-August,  and  she's  not  happy.  "Can 
you  hear  that?"  the  39-year-old  math  teacher  asks 
as  a  loud  hum  interrupts  a  phone  interview.  She  is  us- 
ling  AT&T  service  that  runs  over  a  cable-TV  network, 
technology  that  is  essential  to  the  future  of  the  company, 
if  this  is  the  future,  it  has  left  Daskarolis  wanting.  She 
she  can't  use  her  cordless  phone  in  all  the  places  she 
1 1  to.  "I  can't  go  into  the  garage.  I  can't  sit  outside  on  a 
py  day,"  she  says.  And  she  can't  get  over  how  her  first 
jth's  billing  got  messed  up  when  AT&T  charged  her 
and  she  owed  $53.  After  she  complained,  the 
Ipany  fixed  its  mistake,  but  it  left  her  irked.  "That's 
[kind  of  stuff  that  makes  life  frustrating,"  she  says. 
;'s  also  the  kind  of  stuff  that  AT&T  can't  afford 
|t  now.  When  C.  Michael  Armstrong  arrived  as  ceo  two 
n  ago,  he  could  do  no  wrong.  He  lifted  the  moribund  gi- 
>  out  of  years  of  stagnation  and  charged  ahead  with  a 
Itegy  to  move  AT&T  into  fast-growth  markets.  But  some- 
\g  has  gone  awry.  The  company's  long-distance  business  is 
Inbling  faster  than  expected,  and  Armstrong's  bet  that  ca- 
lls the  way  out  is  hitting  snags.  As  if  that  weren't  enough, 
competition  just  got  a  whole  lot  scarier:  On  Oct.  5,  MCI 
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JAY  6,  1999 

|'&T  outbids  Comcast  to 
liy  cable  player  MediaOne 
roup  for  $62  billion 


OCT.  5,  1999 

MCI  WorldCom 
agrees  to  ac- 
quire Sprint  for 
$129  billion 


\,  1999 

Broward  County  votes  to  force 
let  other  companies  use  its 
twork  to  provide  Internet  access 


AUG.  30,  1999 

After  aggressive  price  cuts  by 
MCI  WorldCom  and  Sprint, 
AT&T  introduces  7(2-a-minute 
long-distance  plan 


OCT.  6,  1 999 

Leo  Hindery,  chief 
of  AT&T's  cable 
operations,  resigns 


WorldCom  Inc.  announced  a  $129  billion  deal  to  acquire 
Sprint  Corp.,  creating  a  powerhouse  that  nearly  matches 
AT&T  in  long  distance — while  being  far  mightier  in  Internet 
services.  "This  merger  allows  us  to  compete  head-on  with 
at&t,"  crows  John  Sidgmore,  WorldCom's  vice-chairman. 

Indeed,  the  potent  WorldCom-Sprint  combo  only  brings 
AT&T's  high-wire  strategy  into  stark  relief.  Now  WorldCom 
ceo  Bernard  J.  Ebbers  is  packing  a  holster  full  of  weapons  to 
attack  the  industry  leader — wireless,  Net,  long  distance,  in- 
ternational, and  even  local  services.  And  Ebbers,  a  prag- 
matic former  motel  manager,  will  be  using  tried-and- 
true  technology  instead  of  the  unproven  cable-TV 
networks  that  the  bold  Armstrong  is  betting  on.  Arm- 
strong has  ponied  up  $110  billion  to  acquire  two  cable 
companies  and  will  have  to  spend  an  additional  $7 
billion  spiffing  up  the  networks — mega-money  that  has  Wall 
Street  in  a  stew  that  AT&T  will  never  see  a  payoff. 

Making  matters  worse,  just  when  Armstrong  could  use  sea- 
soned hands  at  his  side,  he's  wrestling  with  turmoil  in  his  top 
ranks.  The  latest  development:  On  Oct.  6,  Leo  Hindery  Jr., 
the  respected  cable-industry  veteran  who  was  overseeing 
AT&T's  push  into  cable  telephony  and  Internet  services, 
stepped  down.  That's  the  sixth  top  exec  to  depart  in  the 
past  21  months.  Even  John  D.  Zeglis,  a  brainy  lawyer  who 
has  taken  on  the  critical  operational  role  of  president,  con- 
sidered another  job  recently. 

DEFENSIVE.  AT&T  stock,  which  had  been  on  a  tear  since  Arm- 
strong's arrival,  is  in  a  swoon.  Shares  have  tumbled  2~ci 
from  their  high  in  January,  to  46;x.  slashing  AT&T's  market  cap- 
italization by  about  $55  billion,  to  $149  billion.  Over  the  same 
period,  the  Standard  &  Poor's  500-stock  index  is  up  6<£,  and 
WorldCom's  stock  has  slipped  a  modest  9%. 

Suddenly,  the  seemingly  indomitable  Armstrong  is  on  the 
defensive.  Some  have  begun  to  question  whether  he  will  pull 
off  his  radical  plan  for  transforming  AT&T.  After  arriving 
from  defense  contractor  Hughes  Electronics  Corp.,  the  tough- 
talking,  Harley-riding  CEO  quickly  laid  out  a  road  map  for 
making  his  new  company  less  reliant  on  the  long-distance 
business.  His  goal:  to  broaden  AT&T  into  a  communications  be- 
hemoth, offering  everything  from  speedy  Net  connections 
and  telecom  consulting  to  wireless  and  local  phone  service — 
to  anyone,  anywhere,  by  any  means.  It  is  a  transformation  on 
the  scale  of  General  Electric  Co.'s  makeover — from  an  appli- 
ance maker  into  a  powerhouse  in  businesses  as  diverse  as  fi- 
nance, entertainment,  and  jet  engines. 

Armstrong's  task  is  no  less  onerous.  He  has  broken  from 
the  pack  by  entering  the  $100  billion  local  telephone  market 
through  phone  service  over  cable-TV  pipes.  The  only  problem 
is  that  cable  system.-  are  notoriously  unreliable.  That  means 
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he  must  make  the  cable  networks  as  rock-solid  as  phone 
systems  that  have  been  fine-tuned  for  more  than  a  century. 
While  cable  telephony  has  worked  in  the  labs,  the  challenge  of 
broad  usage  has  defeated  some  of  the  country's  best  engi- 
neers. The  conundrum:  Cable  phones  operate  on  a  network 
that  customers  share  with  their  neighbors — so  interference 
from  the  guy  down  the  block  can  wreak  havoc  on  phone 
quality.  "I  battled  this  for  10  years  and 
threw  in  the  towel,"  says  Ralph  Ungermann, 
who  began  working  on  cable  telephony  in 
the  mid-1980s  at  Ungermann-Bass.  "I  think 
there  are  real  serious  technical  problems." 
"EXECUTION."  Hogwash,  says  Armstrong.  He 
characterizes  concerns  over  AT&T's  strategy 
as  misplaced  and  overblown.  Sure,  a  price 
war  is  battering  his  long-distance  business, 
but  he  points  out  that  the  company  is  cutting 
costs  so  aggressively  that  it  will  continue  to 
generate  the  cash  that's  essential  to  fund 
new  businesses.  And  he  is  as  committed  as 
ever  to  cable.  He  believes  that  phone  calls 
over  fat  pipes  will  become  a  formidable  com- 
petitor to  the  existing  phone  networks  as 
AT&T  works  out  the  kinks  over  the  next  year. 
"You  know  how  in  real  estate  the  mantra  is: 
location,  location,  location,"  he  says.  "Ours  is:  execution,  exe- 
cution, execution.  We  have  the  game  plan  and  we  have  the 
technology.  Now  we  have  to  make  them  work." 

But  can  he?  It  will  take  near-flawless  management  to 
avoid  the  enormous  pitfalls  on  every  side.  The  long-distance 
business  looks  like  a  disaster  in  the  making.  And  a  massive 
rollout  of  cable  telephony  will  be  so  complicated  that  it  could 
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If  the  company 

can  prove  the 

skeptics  wrong, 

the  payoff  will  be 

gigantic 


very  well  take  longer — and  cost  far  more — than  exp< 
Here's  what  makes  the  task  so  tough.  With  Armsl! 
spending  $110  billion  in  stock  on  two  cable  companies, 
ings  in  the  next  few  years  will  be  watered  down — be< 
they're  sprinkled  across  more  shares.  To  boost  income  en 
to  make  the  deals  contribute  to  earnings  by  2004,  Armst 
will  need  7.6  million  cable  telephony  customers  paying 
ly  $800  a  year,  or  $66  a  month,  and  5.6 
lion  Net  access  subscribers  paying  $3 
year,  or  $28  a  month.  Those  are  ambi 
goals,  considering  the  company's  custoi 
now  number  a  mere  3,000  for  cable  tele 
ny  and  fewer  than  1  million  for  Net  ac 
Given  the  technology,  marketing,  and 
agement  risks,  many  investors  are  ske 
that  Armstrong  can  hit  such  high  targe 
think  he's  screwed,"  says  Sanford  Ri 
managing  director  at  gem  Management 
ital,  a  money  manager  that  invests  in 
com  stocks  but  does  not  hold  AT&T. 

If  Armstrong  can  prove  the  ske 
wrong,  though,  the  payoff  will  be  enorn 
He's  banking  that  revenues  from  the  c| 
operations  will  grow  an  average  of  24% 
nually  for  the  next  five  years,  to  $21.6  bi 
in  2004.  That  will  more  than  make  up  for  the  slowdown  in 
long-distance  business.  Along  with  the  vibrant  wireless 
consulting  operations,  cable  would  push  AT&T's  revenue 
more  than  10%  per  year,  to  nearly  $100  billion  in  2004. 

Already,  Armstrong  is  making  progress.  Thanks  to  ii 
vative  marketing  and  pricing  plans,  AT&T  Wireless  Service 
soaring.  One  big  reason  AT&T  still  expects  to  hit  Wall  St 


AT&T'S  SIX  CHALLENGES 


Armstrong  must  overcome  hurdles  to  transform 
the  company  from  a  long-distance  player  into  a 
communications  Goliath.  • 


LONG  DISTANCE 

AT&T  is  trou- 
bled, and  it's 
going  to  get 
worse.  Be- 
cause of  a 
price  war  with 
Sprint  and 
:  MCI  World- 
Com, AT&T's  consumer  long  distance 
is  projected  to  shrink  about  5%  this 
year,  to  $22  billion.  The  decline 
could  accelerate  when  Bell  Atlantic 
and  other  Baby  Bells  enter  the  mar- 
ket. AT&T's  long  distance  for  busi- 
nesses is  growing  6%  this  year,  to 
$24  billion,  although  that's  likely  to 
slow  in  the  future.  Such  pressures 
prompted  AT&T  to  announce  plans 
for  $2  billion  in  cuts. 

How  it'll 
stack  up* 

*  Highest  score  =  four  phones 


ing  and  lon£ 
110  to  15(J 


WIRELESS 

This  business 
is  red-hot, 
thanks  in 
large  part  to 
AT&T's  Digital 
One  Rate, 
which  in- 
cludes roam- 
distance  for  a  flat  fee  of 
a  minute.  The  wireless 
business  is  projected  to  surge  about 
40%,  to  $7.6  billion,  this  year.  Still, 
Sprint  is  adding  more  subscribers, 
and  it's  marketing  wireless  Web 
browsing  that  AT&T  can't  match.  And 
the  wireless  joint  venture  between 
Bell  Atlantic  and  Vodafone  unveiled 
in  September  creates  a  major  third 
competitor  with  national  reach. 

How  it'll 
stack  up 

DATA:  SANFORD  C.  BERNSTEIN 


LOCAL  PHONE  SERVICE 

This  remains 
a  work  in 
progress. 
AT&T  has  hij 
hopes  of  sell 
ing  local 
phone  service 
I  over  its  cable 
TV  network,  but  there  have  been 
quality  problems  in  its  Fremont 
(Calif.)  test  market.  AT&T  has  also 
announced  a  deal  with  Time  Warner 
to  offer  cable  telephony  starting  in 
February,  but  the  two  have  yet  to 
agree  to  final  terms.  Still,  AT&T  says| 
it  is  on  track  to  be  in  nine  test  mar 
kets  with  cable  telephony  by  early 
2000.  It  is  selling  service  commer 
daily  in  Fremont  and  Chicago. 

How  it'll 
stack  up 

Continued  on  following  page  ► 
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Pr/Cpc  ne  so  i  c 

'S  """m/tec. 


simple  test 
for  companies 

of  all  sizes 
interested  in 
digital  equipment 


At  long  last,  you  have  a 
choice  for  digital  imaging 
equipment.  Because  now  Danka, 
a  worldwide  supplier  of  office 
equipment  with  approxi- 
mately $3  billion  in  sales, 
has  a  complete  line  of  digital 
products  for  any  company. 

Dan\a  has  the  latest 
technologies  from  Canon, 
Kodaks  and  Toshiba,  so  you 
can  bring  the  digital  age  to 
every  desktop  (enjoying  nice 
per\s  like  increased  efficiency, 
enhanced  productivity  and 
reduced  costs). 

You  name  it— Danka  has  a 
full  portfolio  of  digital  black 
and  white,  and  color  copiers 
for  work  environments  from 
1,000  copies  a  month  to 
2,000,000.  Dankp  will  help 
improve  your  image  and  give 
you  fast,  attentive  service 
with  the  support  you  need. 

Which  means  now  you  have 
something  you've  never  had 
before:  a  choice. 

Put  \oui <pencil  down.  Call 
Danka.  1-800-OK-DANK.A. 

OAfUGft 

Our  LuliMJ?  L5  jrUVLOVifUj  uouU. 
www.danka.com 
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forecasts  for  this  year  is  that  the  company  figures  wireless 
revenues  will  rise  40%,  to  $7.6  billion.  AT&T  Solutions,  its 
consulting  and  outsourcing  business,  is  expected  to  jump 
nearly  50%,  to  $1.6  billion.  And  the  broadband  Internet  access 
service  Excite@Home,  in  which  AT&T  holds  a  majority  voting 
stake,  boosted  its  number  of  customers  35%,  to  620,000,  be- 
tween the  first  and  second  quarters. 

Armstrong  will  need  every  bit  of  that  to 
make  up  for  troubles  in  the  long-distance  busi- 
ness, where  AT&T  still  gets  72%  of  its  rev- 
enues. Rivals  mct  WorldCom  and  Sprint  Corp. 
unveiled  aggressive  new  price  cuts  this  sum- 
mer that  forced  AT&T  to  respond  with  its  own 
7e-a-minute  offer.  The  result:  Revenues  in  the 
consumer  long-distance  market  will  decline 
as  much  as  5%  this  year,  concedes  Armstrong. 
At  the  same  time,  he  says,  growth  in  business 
long  distance  will  slow  to  7%  or  less,  com- 
pared with  the  9%  that  analysts  were  ex- 
pecting. All  told,  AT&T's  long-distance  rev- 
enues will  be  roughly  flat,  at  about  $46  billion, 
vs.  the  $48  billion  analysts  originally  predicted. 
MAVERICK.  And  with  Baby  Bells  such  as  Bell 
Atlantic  Corp.  preparing  to  enter  the  market, 
it's  bound  to  get  worse.  That's  especially  true 
in  the  consumer  long-distance  market,  where  AT&T's  revenues 
are  expected  to  drop  8%,  to  $19.8  billion,  in  2000,  according  to 
analyst  Tod  A.  Jacobs  of  Sanford  C.  Bernstein  &  Co.  "Wall 
Street  is  right  to  be  worried,"  says  Mark  Bruneau,  president  of 
the  business-strategy  group  at  Renaissance  Worldwide. 

It  doesn't  help  that  AT&T  is  struggling  with  cultural  clash- 
es. Already,  the  mixture  of  the  tradition-bound  phone  com- 
pany, two  maverick  cable  players,  and  a  relatively  new  chief 
executive  is  showing  signs  of  strain.  There  were  tensions 
between  Armstrong  and  Hindery  before  Hindery's  abrupt 


TELECOM 

WAR 


"Wall  Street 

is  right  to 

be  worried," 

says  a  telecom 

consultant 


departure,  insiders  say.  Hindery  lost  much  of  the  indej 
ence  he  had  at  TCI,  while  Armstrong  felt  Hindery  wj 
committed  enough  to  meeting  his  financial  goals.  That 
foreshadow  even  more  conflicts  between  the  button- 
CEO  and  the  rough-and-tumble  cable  execs. 

And  Armstrong  may  soon  lose  another  key  man] 
Zeglis,  who  was  a  serious  candidate  for  the  ceo  post  at 
when  Armstrong  was  named,  has  sufij 
recent  setbacks.  When  Hindery  argued  I 
he  should  report  directly  to  Armstron] 
stead  of  to  Zeglis,  Armstrong  agreed. 
Zeglis  has  no  responsibility  for  the  cabld 
erations.  And  Zeglis  didn't  play  much ' 
role  in  the  MediaOne  acquisition.  He  t^ 
with  taking  the  top  post  at  Compaq 
puter  Corp.  before  pulling  himself  out  o^ 
running  earlier  this  year,  and  headhur 
say  he's  willing  to  consider  other  jobs.  Z| 
says  only,  "I'm  doing  thrilling  things. 
I'm  not  out  looking." 

Executive  turnover  has  prompted  a 
ber  of  questions  about  Armstrong's  leader! 
style.  While  the  company  used  to  have  al 
legial  culture,  Armstrong  is  demanding  [ 
gruff.  "Nobody  ever  got  dressed  down| 
fore,  but  Mike  has  done  that  several  times,"  says  one  for 
executive.  He's  particularly  tough  on  execs  who  don't  delivej 
revenues  and  expense  targets.  "If  you're  not  on  your  numk 
there's  a  lot  of  fear  and  trepidation  when  you  go  to  see 
says  Tom  Byrnes,  a  former  AT&T  manager. 

At  times,  that  has  bruised  egos  and  damaged  mor 
Some  execs  feel  he  has  been  dismissive  of  longtime 
managers  and  what  they  have  accomplished  in  the  p| 
"That  has  convinced  some  people  to  think  about  leaving," 
a  top  manager  who  recently  departed.  Indeed,  a  survej 


CABLE  TELEVISION 

Armstrong 
pulled  off  a 
coup  by  cut- 
ting a  deal  to 
buy  MediaOne 
Group  after 
Comcast  ap- 
peared to  have 
the  company  locked  up.  But  he  faces 
hurdles  in  getting  the  $62  billion 
deal  closed.  The  FCC  is  concerned 
that  AT&T  could  have  too  much  of 
the  U.S.  cable  market,  and  it  may 
force  the  company  to  sell  some 
cable  properties,  including  perhaps 
MediaOne's  stake  in  Time-Warner's 
cable  business.  If  the  deal  closes,  it 
will  make  AT&T  the  largest  cable 
company  in  the  country. 

How  it'll 
stack  up 


INTERNATIONAL 

After  a 

previous  inter- 
national part- 
nership floun- 
dered, AT&T 
created  a  joint 
venture  with 
British  Tele- 
communications last  year  to  deliver 
services  to  multinational  corporations. 
The  venture  has  strong  prospects. 
Both  sides  are  chipping  in  assets 
that  will  generate  a  combined  $10 
billion  in  revenues,  and  they  hired 
former  Pacific  Bell  exec  David  Dor- 
man  to  run  the  venture.  If  all  goes 
well,  this  could  well  lead  to  an  even- 
tual merger  between  the  two  telecom 
giants. 

How  it'll 
stack  up 


BROADBAND 

'  The  cable-TV 
network  has 

WWWl  I  p°tentia|  to 

'  "  ^  deliver  zippy 

Internet  con- 
nections to 
U.S.  homes. 
Excite@Home,  in  which  AT&T  has  a 
majority  voting  stake,  increased  its 
cable-modem  subscribers  by  35%  in 
the  second  quarter,  to  620,000  peo- 
ple. But  a  strategic  dispute  is  cloud- 
ing relations  between  the  two  compa 
nies.  Excite@Home  is  moving  into 
content,  while  AT&T  would  prefer  to 
sell  Net  connections  without  content 
That  way,  it  could  market  Net  access 
with  Excite  rivals. 


How  it'll 
stack  up 


44  BUSINESS  WEEK  /  OCTOBER  18,  1999 


700TFT 


he  Power  of  Samsung' 


What  if  you  could  transport  your  company  anywhere  you  knew  it  could  go7  Achieving  a  high  return  on 
investment  and  enhancing  your  bottom  line  in  ways  you  hadn't  considered.  The  journey  begins  when  you  see 
your  vision  through  a  Samsung  monitor.  Yes,  Samsung.  We're  the  #1  manufacturer  of  CRT  and  TFT  displays 
in  the  world.  In  fact,  we  have  the  credentials  and  awards  to  help  you  reach  your  company's  potential.  With 
superior,  high-performance  machines,  and  value  and  service  to  support  your  investment.  Let  Samsung  take 
your  company  to  a  visual  frontier  that  will  change  the  way  you  view  business  forever. 

For  more  information,  call  800-SAMSUNG,  or  visit  www.samsungmonitor.com 
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AT&T  employees  conducted  in  January  and  February  showed 
that  job  satisfaction  decreased  the  closer  execs  were  to  the 
top — the  opposite  of  what  personnel  experts  tend  to  find. 

There  are  those,  however,  who  say  Armstrong's  tactics 
are  exactly  what  AT&T  needs.  "The  culture  is  definitely  chang- 
ing, and  some  people  who  are  lifers  may  not  like  that.  But  I 
think  it's  for  the  good,"  says  Joel  Gross,  a  former 
AT&T  exec  who  is  now  chief  financial  officer  of  telecom 
startup  Broadview  Networks.  Armstrong  sets  quanti- 
tative goals  throughout  the  organization.  Salespeople  in 
the  business-services  unit  must  now  meet  revenue 
targets  that  range  from  $5,000  to  $20,000  per  month 
he's  relentless,"  says  Zeglis.  "I  think  in  our  situation  I  would 
accept  nothing  less  than  a  leader  who  is  as  demanding  as 
Mike  Armstrong.  We  have  a  lot  to  do." 

For  starters,  AT&T  is  facing  a  regulatory  battle  over  its 
proposed  $62  billion  acquisition  of  cable  player  MediaOne. 
Along  with  the  acquisition  of  TCI  that  closed  in  March,  the  Me- 
diaOne deal  could  put  AT&T  over  the  Federal  Communications 


"Yes, 


analysts  agree.  But  regulatory  experts  are  less  ceil 
That's  only  the  start  of  the  problems  with  Excite@H| 
There  are  simmering  tensions  between  Excite  and  AT&T.I 
cite  ceo  Thomas  Jermoluk  wants  to  dish  up  content  sue 
news  stories  and  chat  services  along  with  Net  access.  AT&j 
the  other  hand,  doesn't  want  Excite  in  the  content  busine? 
it  can  market  Net  access  with  any  content  a 
tomer  wants,  be  it  from  aol  or  Yahoo!  Inc.  "It  w] 
be  a  less  valuable  position  for  us  to  saddle  up  to  a  I 
ticular  content  provider,"  says  John  C.  Petrillo,| 
company's  strategy  chief. 
The  most  critical  challenge  for  AT&T,  though,  is  rolling  ouj 
ble  telephony.  In  the  Fremont  trials,  the  experiences  of  | 
tomers  such  as  Daskarolis  suggest  there's  work  ahead.  I 
glitches  with  the  Excite@Home  service  are  beginning  to  rt 
on  AT&T's  phone  service.  Fremont  resident  Bruce  J.  Brown 
the  reliability  of  Net  access  is  so  spotty  that  he  turned  dl 
an  offer  to  be  part  of  the  phone-over-cable  trial  and  recj 
$150  a  month.  "God,  no,  I'd  never  touch  that,"  he  says. 


AT&T  has  lost  several  executives  since  CEO  Mike  Armstrong 
arrived  at  the  company  two  years  ago-and  more  could  go 


EFFREY  WEITZEN 

The 
former 
head  of 
AT&T's 
business 
unit  left 
in  Janu- 
ary, 1998,  to  become 
COO  of  PC  maker 
Gateway,  lured  by  a 
$1.4  million  signing 
bonus  and  an  options 
package  worth  $21 
million,  according  to 
Gateway's  most  recent 
proxy. 


GAIL  McGOVERN 


After 
Arm- 
strong be- 
came 
CEO  and 
Zeglis 
took  the 
president  post,  Mc- 
Govern,  president  of 
the  consumer-services 
division,  had  no  room 
to  rise  within  AT&T. 
She  left  in  August, 
1998,  to  become  an 
executive  at  Fidelity 
Investments. 


IERT  ANNUNZIATA 

Annunzi- 
ata  came 
to  AT&T 
as  part  of 
its  acqui- 
sition of 
upstart 
Teleport,  and  was 
promoted  to  head 
up  the  business 
segment  of  AT&T. 
But  he  left  in  Feb- 
ruary to  become 
CEO  of  hot  telecom 
startup  Global 
Crossing. 


L SCHULMAN 

The 
former 
head  of 
AT&T's 
WorldNet 
Internet 
access 
business  and,  briefly, 
its  consumer-services 
unit  joined  Internet 
startup  priceline.com 
in  June.  He  received  a 
$300,000  salary  and 
options  on  3  million 
shares  that  now  are 
underwater. 


HINDERY  JR. 

The  well 
respecte 
former 
presider 
of  Tele- 
Commu- 
nication^ 
came  to  AT&T  as  par] 
of  the  company's 
acquisition  of  TCI 
in  March.  He  ran 
the  critical  cable- 
television  and  cable- 
telephony  operations 
until  he  resigned  on 
Oct.  6. 


Commission's  limits  on  cable  ownership,  depending  on  how 
the  Fee  votes  to  revise  its  rules  for  cable  ownership  on  Oct.  8. 
AT&T  argues  that  it  shouldn't  have  to  dispose  of  any  properties, 
but  regulatory  analysts  say  there's  a  chance  AT&T  may  have  to 
sell  the  25%  of  Time  Warner  Entertainment  that  MediaOne 
owns  or  other  assets.  "It's  not  a  matter  of  if  they're  going  to 
sell,  it's  a  matter  of  how  much  they're  going  to  sell,"  says  an- 
alyst Scott  C.  Cleland  of  Legg  Mason's  Precursor  Group. 
CLOUDED.  Just  as  crucial  is  how  regulators  affect  at&t's  push 
into  the  business  of  selling  broadband  Net  access.  Through  Ex- 
cite@Home,  the  company  is  offering  Net  connections  that  are 
20  times  faster  than  today's  traditional  cable  modems.  But 
AT&T  could  get  tripped  up:  Several  cities  say  that  because  ca- 
ble is  a  monopoly  service,  the  company  should  have  to  let 
competitors  such  as  America  Online  Inc.  sell  Internet  access  on 
its  network.  Portland  (Ore.)  officials  plan  to  force  AT&T  to 
share  its  cable  network,  and  earlier  this  year  the  city  won  a 
U.  S.  District  Court  ruling  against  AT&T  upholding  the  decision. 
Uncertainty  will  cloud  the  issue  for  several  more  months. 
The  Ninth  Circuit  Appellate  Court,  which  will  decide  an 
appeal  of  the  Portland  decision  early  next  year.  AT&T  is 
confident  that  it  will  prevail,   and   most  Wall   Street 


as  I  can  tell,  their  infrastructure  can't  support  reliable  Inte: 
service.  Why  would  it  provide  reliable  phone  service?" 

AT&T  says  cable  technology  is  going  to  work  just  fine 
operating  in  five  test  markets  and  is  being  sold  commerciaj 
in  Fremont  and  Chicago.  The  company  plans  to  limit  co: 
mercial  and  test  users  to  3,000  until  the  end  of  the  year 
that  it  can  carefully  work  out  any  problems.  "We're  learni 
a  lot  about  this  business,"  says  Curt  Hockemeier,  who 
overseeing  the  effort.  "In  a  word,  the  trials  are  going  greai 

So  where  does  all  this  leave  AT&T?  The  company's  fut 
may  well  be  determined  in  the  next  year.  If  WorldCom 
approval  to  buy  Sprint,  the  company  will  face  a  strongj| 
competitor.  How  much  of  MediaOne  it  gets  to  acquire  will 
feet  the  breadth  of  its  reach  in  the  U.  S.  And  if  AT&T  can't 
cable  telephony  to  work  on  a  massive  scale  at  a  reasonab! 
cost,  it  will  be  in  serious  trouble.  In  the  meantime,  Ar; 
strong's  plans  for  a  grand  transformation  hangs  in  the  balaro 

By  Peter  Elstrom  in  New  Yor 


BusinessWeek  ONLINE, 


For  an  examination  of  AT&T's  test  of  phone-via-cable  service, 
see  the  Oct.  17  issue  online  at  www.business.com. 
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I  etron    bystems,    your    business    communications    specialist,    provides    networking    solutions 
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COMMENTARY 

By  Michael  J.  Mandel 


ALL  THESE  MERGERS  ARE  GREAT,  BUT . . . 


The  $129  billion  merger  of 
MClWorldCom  Inc.  and  Sprint 
Corp.  may  be  garnering  the 
headlines,  but  it  is  only  the  tip  of 
the  biggest  merger  wave  in  histo- 
ry. On  the  day  before  the  two 
companies  announced  that 
megadeal,  the  largest  U.  S. 
radio  station  company,  amfm 
Inc.,  made  public  its  $23  bil- 
lion acquisition  by  the 
third-largest,  Clear  Chan- 
nel Communications  Inc. 
(page  56). 

And  the  merger  fren- 
zy is  not  restricted  to 
technology,  media,  com 
munications,  and  other 
New  Economy  indus- 
tries.    On     Oct.     6, 
Phelps        Dodge 
Corp.  agreed   to 
buy    Asarco     Inc 
less    than    a    week    after 
completing  negotiations  to  ac 
quire  Cyprus  Amax  Minerals. 
The  result:  The  largest  copper 
producer  in  the   world.   Globally, 
more  than  $2  trillion  worth  of  mergers 
and  acquisitions  were  announced  in 
the  first  three  quarters  of  1999,  ac- 
cording to  Securities  Data  Co. 
GROWING  CONCENTRATION.  Given  this 
mind-boggling  volume,  it's  time  for 
antitrust  regulators  to  take  a  broad- 
er look  at  what  the  megamerger 
boom  is  doing  to  the  economy.  No- 
body is  calling  for  a  return  to  the 
era  of  out-of-control  trustbusting. 
But  there  is  a  growing  sense  among 
some  economists  and  antitrust 
lawyers  that  the  concentration  of 
market  power  in  the  hands  of  a  rela- 
tively small  number  of  big  companies 
may  be  going  too  far.  "Antitrust  poli- 
cy has  taken  itself  out  of  the  ball- 
game,"  says  Albert  Foer,  president 
of  the  American  Antitrust  Institute, 
a  think  tank  founded  in  1998.  "The 
regulators  are  doing  a  reasonably 
good  job  at  near-term  microanalysis, 
but  they  are  not  giving  adequate  at- 
tention to  long-term  implications." 

Since  the  early  1980s,  the  dominant 
view  among  economists  has  been  that 
regulators  should  avoid  second-guess- 
ing corporate  decisions  unless  there  is 
clear  evidence  that  a  merger  will  cre- 


ate sig- 
nificant 

pricing  power.  "Espe- 
cially when  the  merging  companies 
are  not  direct  rivals,  the  presumption 
should  be  that  it  is  O.K.,"  says 
Jonathan  B.  Baker,  a  law  professor  at 
American  University  and  the  former 
chief  economist  at  the  Federal  Trade 
Commission.  When  regulators  have 
problems  with  a  deal,  the  preferred 
solution  is  not  to  block  the  union  but 
to  force  merging  companies  to  sell  off 
overlapping  parts  of  their  businesses. 
But  taking  a  case-by-case  ap- 


Approving  a  big  deal 

can  trigger  more 

combinations  in  the 

same  industry 


proach  to  mergers  means  that  reg 
lators  lose  sight  of  the  bigger  pic- 
ture. For  one,  they  do  not  sufficiei 
ly  weigh  the  possibility  that  a 
particular  deal,  even  if  it  looks  0.| 
by  itself,  may  trigger  a  merger 
spree  among  other  companies  i 
the  same  industry.  The  Clear 
Channel-AMFM  merger,  for  ex 
ample,  is  in  many  ways  an  ef- 
fort to  avoid  being  crushed  b 
the  combined  CBS  Corp.-Viaco 
Inc.  media  empire. 
SQUEEZE  PLAY.  The  old  marke 
verities  apply:  As  concentration 
increases,  it's  easier  for  remaini 
players  to  raise  prices.  In  the 
copper  industry,  the  prospect  of 
consolidation  helped  drive  up  fu- 
ture prices  by  more  than  20% 
since  the  middle  of  June 
Dominant  players  cai 
eT     potentially  squeeze  thei 
suppliers  as  well  as  thei: 
customers.  In  farming,  the 
continued  concentration  of 
agribusiness  is  putting 
pressure  on  independent 
farmers.  This  trend 
should  only  continue  in 
the  aftermath  of  Car 
Inc.'s  July  acquisition 
Continental  Grain  Co.'s 
grain  business,  giving  Car; 
almost  one-third  of  the  U.  S| 
grain  export  market. 

The  merger  boom  affects  far  mor 
than  pricing.  The  absorption  of  smal 
er,  less  bureaucratic  companies  into 
larger,  more  rigid  ones  can  potential 
ly  choke  off  innovation.  Moreover,  as 
the  companies  at  the  top  of  the  pyrs 
mid  get  bigger  and  bigger,  they  also 
wield  more  and  more  clout.  "Politica 
power  goes  hand-in-hand  with  eco- 
nomic power,"  says  Foer.  Such  a  con 
centration  of  power  may  not  be 
healthy  for  the  democratic  process. 

Certainly,  at  this  point  there  is 
still  relatively  little  public  outcry 
against  the  perils  of  bigness,  even 
when  behemoths  such  as  Sprint  and 
MciWorldcom  merge.  Nevertheless,  a 
closer,  more  critical  examination  of 
such  deals  can  only  leave  the  U.  S. 
economy  healthier  in  the  end. 
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Mandel  is  economics  editor 


48  BUSINESS  WEEK  /  OCTOBER  18,  1999 


:it  i> 


'lear 
'or  a 
aiu| 
led  h 

larkei 


t,  i)  b  41  »  *  4»«l 


°O(J0i 


IResourceful? 


Bordering  on    miraculous.   Not  only  are  Compaq 
Deskpro  PCs  built  to  stand  up  to  anything,  you  can 
command  them  from  anywhere,  updating  drivers 
remotely  in  minutes  with  our  exclusive 
System  Software  Manager.  And  Deskpro 
vers  what  may  be  the  best  price/performance  numbers  in  the     gg.'.y1" 
eJJ  lustry — not  just  a  lower  cost  of  ownership,  but  a  better  return  on  investment. 

hich  means  they're  far  less  taxing  on  your  resources.  (What  else  would 

Li  expect  from  the  world's  best-selling  brand? )         WwmM   \  i_     i. 

id  out  more  at  www.compaq.com/deskpro, 

ntact  your  reseller  or  phone  1-800-AT-COMPAQ.    : 
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News:  Analysis  &  Commentary 


TRADE 


FUROR  OVER 
FRANKENFOOD' 


Fear  of  gene-altered 
crops  is  now  a  real 
threat  to  U.S.  exports 
worth  billions 

Dave  Boettger  is  ready  to  har- 
vest 280  acres  of  corn  growing 
on  his  Harlan  (Iowa)  farm.  But 
a  proposed  sales  contract  from 
Archer  Daniels  Midland  Co.  has 
left  him  wondering  if  he  can  afford  to. 
ADM  is  offering  8<2  a  bushel  more  for 
the  old-fashioned  corn  Boettger  grows 
than  for  the  gene-spliced  corn  that  now 
accounts  for  one-half  of  his  acreage.  But 
if  testing  reveals  even  a  tiny  amount 
of  altered  genes  anywhere  in  his  grain, 
he  would  have  to  pay  ADM  for  the  cost 
of  dumping  the  entire  load.  "Pollen  from 
my  other  fields  could  contaminate  the 
load,  so  there's  no  way  that  I  can  war- 
rant that  the  shipment  is  100%  non- 
genetically  modified  corn,"  he  says.  "I 
can't  work  under  this  contract." 

It  wasn't  supposed  to  be  this  way. 
Genetically  modified  (gm)  crops  were 
sold  to  farmers  as  an  agricultural  revo- 
lution: The  new  corn,  soybeans,  pota- 
toes, oilseeds,  and  cotton  promised  to 
fight  pests,  boost  yields,  and  cut  chemi- 
cal use.  Farmers  such  as  Boettger  glad- 
ly signed  up  and  have  devoted  much  of 
their  planting  to  gene-altered  crops. 

Now,  they  find  that  the  fierce  backlash 
in  Europe  against  what  British  tabloids 
gleefully  refer  to  as  "Frankenfood"  is  cut- 
ting off  billions  of  dollars  in  export  sales. 
And  even  as  a  trade  war  over  the  issue 
escalates,  food  processors — while  insisting 
that  the  high-tech  versions  are  safe — 
are  switching  back  to  buying  conven- 
tional foods.  Analysts  compare  the  high- 
tech  food  industry  to  the  once-promising 
U.  S.  nuclear-power  industry.  Monsanto 
Co.  and  DuPont,  says  John  M.  McMillin 
at  Prudential  Securities  Inc.,  "are  hoping 


it's  all  a  bad  dream  and  it  goes 
away  in  a  couple  of  years." 

The    backpedaling    not    only 
hurts  farmers,  it  also  undercuts 
the  Clinton  Administration's  battle 
against  protectionism.  In  retalia-     • 
tion,  U.S.  officials  hint  that  they    .?■*■.< 
could  demand  equally  impossible    »^H 
levels  of  safety  assurances  for  French 
wines  and  unpasteurized  cheeses.  And 
Clinton  aides  promise  that  the  issue  will 
be  a  major  focus  of  the  134-nation  World 
Trade  Organization  meeting  this  Nov.  30 
in  Seattle. 

GOOD  EXCUSE?  As  the  world  leader  in 
biotechnology,  the  U.  S.  is  the  most  vul- 
nerable to  bans  on  the  new  food  strains. 
That  point  has  not  been  lost  on  Euro- 
pean and  Japanese  farmers,  who  have 
supported  the  consumer  boycotts.  "Eu- 
ropean agricultural  policy  is  a  failure, 
and  this  is  just  a  great  way  for  Euro- 
pean politicians  to  change  the  subject," 
fumes  Commerce  Under  Secretary 
David  L.  Aaron,  who  was  in  Brussels  on 
Sept.  17  to  negotiate  gm  food  issues. 

The  Clinton  Administration's  chief 
agriculture  negotiator,  Ambassador  Pe- 
ter L.  Scher,  warns  that  the  U.  S.  could 
strike  back  by  targeting  the  French 
practice  of  using  animal  blood  to  draw 
solids  from  its  red  wines.  "Allowing  pub- 
lic sensitivities  to  decide  these  highly 
technical  issues  is  a  very  dangerous 
slope,"  Scher  says.  With  a  push  from 
their  farm  lobbies,  the  EU  and  Japan 
are  developing  rules  for  mandatory  la- 
beling of  gm  foods.  But  U.  S.  officials 
are  opposed,  fearing  that  will  be  tanta- 
mount to  placing  a  skull-and-crossbones 
on  the  package.  Indeed,  some  European 
supermarket  chains  promise  to  exclude 
gm  foods  as  soon  as  they're  identified. 

The  stakes  are  enormous.  Overseas 
shipments  of  U.  S.  crops  came  to  $46 
billion  last  year,  giving  the  U.  S.  a  $5 
billion  trade  surplus  in  farm  goods. 
Meanwhile,  half  of  American  soybeans 
and  a  third  of  U.  S.  corn  is  genetically 
altered.  Almost  60%  of  all  processed 


RESISTANCE  BUILDS 
ACROSS  THE  GLOBE 
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FEBRUARY,  1999  European  Parlis 
calls  for  labeling  of  gene-altered  fo 

MARCH,  1999  Major  European  sup '" 
kets  announce  intent  to  ban  GM  fo( 
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foods  in  the  U.  S. — and  virtually  all 
the  candy,  syrup,  salad  dressing,  an 
chocolate — already  contain  gm  materia 
Gene-splicing  leader  Monsanto  ha 
hoped  to  reap  $881  million  by  2003  in  1 
censing  fees  for  its  high-tech  seed 
Now,  that  target  looks  unreachable.  O 


sterile,  ( 
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.  the  approval  process  for  all 
crops. 


',  1999  Consolidated  Grain  & 
ys  farmers  must  segregate  GM 
m  non-GM  crops.  Japanese 


beermakers  Kirin  and  Sapporo 
announce  that  they  will  stop  using 
genetically  engineered  corn  by  2001. 
Japan's  Agriculture  Ministry  calls  for 
mandatory  labeling  of  GM  foods. 

SEPTEMBER,  1999  French  President 
Jacques  Chirac  says  France  will 
oppose  trade  in  GM  foods  at  the  next 
World  Trade  Organization  meeting 
in  Seattle.  Archer  Daniels  Midland 
tells  farmers  and  grain  merchants 
to  segregate  GM  crops. 


4,  Monsanto  announced  that  it  is 
an  sending  plans  to  market  "termina- 
leria  '  seeds,  which  are  bioengineered  to 
Msterile,  compelling  farmers  to  buy 
7  seeds  yearly.  Critics  had  charged 
such  seeds  would  hand  their  de- 
fers too  much  leverage  over  farm- 


ers, especially  those  in  poorer  countries. 
Not  even  European  companies  are  ex- 
empt from  the  Frankenfood  scaremon- 
gering.  Switzerland's  Novartis  has  in- 
serted  genes  to  make  corn  disease-  and 
parasite-resistant.  When  Greenpeace  In- 
ternational dumped  a  huge  load  of  GM 


corn  ;it  the  company'i  headquarter  ,  the 
company  brought  in  a  herd  of  obliging 
COWS  to  eat  it.  The  irri|x>rt;inL  thing  i 
take  tin-  concerns  of  the  consumer  seri- 
ously but  not  to  wi  entangled  in  a  fighl 
that  is  irrational  and  cannot  be  won." 
Novartis  ceo  Daniel  L.  Vasella. 

Vasella  argues  that  GM  food  is  safe, 
and  scientists  generally  agree.  The  U.  S. 
Food  &  Drug  Administration  has  ruled 
that  the  new  strains  don't  need  special 
labeling  since  they  aren't  significantly 
different  from  hybrids  developed  by 
cross-breeding.  The  World  Health  Or- 
ganization also  has  approved  GM  food. 
TOFU,  TOO.  But  science  is  no  match  for 
public  opinion  in  Europe,  where  deba- 
cles such  as  Britain's  mad  cow  disease 
and  other  food-contamination  problems 
have  eroded  confidence  in  government 
regulators.  Now,  the  bio-food  phobia  is 
catching  on  in  Japan.  Brewers  have 
sworn  off  GM  corn,  and  the  government 
is  mandating  labeling  for  28  different 
products  containing  gm  food.  Japanese 
tofu  makers,  responding  to  public  senti- 
ment, are  switching  to  non-GM  soybeans, 
jeopardizing  some  500,000  tons  of  im- 
ports, most  of  them  from  the  U.  S. 

Politicians  feel  they  must  take  food 
fears  seriously,  even  if  they're  unfound- 
ed. "I'm  alarmed  by  groups  such  as 

Greenpeace,  but  poUs  show  they  have 

the  support  of  80%  of  the  public 

when  they  destroy  GM  crops," 

says  James  Elles,  a  member  of  the 

European  Parliament.  "We  don't  have 
an  FDA,  and  we  have  an  extremely  sen- 
sitive public." 

To  move  the  debate  onto  firmer  scien- 
tific ground,  Romano  Prodi,  the  EU's  new 
president,  has  proposed  an  eu  equiva- 
lent of  the  FDA.  An  EU  agency  might  re- 
store the  government's  credibility  on 
food-safety  issues — and  U.S.  companies 
welcome  the  idea.  "The  Luddites  have 
taken  over  the  debate,  but  we  made 
some  mistakes  in  not  anticipating  the 
controversy  or  appreciating  the  cultural 
differences,"  says  Frank  Farfone,  vice- 
president  for  international  affairs  at  Dow 
Chemical  Co.  That  comes  too  late  to  help 
Larry  Sterk,  manager  of  StateLine  Co- 
operative, a  grain-storage  company  in 
Burt,  Iowa.  He's  sitting  on  12  million 
bushels  from  2,500  farmers — with  GM  com 
and  non-GM  corn  mixed — and  needs  an- 
swers  now.  "Our  hands  are  tied  because 
of  the  unceitainty  of  what's  going  to  hap- 
pen next,"  he  frets.  The  farmers  "don't 
know  what  they  are  going  to  do."  This  is 
one  food  fight  that  will  only  get  worse. 

By  Paul  Magwusson  i>i  Washington, 
with  Ann  Therese  Palmer  in  Chicago, 
Kerry  Capell  in  London,  and  bureau 
reports 
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MONETARY  POLICY 


THE  FEDS 

FOGGY  TRANSPARENCY' 

The  market  still  can't  easily  divine  its  leanings 


When  the  Federal  Reserve  trum- 
peted its  new  policy  of  "trans- 
parency" last  February,  the  idea 
was  to  communicate  more  quickly  and 
clearly.  No  longer  would  the  markets 
have  to  wait  six  weeks  to  find  out  which 
way  the  Fed  was  leaning  on  interest 
rates.  Instead,  the  Fed  would  immedi- 
ately reveal  significant  shifts  in  its  "bias" 
toward  future  rate  changes. 

But  it  was  hard  to  see  much  clarity 
in  the  reaction  to  the  Oct.  5  Federal 
Open  Market  Committee  meeting.  The 
Fed  announced  that  it  wasn't  hiking 
rates,  but  that  it  was  adopting  a  "tight- 
ening" bias.  The  initial  reaction:  A  rate 
hike  at  the  next  Fed  meeting  on  Nov. 
16  is  all  but  certain.  Immediately  after 
the  2:15  p.m.  announcement,  the  Dow 
Jones  industrial  average  sank  232  points 
below  its  high  of  the  day. 
TIDBITS.  But  an  hour  later,  investors 
had  second  thoughts  and  the  market 
rebounded  to  close  almost  where  it 
started  the  day.  Why?  They  focused  on 
a  juicy  tidbit  in  the  Fed's  announce- 
ment: While  the  Fed  was  adopting  a 
tightening  bias — which  technically  al- 
lows Chairman  Alan  Greenspan  to  hike 
at  will — the  central  bank  said  it  was 
not  locked  into  a  hike  anytime  soon. 
That,  the  market  divined,  meant  no  hike 
before   January,    when   the    economy 


clears  the  Y2K  barrier.  Fed  offi- 
cials "want  to  have  their  bias 
and  deny  it,  too,"  says  Louis  B. 
Crandall,  chief  economist  at  eco- 
nomic consultants  R.  H.  Wright- 
son  &  Associates. 

It's  not  surprising  that  the 
markets  have  trouble  reading 
this  information:  Policymakers 
themselves  disagree  over  what  a 
neutral  vs.  a  tighter  bias  means. 
In  May,  the  first  time  the  Fed 
immediately  announced  a  change 
of  bias — to  tighten — things  went 
fairly  smoothly.  The  markets 
took  the  news  in  stride  and 
braced  for  a  June  hike. 

Things  weren't  so  simple 
when  the  hike  came  on  June  30, 
however.  The  Fed  chose  to  hike 
the  federal  funds  rates  by  a  quarter- 
point,  to  5%,  but  said  it  was  neutral  on 
an  interest-rate  hike  in  the  near  future. 
The  stock  and  bond  markets  soared  as 
investors  bet  that  the  June  increase 
would  be  the  Fed's  last  this  year.  Sur- 
prise. Greenspan  and  colleagues  raised 
rates  another  quarter-point  in  August. 

Fed  officials  acknowledge  that  trans- 
parency has  not  produced  utmost  clar- 
ity. In  a  Sept.  8  speech,  Fed  Governor 
Laurence  H.  Meyer  described  the  new 
practice    as    a    "work    in    progress," 


DATE 

Sending  a  Clear  Signal? 

RATE            BIAS           INITIAL  DJIA   HOW  IT  WAS  READ 
CHANGE                        REACTION 

MAY  18 

NONE 

TIGHTEN 

-123 

With  growth  still  strong,  nobody 
was  surprised  to  see  the  Fed  lean 
toward  tightening,  but  not  actually  hike. 

JUNE  30 

+1/4 

NEUTRAL 

+226 

With  six  weeks  to  get  used  to  the  idea 
of  a  hike,  the  market  was  delighted  with 
the  Fed's  minimal  quarter-point  move 
and  its  neutral  bias. 

AUG.  24 

+1/4 

NEUTRAL 

-172 

But  it  was  a  mistake  to  take  the  neutral 
bias  as  a  sign  of  no  imminent  rate  hikes. 

OCT.  5 

NONE 

TIGHTEN 

-232 

No  longer  expecting  a  hike,  the  market 
was  initially  dismayed  by  the  Fed's  move 
to  a  tightening  bias.  Later,  investors 
decided  a  hike  wasn't  likely  this  year. 

NO  COMMENT:  Should  Greenspan  &  Co.  tal 


adding,  "it  has  become  clear  that 
not  easy  to  communicate  some  o 
subtleties  and  complexities  of  n 
tary  policy  intentions  in  a  single  w 

Until  this  year,  the  Fecj  didn't  r< 
its  bias  until  six  weeks  after  it  met 
the  bias  was  only  supposed  to  app 
the  six  weeks  between  meetings 
ality,  it  had  been  a  way  for  Fed  chaii 
to  soothe  policymakers  with  oppo 
views.  The  Fed's  bias  was  all  bu 
nored  by  investors — for  good  res 
Starting  in  1994,  the  Fed  hiked  : 
seven  times,  always  maintaining  a 
tral  bias. 

But,  Fed  insiders  say,  it's  clear 
the  immediate  dissemination  of  the 
has  created  problems.  They  were  e 
daily  unhappy  in  June,  when  the  ma 
rallied  on  the  neutral  bias  annou 
ment.  They'd  like  to  get  the  mark 
understand  what  veteran  Fed  watc 
know:  Neutral  won't  always  mean  a 
increase  is  out  of  the  question,  a: 
tighter  bias  won't  necessarily  indi 
that  one  is  imminent. 

If  broadcasting  the  bias  continue 
cause  problems,  some  experts  say, 
Fed  should  drop  the  practice  in  favo 
more  detailed  explanations.  "The 
is  a  relic  of  the  old  days  of  code  wi 
and  secret  handshakes,"  Crandall  s 
"It  no  longer  serves  any  purpose." 
cept,  perhaps,  to  confuse. 

By  Laura  Cohn  and  Rich  Mille 
Washington 
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So  you've  decided  to  go  to  business  school.  Now  you  just  have  to  figure  out  where.  For,answers,  turn 
to  Embark.com,  the  number  one  online  guide  to  higher  education.  Embark.com  is  an  easy-to-use, 
comprehensive  site  that  gives  you  everything  you  need  to  choose  and  apply  to  a  school  —  from  access 
to  recruiters  to  professional  advice.  You  can  even  apply  online  to  a  variety  of  MBA  programs,  including 
47  of  Business  Week's  top  50  business  schools.  And  you  have  the  peace  of  mind  that  comes  with 
knowing  your  application  will  get  to  the  right  person,  on  time  and  in  the  proper  format.  So  before  you 
go  anywhere,  visit  our  MBA  area  at  www.embark.com/mba  and  embark  on  your  future  today. 


Find,  apply  and  get  into  the  right  school. 


EMBARK  COM 


Do  you  want  to  believe  in 
yourself?  Feel  like  a  winner? 
Fulfill  your  potential?  If  you 
answered  'yes'  to  any  of  these 
questions,  you  need  to  get  an 
Accord  V-6  Sedan  and  follow 
these  three  important  steps. 

1.  Always  park  where  you  ean 

see  the  sunny  Aceord  and  be 

inspired  by  it.  2.  Go  ahead,  be 

pampered  in  the  comfortable 

Sedan.  You  deserve  it,  friend! 

THE   ACCORD    SEDAN. 
3.  When  you  are  faced  with 

IT'S  ONE  POWERFUL  CAR. 

an  obstacle,  imagine  you  have 

the  Accord's  suspension  and 
V-6  engine.  You  can  turn  that 
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obstacle  into  an  opportunity 
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DEALMAKERS 


THE  BIGGEST  MEDIA  MOGUL 
YOU  NEVER  HEARD  OF 

How  Lowry  Mays,  slowly  and  steadily,  amassed  a  radio  empire 


Sumner  Redstone.  Gerald  Levin. 
Michael  Eisner.  Lowry  Mays.  Lowry 
who?  That's  L.  Lowry  Mays,  the 
low-key  Texas  rancher  who's  joining  the 
ranks  of  America's  top  media  moguls.  On 
Oct.  4,  Clear  Channel  Communications 
Inc.,  which  Mays  co-founded  27  years 
ago  with  a  single  San  Antonio  station, 
announced  the  largest  radio  deal  ever: 
The  $23.5  billion  acquisition  of  Dallas- 
based  amfm  Inc.,  the  U.S.'s  largest  radio 
chain.  If  completed,  the  deal  would  give 
Lowry  the  world's  largest  collection  of 
radio  stations  and  outdoor  advertising 
sites. 

That's  a  big  leap  to  prominence  for 
the  Dallas  native.  "Lowry  Mays  has  nev- 
er sought  out  publicity,"  says  Ron  Sachs, 
portfolio  manager  with  Janus  Capital 
Corp.  and  a  longtime  investor  in  Clear 
Channel.  "Instead,  he's  quietly  created  a 
huge  company  that  is  among  the  best  in 
the  industry." 

HEAVYWEIGHT.  Investors  think  so.  With 
annual  revenue  of  $3  billion,  Clear  Chan- 
nel barely  ranks  as  a  welterweight.  But 
in  terms  of  market  capitalization,  at  $40 
billion,  the  new  Clear  Channel  is  a  heavy- 
weight on  Wall  Street,  ranking  as  the 
fourth-largest  media  company  in  the 
world,  behind  Walt  Disney,  Time  Warner, 
and  Viacom/CBS. 

After  buying  amfm,  controlled  by  mil- 
lionaire investor  Thomas  0.  Hicks 
through  buyout  firm  Hicks,  Muse,  Tate  & 
Furst  Inc.,  Clear  Channel  will  own  or 
have  stakes  in  19  television  stations, 
425,000  outdoor  billboard  displays,  and 
1,070  radio  stations  in  32  countries.  At 
home,  Clear  Channel  will  have  830  radio 
stations  in  187  markets — including  47  of 
the  top  50 — with  daily  listeners  of  more 
than  100  million.  After  divesting  about 
125  radio  stations  to  comply  with  federal 
antitrust  and  ownership  regulations,  the 
deal  is  expected  to  close  next  year. 

Mays,  who  will  remain  chairman  and 
chief  executive,  launched  his  empire  in 
1972,  when  he  co-founded  Clear  Chan- 
nel with  Billy  Joe  "Red"  McCombs,  a  lo- 
cal auto  dealer.  Mays,  who  chipped  in  a 
$125,000  nest  egg  from  his  previous  ca- 
reer as  an  investment  banker,  and  Mc- 
Combs began  by  buying  an  unprofitable 
country-music  station  in  San  Antonio. 

Over  the  next  decade,  Mays,  a  Texas 


A&M  University  petroleum  engineer  and 
Harvard  mba  graduate,  slowly  and  steadi- 
ly went  about  building  Clear  Channel 
and  learning  the  radio  business.  "Lowry 
is  very,  very  committed  to  everything 
he  does,"  says  McCombs,  now  owner  of 
the  Minnesota  Vikings  and  a  major  Clear 
Channel  shareholder  and  director.  'When 
we  started,  he  barely  knew  anything 


WHO  Co-founder,  Chairman,  and  CEO  of  San 
Antonio-based  Clear  Channel  Communications 
Inc.,  the  world's  biggest  radio  and  outdoor  ad- 
vertising firm 

AGE  64 

EDUCATION  Bachelor  of  science  degree, 
Texas  A&M  University;  MBA,  Harvard  University 

CAREER  1960s:  Investment  banker  with  San 
Antonio-based  Russ  &  Co.;  1970:  Founded 
own  investment  banking  firm;  1972:  Co- 
founded  Clear  Channel  with  local  car  dealer 
Billy  Joe  "Red"  McCombs 

PERSONAL  Married  with  four  children,  in- 
cluding Mark,  Clear  Channel's  president  and 
COO,  and  Randall,  the  firm's  CFO 

WORDS  TO  LIVE  BY  "If  it  ain't  fun, 
don't  do  it." 


about  radio.  Now  he's  the  best  oj 
tional  guy  in  the  business."  Says  Je 
H.  Smulyan,  chief  executive  of 
anapolis-based  competitor  Emmis  ( 
munications  Corp:  "Every  year  he  si 
to  figure  out  a  way  to  run  it  better. 
His  strategy:  Buy  weak  radio  an 
stations  and  billboards  in  the  same 
cut  costs,  beef  up  programming,  and 
boost  profit  margins  by  selling  adve 
ing  packages  across  all  three  media. 
Mays,  advertisers  rule.  "Our  custoi 
want  to  sell  products,"  says  Mays, 
sell  their  products." 

Clear  Channel  took  off  after  the 
eral  Communications  Commission 
loosened  ownership  rules  for  radio 
tv  properties  in  1984,  the  year  the 
pany  went  public.  Mays  quickly  sna; 
up  dozens  of  small  stati] 
Though  Clear  Channel 
nearly  four-times  as  many 
tions  as  cbs's  Infinity  Br 
casting,  its  average  reven 
$3.5  million  per  station  is 
one-third  of  its  rival's.  "II 
different  strategy,  a  diffe 
philosophy,"    says    Mel    1 
mazin,  ceo  of  CBS.  "But  it 
certainly    worked     well 
Lowry's  shareholders." 

In  the  late  '80s,  Mays 
gan  acquiring  TV  stations 
the  cheap  and  became  affi 
ed  with  the  upstart 
network.  Two  years  ago 
added  billboards  to  his  i 
and  earlier  this  year  rev 
up  his  radio  buying  again  i 
a  $4  billion  deal  for  real 
tate  mogul  Samuel  Zell's 
cor  Communications  Inc. 

Even  as  his  ambitions  1 
grown  costlier,  Mays  has 
tained  a  loyal  following  on  A 
Street.  Clear  Channel  is  ran 
as  one  of  the  sector's  best  } 
formers.  And  at  76,  the  st 
stands  1,200%  above  wher 
was  five  years  ago. 

The  Mays  family — which 
eludes  Clear  Channel  Presid 
and  Chief  Operating  Offi 
Mark  Mays  and  cfo  Ram 
Mays — currently  hold  a 
stake  in  the  company,  worth 
estimated  $2.2  billion.  After 
amfm  deal  closes,  the  family 
insiders  will  own  about  6% 
the  company,  while  Hicks  M 
will  have  10%.  People  won't 
asking  Lowry  who?  mi 
longer. 

By  Stephanie  Anderson  F 
est  in  Dallas,  with  Richard  * 
los  in  New  York 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Lee  Walczak 


BUSH'S  DECLARATION  OF  INDEPENDENCE 


Pat  Buchanan  isn't  the  only 
Republican  at  odds  with 
leaders  of  the  Grand  Old 
Party.  On  Sept.  30,  gop  front- 
runner  George  W.  Bush  blasted 
House  Republicans  for  trying 
to  free  up  money  in  the  fiscal 
2000  budget  by  deferring  tax 
refunds  owed  low-income  work- 
ers under  the  Earned  Income 
Tax  Credit.  "I  don't  think  they 
ought  to  balance  their  budget 
on  the  backs  of  the  poor,"  Bush 
said.  And  while  party  leaders 
howled  over  what  they  termed 
an  Austin  ambush,  they 
promptly  killed  off  the  idea  on 
Oct.  4.  Their  reward:  The  next 
day,  in  a  speech  on  education  at 
the  Manhattan  Institute,  Bush 
took  another  step  away  from 
his  party's  Washington  leader- 
ship: "Too  often,  my  party  has 
confused  the  need  for  limited 
government  with  a  disdain  for 
government  itself,"  he  said. 
Up  to  now,  Bush  had  no 
problem  staying  in  sync  with 
gop  Hill  leaders.  He  paid  lip 
service  to  their  baroque  tax-cut 
plans  and  kept  mum  when 
hard-liners  balked  at  even  the 
most  modest  gun-control  measures. 

But  his  patience  ran  out  when  fel- 
low Republicans  opted  to  pay  for 
tax  relief  for  a  year-long  spending 
spree  on  everything  from  highways 
to  missiles  by  fiddling  with  the  eitc, 
a  break  that  permits  families  earn- 
ing up  to  $31,000  a  year  to  reduce 
tax  payments  by  as  much  as  $3,800. 
As  proposed  by  House  Whip  Tom 
DeLay  (R-Tex.),  the  plan  was  to 
make  the  credit  for  the  working 
poor  a  monthly  rather  than  annual 
payment  and  thus  shift  about  $8.7 
billion  in  expenditures  into  the  next 
fiscal  year.  Bush's  intervention 
amounts  to  a  declaration  of  indepen- 
dence from  a  Capitol  Hill  crew  that 
can't  meet  spending  caps  and  seems 


CANNY  MOVE 


GEORGE  W.:  May  propose  more  tax  cuts  for  the  poor 


predestined  to  lay  down  on  the 
tracks  in  front  of  President  Clinton's 
"save  Social  Security"  express  train. 
"This  was  a  brilliant  bit  of  triangu- 
lation,  and  Bush  should  send  [ex- 
Clinton  Svengali]  Dick  Morris  a 
thank-you  note,"  says  Republican 
consultant  Thomas  Edmonds.  "Bush 
just  made  it  a  lot  more  difficult  for 
Democrats  to  hang  Congress  around 
his  neck." 

Nonetheless,  whether  Bush  will  be 
able  to  get  much  political  mileage 
from  embracing  the  eitc  is  unclear, 
since  many  Democrats  got  there  first: 
The  program  has  been  championed 
by  the  Clinton  Administration,  and 
Vice-President  Al  Gore  is  proposing 
to  expand  the  credit.  Politics  aside, 


"Bushjustmadeit 
a  lot  more  difficult  for  Democrats  to  hang 
Congress  around  Lis  neck" 


though,  Bush  is  genuinely  fo 
of  the  eitc,  which  began  life 
1975  as  a  partial  offset  to  pa 
roll  taxes  and  now  helps  som 
20  million  workers.  In  fact,  h 
may  make  an  expansion  of  th 
eitc  a  key  feature  of  his  owr 
economic  plan,  currently  sche 
uled  for  unveiling  after  Con- 
gress slinks  home  in  Novem 
ber.  He  also  is  considering 
targeted  rate  cuts  for  low-in 
come  earners  as  well  as  aero 
the-board  rate  reductions. 

How  to  pay  for  all  this? 
ducing  the  15%  bottom  brae' 
et  to  14%,  would  cost  close  t 
$26  billion  a  year,  according 
congressional  tax  estimates, 
cheaper  option  under  consid 
eration:  liberalizing  eligibility 
rules  for  tax  credits,  such  as 
the  one  for  child  care.  Some 
Bush  advisers,  such  as  eco- 
nomic coordinator  Lawrence 
B.  Lindsey,  would  rather  see 
him  call  for  more  fundament? 
changes,  such  as  a  ope-  or 
two-percentage-point  cut  in 
payroll  taxes  for  lower-incom 
Americans. 

Where  will  Bush  come 
down  on  taxes?  He  has  to  talk 
about  slashing  marginal  tax  rates  t 
appeal  to  primary  voters.  But  he'll 
try  to  keep  the  cuts  to  a  minimum. 
Where  he  will  differ  from  Congres- 
sional Republicans  will  be  in  his 
calls  to  help  bottom-rung  workers 
bypassed  by  the  economic  boom. 
"I'm  concerned  for  someone  who  is 
moving  from  near-poverty  to  the 
middle  class,"  Bush  said  on  Sept.  3( 
during  a  swing  through  Silicon 
Valley. 

When  his  tax  program  is  released, 
Bush  will  finally  get  a  chance  to 
show  the  voters  if  his  noblesse  obligt 
actually  translates  into  tangible  relie 
for  strapped  families.  But  in  the 
meantime,  he's  sending  a  message  to 
a  gop  Congress  that  seems  to  miss 
no  opportunity  to  emphasize  its  neg- 
atives: Don't  expect  me  to  sink  with 
your  ship. 


( 


Ttf 


It 


Walczak  is  business  week's  Wash 
ington  bureau  chief. 
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In  Business  This  Week 


EDITED  BY  MARK  FRANKEL 


ELLISON  GIVES 
GATES  ANOTHER  RAP 

LARRY    ELLISON    WON'T   GIVE 

up.  Four  years  ago,  the  Ora- 
cle chief  predicted  the  demise 
of  the  PC — partly  to  twit 
archrival  Bill  Gates.  He  called 
the  PC  "absurdly  complex" 
and  predicted  it  would  be 
overtaken  by  network  com- 
puters— cheap,  simple  devices 
connected  to  the  Web. 

Needless  to  say,  that  didn't 
happen.  But  their  feud  lives 
on.  On  Oct.  12,  at  the  Tele- 
com 99  trade  show  in  Gene- 
va, where  he  and  Gates  both 
are  featured  speakers,  Elli- 
son plans  to  introduce  Portal 
to  Go,  a  combination  Web 
browser  and  tiny  database 
program  that  will  allow  peo- 
ple using  cell  phones  and 
wireless  handheld  devices  to 


CLOSING    BELL 


STILL  DRILLS 

Oil  prices  have  shot  up  late- 
ly, but  shares  of  oil  field  ser- 
vice company  Halliburton  are 
heading  the  other  way.  On 
Oct.  5,  shares  of  the  Dallas 
company  fell  13%,  to  34K, 
after  warnings  that  third- 
quarter  earnings  would  miss 
estimates.  After  hitting  51 
on  Sept.  10,  the  stock  has 
retreated  and  trades  at  its 
March  level.  Why?  Oil  com- 
panies are  not  boosting 
drilling  until  they're  sure 
high  prices  will  stick. 
Halliburton  shares  closed 
Oct.  6  at  35^6. 
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grab  information  from  the 
Web.  Ellison  says  he  plans 
on  practically  giving  the  soft- 
ware away  to  telecom  com- 
panies. Thus,  says,  Ellison, 
the  network  computer  can 
overtake  the  PC  at  last. 
"Every  electronic  appliance 
becomes  a  network  comput- 
er," he  says.  So  there,  Bill! 

A  NEW  LEADER  IN 
ONLINE  TRAVEL 

BOOKING    A    HONEYMOON     IN 

cyberspace?  On  Oct.  4, 
Travelocity.com  and  Preview 
Travel  announced  plans  to 
wed.  They  would  be  the 
Web's  leading  travel  site, 
leap-frogging  Microsoft's  Ex- 
pedia.  Sabre  Holdings,  par- 
ent of  Travelocity,  will  own 
70%  of  the  new  company, 
with  the  rest  owned  by  Pre- 
view stockholders.  The  new 
company  is  expected  to  have 
20  million  customers,  book- 
ing travel  sales  valued  at 
more  than  $1  billion  this 
year.  That  should  give  the 
business  more  clout  with  air- 
lines and  hotels  and  greater 
ability  to  win  discounts,  says 
Terrell  Jones,  ceo  of  the  new 
Travelocity.com. 

STATE  FARM  WRITES 
A  REALLY  BIG  CHECK 

SOMETIMES  EVEN  GOOD  NEIGH- 

bors  are  caught  misbehaving. 
An  Oct.  4  class-action  verdict 
by  an  Illinois  county  jury 
found  that  State  Farm  Mu- 
tual Automobile  Insurance 
had  breached  its  contract 
with  policyholders  who  had 
filed  4.7  million  claims.  Now 
the  nation's  largest  auto  in- 
surer must  pay  policyholders 
$456  million  because  it  re- 
quired body  shops  to  use 
cheaper,  generic  parts  for  car 
repairs.  Although  consumer 
groups  have  been  pushing  for 
less  expensive  parts,  plain- 
tiffs argued  that  generics  do 
not  work  as  well  as  the  re- 
placement parts  that  were 
produced  by  auto  makers. 


HEADLINER:   HENRY  YUEN 


TAKING  TVGUIDETQ  E-LAND 


Henry  Yuen  knows  some- 
thing about  turning  tables 
Yuen,  50,  announced  on 
Oct.  4  that  his  Gemstar 
International  would 
purchase  TV 
Guide  in  a  stock 
swap  valued  at 
$9.2  billion.  It 
was  only  last 
year  that  Gem- 
star,  with  1998 
revenues  of  $166 
million,  was  itself 
the  target  of  a  failed 
hostile  takeover  by  United 
Video  Satellite,  which  then 
went  on  to  buy  TV  Guide 
from  News  Corp.  Now  the 
prey  has  captured  the 
hunter. 

Yuen  is  best  known  as 
the  mastermind  behind 
VCR  Plus,  which  helps 
couch  potatoes  program 


their  machines.  He  has 
since  devised  an  interac- 
tive program  guide  that 
sorts  TV  listings  on 
screen.  Gemstar 
will  rename  itsc 
TV  Guide  Inte 
national  and 
try  to  push  tr 
weekly's  prih 
advertisers  to 
its  electronic 
version.  But  Yu< 
has  bigger  plans  fo 
TV  Guide:  He  sees  it  be 
coming  a  conduit  for  e- 
commerce,  whereby  click 
ing  on  an  ad  will  allow 
viewers  to  make  a  pur 
chase.  In  that  case,  everj 
channel  will  be  a  shoppin 
channel.  Consult  your  TV 
Guide  for  details. 

By  Larry  Armstroi 
in  Los  Angel 
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SMILE  PRETTY 

FOR  AOL 

GET   READY   TO   BE   DELUGED 

with  more  free  disks.  On  Oct. 
5,  America  Online  unveiled 
the  next  version  of  its  online 
service,  AOL  5.0,  for  its  18 
million  subscribers.  The  cen- 
terpiece of  the  upgrade  is 
You've  Got  Pictures,  a  ser- 
vice offered  with  Eastman 
Kodak  that  enables  users  to 
e-mail  photos  to  one  another. 
Merrill  Lynch  analyst  Henry 
Blodget  sees  5.0  adding  $250 
million  in  revenues  in  the 
next  fiscal  year  through  in- 
creased ad  sales  and  premium 
services.  AOL  shares  rose  4% 
to  113!^  on  the  news. 


MORE  GLOOM 
FROM  GLAXO 

THE  WORLD'S  SECOND-LARGEST 

drug  company,  Glaxo  Well- 
come, announced  plans  to  ax 
3,400  jobs  from  its  59,000- 
strong   workforce   by   2003, 


saving  $590  milljon  annu; 
About  half  of  the  cuts  will 
felt  in  Britain,  where 
government  is  consider 
whether  Glaxo's  new  flu  d: 
Relenza  will  be  used  by 
National  Health  Service.  I 
rejects  the  drug,  as  many 
pect,  Chairman  Richard  Sy 
has  said  Glaxo  will  make 
ture  investments  outs 
Britain.  The  restructur: 
comes  after  the  company  c 
ceded  1999  earnings  would 
less  than  expected. 


ET  CETERA . . . 


■  Battle  over:  Phelps  Doc 
agreed  to  buy  copper  mir 
Asarco  for  $2.12  billion. 

■  American  Home  Produ 
will  cut  700  jobs  in  its  stn 
gling  agricultural  business 

■  German  insurer  Allianz 
in  talks  to  buy  fund  compa 
Pimco  Advisors  Holdings 

■  I  see  an  iMac:  Apple  inti 
duced  three  new  models 
its  popular  computer. 
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EDITED  BY  LEE  WALCZAK 


STEVE  FORBES,  THE  NEW  KING 
OF  THE  RIGHT  WING 


For  Republicans,  it  has  been  all  George  W.  Bush  so  far.  But 
Steve  Forbes  is  convinced  that  his  Presidential  under- 
dog bid  will  soon  become  the  focal  point  of  a  conservative- 
led  Stop  George  drive.  The  choice  boils  down  to  "leadership, 
not  mush,"  the  millionaire  publisher  told  business  week.  "I'll 
win  by  having  a  muscular  message  and  hammering  it  in." 

Before  you  dismiss  such  talk  as  the  hot  air  keeping  the 
Forbes  balloon  aloft,  consider  this:  Republican  hard-liners 
are  dropping  by  the  wayside.  Former  Vice-President  Dan 
Quayle  has  left  the  race.  Populist  agitator  Pat 
Buchanan  appears  about  to  leave  the  party 
for  the  Reform  Movement.  New  Hampshire 
Senator  Bob  Smith  has  opted  to  run  as  an  in- 
dependent. Meanwhile,  religious  activists  Alan 
Keyes  and  Gary  Bauer  are  going  nowhere  fast. 

That  gives  Forbes  a  shot  at  becoming  the 
conservative  alternative — and  he  has  the  check- 
book to  make  it  happen.  He  promises  to  take 
on  Bush  in  key  states  with  a  $20  million  ad 
blitz.  The  spots  will  trumpet  Forbes's  bold  po- 
sitions while  accusing  Bush  of  boosting  spend- 
ing by  36%  and  backing  tax  hikes  as  governor 
of  Texas.  And  he'll  portray  Bush's  school  re- 
forms as  more  Big  Government.  "It's  becoming 
clear  that  he's  the  only  one  with  enough  money 
to  seriously  challenge  Bush,"  says  Republican 
National  Committee  member  Donald  Devine. 
SCRIPTURE.  Bush  has  budgeted  $20  million  for  " 
his  own  issues  ads,  and  his  aides  say  that  their  man's  $56  mil- 
lion war  chest  will  overcome  Forbes's  financial  firepower. 
Replies  Forbes  campaign  manager  Bill  Dal  Col:  "We  will 
help  the  front-runner  spend  every  penny  he  raises." 

To  charm  economic  conservatives,  Forbes  backs  a  17% 
flat  tax,  private  Social  Security  accounts,  tax-advantaged 
savings  accounts  for  medical  care,  abolishing  the  Interna- 
tional Monetary  Fund,  and  axing  the  IRS.  And  while  Bush  is 
muting  his  social-conservative  message  to  attract  moderates, 


UNDERDOG  with  a  checkbook 


Forbes  has  morphed  into  a  Scripture-quoting  religious  acti 
He  vows  to  appoint  anti-abortion  judges,  promote  relig 
home  schooling,  pick  a  pro-life  running  mate,  and  post  the 
Commandments  in  classrooms. 

Some  true  believers  dismiss  the  New  Jersey  patrician  a. 
election-year  convert.  But  Forbes  is  making  inroads.  1 
Iowa  conservative  leader  Nancy  Streck.  She  says 
switched  from  Buchanan  to  Forbes  because  only  he  could  ; 
Bush.  The  same  goes  for  Iowa  State  Senator  Merlin 
Bartz,  who  backed  Lamar  Alexander  in 
and  has  now  switched  to  Forbes.  "The  m 
Forbes  talks  about  issues,  the  more  pec 
have  come  to  see  his  sincerity,"  says  Bartz 
But  Forbes  has  a  ways  to  go.  In  a  S< 
10-14  cnn/usa  Today  poll,  he  mustered 
vs.  62%  for  Bush.  "I  haven't  sensed  any  rusl 
Forbes,"  says  gop  strategist  Rich  Galen 

Nor  are  the  Bushies  unnerved.  "We  thou 
that,  sooner  or  later,  Forbes  would  emerge 
the  hard-right  alternative,"  says  a  top  Bi 
operative.  While  Bush  advisers  expect  the  r 
to  tighten,  they  say  Forbes  has  strong  orgs 
zations  in  only  a  handful  of  states.  "To  be  cr 
ible,  you've  got  to  demonstrate  that  you  ar 
nationwide  candidate,"  one  scoffs. 

So  how  does  Forbes  win  the  hominatk 
First,  the  mainstream  gop  vote  must  split 
"  tween  Bush,  Arizona  Senator  John  McC 
and  Elizabeth  H.  Dole,  giving  Forbes  a  breakthrough 
Iowa  or  New  Hampshire.  Only  then  can  he  menace  Bush 
Delaware,  Arizona,  and  South  Carolina.  If  all  that  falls  h 
place,  Forbes  will  try  to  bury  Bush  with  an  ad  blitz  beft 
the  New  York  and  California  primaries  on  Mar.  7. 

Thus  far,  Forbes  has  shown  that  he  has  the  disciplii 
ideas,  and  money  to  become  a  player.  But  in  this  image-m 
era,  the  cerebral  approach  may  just  not  be  enough. 

By  Richard  S.  Dunho 


He  may  not  be  setting  the  field  on  fire, 
but  Steve  Forbes  is  emerging  as  a 
bona  fide  gop  contender.  On  Oct.  5, 
Forbes  talked  with  Wliite  House 
Correspondent  Richard  S.  Dunham. 


On  his  Presidential  prospects: 

We've  got  more  substance  on  the  table 
than  the  other  candidates,  and  we've 
been  gaining  momentum.  The  contest 
was  always  going  to  shape  up  as  a  re- 
play of  [Ronald  Reagan's  campaigns  in] 
1976  and  1980— between  the  Republi- 
can Establishment,  the  Washington 


Forbes  on  the  Record 

lobbyists,  and  reform  conservatives. 

On  his  debate  challenge  to  Bush: 

Someday  he's  going  to  wake  up  and 
find  out  he's  no  more  invulnerable  than 
Al  Gore  was.  I  don't  think  people  want 
a  candidate  in  a  bubble. 


On  fears  that  an  anti-Bush  ad  blitz 
could  boomerang  on  Forbes  and  help 
rivals  John  McCain  or  Elizabeth  Dole: 

That's  why  we're  hitting  hard  on  is- 
sues. On  education,  for  example,  Bush 
wants  a  bigger  role  for  the  govern- 


ment. I  want  to  empower  parents.  Af- 
ter seven  years  of  photo  ops  and  spin, 
people  yearn  for  real  substance. 

On  his  critiques  of  Federal  Reserve 
rate  hikes  and  IMF  lending  practices: 

I  think  [these  agencies]  have  an  ap- 
palling record.  Our  government  and 
the  IMF  have  been  inadvertently  sup- 
porting a  new,  semi-serf  system  in 
Russia.  The  kleptocrats  are  busy  raid- 
ing the  country.  We  should  cut  off  aid 
until  something  is  done  about  it.  It's 
time  for  leadership,  not  tepid  talk. 
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Perspective 
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more  mid-size 
ompanies  than  any 
>ank  in  the  country. 


Today,  businesses  of  all  sizes  not  only  compete  with  each  other,  but  share  the  same  access  to  financial 
services.  And  innovative  commercial  lending,  investment  banking  and  advisory,  trade  finance, 
institutional  investing  and  treasury  management  are  just  part  of  what  Bank  of  America  offers  to  more 
mid-size  businesses  than  am  oilier  bank  in  the  country.  Each  via  a  dedicated  team  for  your  business 
Let  us  show  you  how  large  \  our  business  no  longer  has  to  be. 
Contact  us  at  1-877-447-6544  or  www.bankofamerica.com     Bank  of  America     .^^ 
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The  company  t  lat  never  stops 
thinking  is  born. 


TODAY,  in  the  arena  of  technology, 
you  can't  afford  to  wait  around  for  anyone 
to  ask  you  to  do  something.  Every 
moment  counts.  That's  why  we  changed 
our  name,  redefined  our  goals  and  adop- 
ted a  new  entrepreneurial  spirit.  If  we 
waited  around  to  streamline  our  opera- 
tions and  increase  cost  efficiency  we 
would  not  have  become  the  fastest 
growing  player  among  the  top  ten  semi- 
conductor companies.  And  no  one  had  to 
ask  our  employees  to  look  into  the  future 
and  stay  a  step  ahead.  Because  it's  what 
they  do,  every  day,  for  every  project  and 
every  client.  Three  simple  words  no  one 
will  ever  have  to  ask  anyone  in  our  com 
pany  to  perform:  Never  stop  thinking. 

r~~. ~ v 

'—Visit  us  @  www.infineon.com 
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Give  your  career 
a  power  surge  with 
an  online  master's 

fromUMUC. 

Earn  your  masters  degree  online  from 
UMUC  -  ranked  by  Forbes  as  one  of  the 
"Top  20  Cyber  Universities"  in  the  world. 
Choose  from  ten  master's  degree  programs 
developed  to  accommodate  working  pro- 
fessionals. The  online  masters  programs 
from  UMUC  are  as  close  as  your  computer. 


Master  of  Business  Administration  (MBA) 
Master  of  Distance  Education  (pending  approval) 

Master  of  International  Management 

•  International  Commerce 

•  International  Finance 

•  International  Marketing 

Master  of  Science  in  Computer  Systems 
Management 

•  Database  Systems  and  Security 

•  Information  Resources  Management 

•  Software  Development  Management 
Master  of  Science  in  Environmental 
Management 

Master  of  Science  in  Management 

•  Accounting 

•  Financial  Management 

•  Health  Care  Administration 

•  Human  Resource  Management 

•  Interdisciplinary  Studies  in  Management 

•  Management  Information  Systems 

•  Marketing 

•  Not-for-Profit  Management 

•  Procurement  and  Contract  Management 

MBA/Master  of  Science  in  Management 
Master  of  Science  in  Technology 
Management 

•  General  Program 

•  Biotechnology  Management 

Master  of  Science  in  Telecommunications 
Management 

Master  of  Software  Engineering 


For  more  information,  visit  the  UMUC 

Web  site  located  at  www.umuc.edu/gsmt, 

e-mail:  adbw3@info.umuc.edu 

or  call  301-9854617  or  800-283-6832 


UMUC 


University  of  Maryland  University  College 


Government 


FUND-RAISING 


KEEPING  NEWT 
FLUSH  AND  CENTER 

So  far,  the  only  thing  his  PACs  support  is  Gingrich 


It  has  been  nine  months  since  for- 
mer House  Speaker  Newt  Gingrich 
resigned  his  leadership  post  after  a 
weak  gop  showing  in  the  1998 
midterm  elections.  The  Republican  Par- 
ty is  still  working  to  right  itself,  but 
for  Gingrich,  not  much  has  really 
changed.  The  charismatic  ex-Speaker  is 
doing  what  he  always  did  best:  rais- 
ing large  sums  and  preaching  the 
Gingrich  gospel. 

Newt  Inc.  is  a  one-man 
conglomerate  that  pulls 
in  money  from  an 
Atlanta  consult- 
ing firm,  paid  posi- 
tions at  think  tanks,  mem- 
berships    on     corporate 
boards,  and  fat  speaking 
fees.  But  at  its  core  are 
two  political  action  com- 
mittees that  drum  up 
cash  from  Gingrich 
loyalists  to  keep  his 
conservative  ideas  alive. 
"We  are  the  platform  for 
the   next   generation   of 
ideas,"    boasts     Michael 
Shields,  a  spokesman  for 
both  Gingrich  pacs. 
NEW    TWIST.    Some    of 
what  Newt  is  doing  is 
fairly    common    among    I 
out-of-office,  name-brand    > 
politicians   such   as   Bill 
Bradley  and  Dan  Quayle. 
For  years,  both  have  used 
their  pacs  to  support  staff, 
consultants,  and  travel.  But 
in  1998,  Bradley  spent  more  than 
25%  of  his  receipts  on  campaign  do- 
nations; Quayle  spent  about  4%. 

Gingrich,  however,  is  being  extraor- 
dinarily aggressive  in  using  his  two 
pacs — one  in  Washington  and  one  in 
Georgia.  Both  are  called  Friends  of 
Newt  Gingrich,  or  fong,  and  together 
they  have  raised  more  than  $1.2  mil- 
lion in  six  months.  Neither  PAC 
has  given  to  a  political  cam- 
paign yet,  though  Gingrich 
who  declined  to  comment  for  this 
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story,    may    eventually 
support  candidates  who  es- 
pouse his  ideas.  That's  if  there  is 
money  left.  So  far,  fong  has  spent  nda 
ly  every  penny  it  has  taken   in 
salaries,  direct  mail,  and  other  expensd 
that  help  Newt  advance  his  politic] 
agenda. 

Georgetown  University  law  profeij 


sor  Roy  A.  Schotland,  a  campaign] 
finance  expert,  calls  the  pacs  part  of 
"personal  perpetual  motion  machine. 
They  exist  to  maintain  the  high  profil<j 
of  the  public  Gingrich  while  the  private 
Gingrich  rakes  in  five-figure  speaking 
fees,  Schotland  says. 

Not    fair,    says    spokesmar 
Shields.  "For  someone  to  as-l 


r  underestimate  the  importance  of  people. 
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A  friendly  reminder  from  the  people  who  can  gel  the  best  out  of  ye 


Improving  Business  Results  Through  People 


Government 


sume  the  PAC  is  supporting 
a  'life  style'  is  a  shrill  at- 
tack." He  notes  that  Gin- 
grich gave  up  a  taxpayer- 
funded  staff,  security  detail, 
and  an  office  on  Capitol 
Hill — perks  he  is  entitled  to 
as  ex-Speaker. 

Gingrich  certainly  does 
not  miss  such  trappings.  He 
commands  $50,000  a  speech 
to  groups  such  as  the  Na- 
tional Wholesale  Druggists' 
Assn.  and  the  Cadillac  Deal- 
ers Assn.  He's  on  track  to 


Newt  Inc. 


divulge   Gingrich's   sa| 

Forstmann  Little  & 

a  New  York  leveraged - 

out  firm,  keeps  GingricJ 

board  as  an  unpaid  ad\ 

And  home-lending  age 

Federal  Home  Loan 


FRIENDS  OF  NEWT  GINGRICH  PACS  Two  political-action 
committees  have  raised  $1.2  million  since  January 

GINGRICH  GROUP  Gingrich's  Atlanta-based  consulting  firm 

advises  companies  on  health  care  and  technology  gage  Corp"  or  Freddie" 

employs  him  as  a  legisl 
consultant. 

But  most  impressive 
the  pacs.  The  larger  fe 
PAC  provides  Gingrich 
a  full-time  staff  of  three 
occasional  temporary 


SPEAKING  FEES  By  pulling  down  $50,000  per  engagement, 
Gingrich  has  taken  in  an  estimated  $2  miljion  since  January 

THINK  TANKS  The  ex-Speaker  is  on  staff  at  the  American 
Enterprise  Institute  and  the  Hoover  Institution 

CORPORATE  BOARDS  Gingrich  is  an  adviser  at  Forstmann 
Little  and  on  the  advisory  board  of  Hollinger  International 


wl 


take  in  some  $3  million  in      LUUCa,,hJ.^!L^,c  auv,bU,y.  UUd,.u..uL^^M.m^,J.mt:,ndL^^^ ers.   The   labor  cost: 


speaking  fees  this  year. 

American  Enterprise  In- 
stitute, a  conservative  Washington  think 
tank,  provides  Gingrich  with  an  office,  a 
paycheck,  a  budget,  and  a  research  as- 
sistant as  he  mulls  policy  issues — some- 
thing he  also  does  for  the  Hoover  Insti- 
tution in  Palo  Alto,  Calif. 

Then  there  is  his  90-second  radio 
show,  Age  of  Possibilities,  whose  terse 
commentaries  reach  100,000  people  dai- 
ly on  Premiere  Radio,  home  of  conserv- 
ative talk-show  host  Rush  Limbaugh. 
A  cable-TV  show  and  syndicated  news- 
paper column  also  are  in  the  works. 


DATA  BUSINESS  WEEK 

And  this  past  spring,  Gingrich  hung  out 
his  shingle  in  Atlanta,  where  the  Gin- 
grich Group,  in  partnership  with  Price- 
waterhouseCoopers  and  other  corporate 
consulting  firms,  is  advising  companies 
on  health  care  and  technology.  The 
group  won't  reveal  its  client  list. 

In  his  spare  time,  Gingrich  is  an  ad- 
viser to  Hollinger  International  Inc.,  a 
Chicago-based  conglomerate  run  by  con- 
servative Canadian  media  magnate  Con- 
rad Black,  whose  holdings  include  the 
Chicago  Sun-Times.  Hollinger  wouldn't 


$105,000  in  the  first  ha| 
'99.  The  federal  pac  also 
for  offices  in  Atlanta  and  Washingtoi| 
even  ponied  up  Gingrich's  $300-a- 
dues  to  the  Capitol  Hill  Club,  a  GOP  I 
tering  hole  next  to  party  headquarte 
In  the  first  half  of  '99,  the  federal 
raised  nearly  $1.1  million  from  hundJ 
of  donors.  The  state  affiliate  took  in  al| 
$119,000.  Nearly  all  of  the  state  mc 
came  from  "Newt  Salute,"  an  Aprl 
fund-raiser.  Who  gave?  Forstmann  Lij 
for  one.  The  company  that  Gingi 
advises  gratis  wrote  a  $10,000  ch| 
Other  $10,000  donors  were  Anheul 


Business  isn't  business-as-usual  anymore 


When  you  attend  a  general  management  program  at  Kellogg,  you  become  part  of  one  of  the  world's  best 
institutions  for  managerial  studies.  Our  courses  are  constantly  evolving  to  keep  pace  with  the  ever-changing 
challenges  you  face.  And  unlike  other  schools,  you'll  learn  from  the  leading  thinkers  and  educators  in  today's 
business  world.  Our  programs  are  taught  by  senior  Kellogg  faculty;  learned  professionals  who  are  at  the  very  topi 
of  their  disciplines.  Our  integrated  approach  to  learning  will  give  you  the  edge  you  need  and  the  skills  for  your 
expanding  leadership  and  managerial  role. 


Advanced  Executive  Program 


Feb.  13  to  March  10;  or  June  18  to  July  14, 2000 

Designed  specifically  for  general  managers  and  senior  functional  executives  who  soon  will  have  general  management 
responsibility.  Participants  come  from  a  wide  variety  of  industries  and  countries  and  have  15  to  25  years  of  broad 
management  experience.  The  program  emphasizes  general  managemenr  skills  with  a  strong  focus  on  strategy 
development  in  a  highly  competitive,  uncertain  global  environment.  Change  management  and  leadership  are  also 
emphasized. 


Executive  Development  Program 


April  30  to  May  19;  July  16  to  Aug.  4;  or  Oct.  1  -  20, 2000 

Offers  executives  a  broad  perspective  on  the  functions  of  management  and  a  fuller  understanding  of  the  concepts 
and  tools  required  for  higher-level  responsibilities.  Participants  should  have  10  or  more  years  of  experience  with  the 
potential  for  senior-level  management  in  either  staff  or  line  positions.  It  is  also  an  ideal  program  for  entrepreneurs 
and  owners  of  small  companies. 


Call  847-467-7000  for  a  detailed  brochure  today! 

Kellogg  Executive  Programs 

Fax:  847-491-4323  •  E-mail:  ExecEd@nwu.edu  or 
Visit  our  Web  site:  www.kellogg.nwu.edu 


What  is  a 
hosted  automated 

procurement 
system  worth  to 
your  business? 

Roughly,  a 

dollars. 


ent  Manager  uses  your  Intranet  to  tap 
the  power  of  our  remotely-hosted  system  over 
the  Internet.  So  now  you  can  empower  your 
personnel  with  a  self-service  purchasing  system 
connected  to  any  suppliers  you  want.  All 

I    automated.  All  using  your  business  rules  for 
electronic  approval  routing.  Best  practices.  And 


is  remotely-hosted,  there's  no  IT  hassles. 

As    one   of  the    first    application    service 
providers,  we  can  have  your  company  up  and 


running  in  days,  not  years-all  at  a  fraction  of 
the  cost  of  anyone  else.  But  that's  only  the 
beginning.  Come  visit  our  website  and  follow 
the  path  to  eProcurement. 


ekjom.com 

Automated  Procurement  Systems 


elcom.com,  inc.  400  Blue  Hill  Avenue,  Westwood,  MA  02090 
©  1999  elcom.com,  inc.  All  rights  reserved,  elcom.com  is  a  subsidiary  of  Elcom  International 


Mailing 


Business  Lists:  Over  11  Million  Businesses 

Select  by  Type  of  Business,  Employee  Size  &  Sales  Volume  for  any  ZIP  Code, 

County,  City  or  State. 

Consumer  Lists:  Over  195  Million  Consumers 
Select  by  Age,  Income,  Household  Value  &  More. 


Business  Credit  Reports 

only  5.00  each! 

aiso  Amiable,  Monthly  Updates! 

Plus,  FREE  Directory  Assistance  & 
National  Yellow  Pages  on  Our  Web  Site. 

www.infoUSA.com 

infoVSX  A  PublU  Company,  Nasdaq.  IUSAA  &  l(  SAB 


For  FREE  Catalog  & 
Personalized  Service  Call: 

(800)  555-5335 

or  Fax  Us  at:  (402)331-1505 

5711  S.  86th  Circle  •  Omaha,  IME  681 27 

E-Mail:  lists@infoUSA.com 

Media  Code:  01-BWK 


You  don't  have  to  wait  for  Y2K. 
Software  errors  are  happening  now. 
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Software  Industry 


UU 

MARK  MINASI 


"An  excellent  and  fascinating  analysis  of  why 
most  software  stinks  and  what  we  can  do 

about  ""  -InfoWorld 

In  this  intriguing  expose,  world-renowned 
technology  expert  Mark  Minasi  reveals  the  true  cost 
to  business  and  society  of  the  little-known  problems 
rife  within  the  software  industry. 

Did  you  know... 

•  90%  of  software  bugs  were  already  known  by  the 
vendor  before  the  product  was  shipped 

•  one  in  seven  software  firms  ship  their 
products  untested 

•  a  7-year-old  died  in  a  Chevrolet  in  Alabama 
because  of  bad  fuel-injection  software 

•  more  than  200  people  on  a  flight  to  Guam  were 
killed  by  bad  software  in  an  altitude  warning  device. 

What  you  don't  know  can  kill  you. 


Available  Everywhere  Books  are  Sold 
Visit  us  at  www.books.mcgraw-hill.com 


\  DlVision  uf  The  McGrawHiil  Companies 


Government 


Busch,  Philip  Morris,  and  U.  S.  Tobacl 

Federal  election  law  forbids  cortf 
rate  donations  to  federal  PACs  and 
individual  donations  to  $5,000  in  a  c| 
endar  year.  But  state  pacs,  such  as 
Georgia  fong,  have  much  greater  flel 
bility  to  accept  large  sums  of  corpors[ 
money.  To  comply  with  the  law,  cor 
rate  gifts  to  Newt  Salute  were  funnel] 
to  the  Georgia  pac,  where  they  are 
gal.  The  same  was  done  with  persoil 
checks  that  exceeded  $5,000. 

But  the  line  between  the  two  PACsl 
blurry  at  best.  The  federal  PAC  pal 
the  state  pac's  salaries,  rent,  and  ovq 
head.  And  the  federal  PAC  laid  o| 
$134,000  to  stage  Newt  Salute  at  tl 
Willard  Inter-Continental  Hotel,  o{ 
block  from  the  White  House. 

The  fund-raiser  was  viewed  by  maj 
as  Gingrich's  last  hurrah  in  Washir 
ton,  and  lots  of  Hill  luminaries  showJ 
up.  But  it  also  aroused  concerns  amoa 

many  Republicans  that  money  rais^ 

"Newt  is  siphon 
ing  off  valuable 
resources"  needed 
by  his  party,  says 
an  ex-GOP  lawmaker 


'14 


at  the  $l,000-a-plate  affair  wbuld  nev^ 
see  its  way  back  into  the  gop.  Th€ 
were  right.  With  the  capital  from  Nev 
Salute,  Gingrich  now  hopes  to  drum 
more  money  through  an  ambitious 
rect-mail  operation. 

Some   in   the   gop   think   Gingric 
should  be  paying  more  attention  to 
party,  which  is  at  risk  of  losing  its  slirP 
House  majority.  "Republicans  are  figh 
ing  for  their  lives  to  keep  control  of  th 
House,  and  Newt  is  siphoning  off  vali  K 
able  resources  for  his  ego,"  complains 
former  gop  lawmaker. 

Others  expect  Gingrich  to  step  up  t 
the  plate  eventually.  "At  the  right  tim< 
we'll  call  on  Newt  to  help,"  says  Thoma 
M.  Davis  III,  chairman  of  the  Nation 
Republican  Campaign  Committee.  G: 
grich  has  indicated  that  he  may  eve: 
tually  give  money  to  candidates  w] 
pass  a  litmus  test.  They  must  agree  to 
25%  cap  on  all  taxes,  support  free  tradt 
back  a  missile  defense  system,  and  en 
dorse  private  Social  Security  accounts 

Meanwhile,  Newt  is  keeping  his  loy 
alists  employed.  In  the  first  six  month 
of  this  year,  Joe  Gaylord,  Gingrich's  con 
summate  adviser,  fund-raiser,  and  side 
kick,  billed   the  federal  PAC  $39,001 
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lDW.com.  Not  just  another 
lace  to  buy  computers. 
:'s  CDW  at  a  different  address 


Anyone  can  set  up  a  virtual  site  and  sell  computers. 
But  with  cdw.com,  you  have  the  comfort  of  knowing  there's  a 
FORTUNE®  1000  Company  behind  the  web  address.  At  cdw.com, 
you'll  be  working  with  your  own  account  manager,  backed  by  a  whole 
team  of  computer  experts.  And  when  you  e-mail  us,  our  system  automatically 
puts  your  company's  name  into  the  subject  header  and  flags  your  message  as  top 
priority.  Which  means  you  save  a  lot  of  time.  At  CDW,  we've  built  the  most  efficient  direct 
business  model  in  the  industry.  One  designed  to  save  you  money  and  be  responsive  to  your  needs. 
Bottom  line,  it's  what's  made  us  the  industry's  only  Direct  Solutions  Provider.  So  check  out  the  award- 
winning  cdw.com  today.  We're  proud  to  stand  behind  it.  Literally. 


Computing  Solutions  Built  for  Business" 

1-888-239-8283  www.cdw.com 


999  CDW  Computer  Centers.  Inc. 


CDW? 


Almost  as  bright  as  the  sun... 

Night  Piercer ™ 

1  Million  CandlePower  Halogen  Spotlight 

only  $69^* 

''But  read  this  ad  for  an  even  better  deal! 


•   Night   Piercer     is 
constructed    of    hettvy- 

duty  high-impact   polypro- 
pylene. It  comes  with  a  super- 
bright  100-watt  halogen  bulb 
and  red  gel  for  use  as  warning  light.  110-volt 
and   12-volt  rechargers  are  also  included. 


The  Night  Piercer''  casts  a  focused  beam  that  can  be 
seen  for  many  miles.  It  is  20-times  brighter 
than  automobile  headlights,  more  luminous 
than  aircraft  landing  lights.  This  powerful  light 
is  indispensable  for  tracking  and  exploring 
unknown  territory  and  for  any  contingencies  at 
night,  in  plane,  boat,  truck,  or  car.  With  its  red 
gel,  the  Night  Piercer"  can  be  a  lifesaver  in  any 
emergency.  The  unit  contains  two  sealed  heavy- 
duty  lead-acid  batteries  and  can  be  recharged  either  through  your  household  current  or 
through  the  cigarette  lighter  socket  of  your  car,  RV  or  boat.  Both  adapters  are  included. 
We  import  Night  Piercers"  in  very  large  quantities  and  are  therefore  able  to  bring  you 
this  outstanding  accessory  for  just  $69.95.  (Compare  with  our  competitor's  price  of 
$99!).  But  we  have  an  even  better  deal:  Buy  two  for  just  $139.90  and  we'll  send  you 
a  third  one,  with  our  compliments — absolutely  FREE!  The  Night  Piercer"  should  be 
your  companion  on  all  your  travels.  Don't  leave  home  without  it — order  it  today! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa/MasterCard.  Please  give  order 
number  #1072E696.  Add  ship./ins.  charge  of  $9.95  for 
one  unit  or  $19.90  for  three  units  (plus  sales  tax  for  CA 
delivery).  You  have  30-day  refund  and  one-year  war- 
ranty. We  do  not  refund  postage.  For  customer  service 
or  wholesale  information,  please  call  (415)  643-2810.    2360  Third  St.,  San  Francisco,  CA  94107 


©  Order  by  toll-free  phone:  (800)  797-7367  or  by  fax:  (415)  643-2818  © 


Stuttering  Didn't 
Keep  Her  Grounded. 


Annie  Glenn,  wife  of  astronaut 
John  Glenn,  was  grounded  for 
years  by  a  stuttering  problem. 
Speech  therapy  and  hard  work 
turned  it  around.  Today  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-free. 


1-800-992-9392 


Stuttering 
Foundation 
of  America 

A  Nonprofit  Organization 

Since  1 94 7— Helping  Those  Who  Stutter 

www.stutterSFA.org  •  stutterevantek.net 


3100  Walnut  Grove  Road,  Suite  603  •  P.O.  Box  1 1749  •  Memphis,  TN  381 1 1-0749 


Government 


through  his  consulting  firm,  Chesapj 
Associates.  During  the  same  per" 
Rachel  Pearson,  a  former  staffer  in| 
Speaker's  office,  was  paid  more 
$27,000  as  a  fund-raising  consultant] 

Campaign-finance  experts  who 
reviewed  Gingrich's  operation  say 
the  pacs  exist  entirely  within  the 
and  unless  donors  grow  weary  of 
porting  him,  the  money  is  likely  to 
flowing  in.  Once  it  does,  Gingrich  I 
i  basically  do  whatever  he  wJ 
/  \  with  it.  "pacs  have  flexibl 


His  staff  makes 
apologies.  "We're.. | 
strong  entrepreneurs 
operation,"  says  a 
Gingrich  aide 

in  how  they  spend  their  money,"  s 
Federal  Election  Commission  spokes 
Ian  Stirton.  "There's  nothing  in  the 
that  says  they're  required  to  sup 
federal  candidates." 

Gingrich's  staff  makes  no  apolo 
The  pac  "provides  a  platform  for 
should  he  choose  to  get  on  it,"  s 
Shields.  A  pac  "doesn't  necessarily  m 
just  giving  checks  [to  candidates] 
We're  operating  as  a  strong  entret 
neurial  operation." 
"EXTREME."  Campaign-finance  watchd 
call  fong  a  typical  example  of  a  1 
following  the  letter,  if  not  the  spirit 
the  law.  "It's  an  extreme  case  of  a  m 
general  phenomenon,"  says  Donald 
Simon,  executive  vice-president 
Common  Cause.  "These  pacs  oper 
as  kind  of  an  extra  pocket... into  wh 
wealthy  individuals  can  stuff  mone 
Simon  says  Gingrich's  pacs  and  oth 
like  them  could  be  misleading  done 
who  assume  their  money  is  being  f 
neled  to  political  candidates. 

John  R.  Rickard,  a  retired  parole 
ficer  from  Oxnard,  Calif.,  and  longti 
Newt  fan,  isn't  one  of  them.  Ricka 
who  gave  $375  to  fong,  is  disappoinl 
that  the  donation  hasn't  helped  "def 
the  Clinton-Gore  cabal"  but  says 
entirely  up  to  Newt"  to  decide  how 
spend  his  money.  Still,  no  more  chec 
will  be  coming  from  Rickard,  who  sj 
he's  disillusioned  by  Gingrich's  pendi 
divorce  from  his  wife  of  18  years.  "If 
cheated  on  his  wife,  he  cheated  on  m 
Rickard  says.  If  more  Newtniks  st 
thinking  like  Rickard,  the  Gingrich  m( 
ey  machine  could  start  to  sputter. 

By  Lorraine  Woellert  in  Washingt 
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LEARNING 
TO  LEAD 

Technology  is  driving  the  demand  for 
executive  education-and  creating  lots  of 
new  options  for  companies 


ecial  Report 


EXECUTIVE    EDUCATION 


On  a  dark  day  in  December,  1998,  when  the  price  of  oil 
had  fallen  to  its  lowest  level  in  decades,  Archie  W. 
Dunham,  chairman  and  ceo  of  energy  company  Cono- 
co Inc.,  made  an  unusual  decision.  Rather  than  close 
plants  or  cut  spending  at  Conoco,  Dunham  decided 
to  make  a  major  investment — in  his  company's  managers.  He 
approved  a  new,  comprehensive  leadership-development  pro- 
gram, called  Trailblazer,  for  his  senior  executives.  "Even  though 
oil  was  at  $10,  it  was  the  right  decision,"  says  Dunham.  "You're 
going  to  be  successful  long-term  if  you  have  good  people." 

Once  seen  as  an  extra  doled  out  in  flush  times  for  top  man- 
agers, executive  education  is  suddenly  every  ceo's  favorite 
strategic  weapon.  At  a  time  when  profits  are  high  but  the 

ability  of  compa- 
nies to  attract  and 
hang  on  to  man- 
agers is  low,  Cor- 
porate America 
has  concluded  that 
investing  in  people  is  the  way  to  stay  ahead.  These  days,  win- 
ning executives'  hearts  requires  a  lot  more  than  ponying  up 
a  raise;  it  means  letting  managers  develop  on  the  job.  "[Ex- 
ecutive education]  is  an  investment,"  says  Martin  G.  McGuinn, 
chairman  and  CEO  of  Mellon  Bank  Corp.  "Employees  want  it 
because  it  helps  them  to  grow  in  their  own  careers." 
FAKING  IT.  Executives  are  also  looking  for  help  managing  the 
speed  of  change.  Although  hardly  new,  that  trend  has  been 
exacerbated  by  the  nagging  fear  of  becoming  obsolete  in  a 
world  transformed  by  technology.  "I've  never  seen  business- 
people  have  to  fake  it  more,"  says  B.  Joseph  White,  dean  of 
University  of  Michigan's  B-school. 

But  if  technology  is  driving  the  demand  for  executive  edu- 
cation, it's  also  revolutionizing  the  way  it's  delivered.  Companies 
once  had  a  simple  choice  between  sending  execs  off  to  attend 
classes  on  a  leafy  campus  or  doing  it  in-house.  Today,  they  have 
a  plethora  of  options,  many  of  them  thanks  to  the  Net.  Even 
such  traditional  providers  as  Harvard  business  school  and  the 


Wharton  School  at  the  Uni- 
versity of  Pennsylvania  re- 
alize that  they  must  go  on- 
line to  compete. 

Yet  the  new  options 
aren't  just  coming  from  the 
elite  B-schools  that  have 
long  filled  the  demand  for 
high-end  exec  ed.  Today, 
the  B-schools  face  an  army 
of  new  rivals — consultants, 
Web-based  learning  compa- 
nies, and  freelance  profes- 
sors— eager  to  offer  up 
"lifelong"  learning.  The  sur- 
plus of  choices  means  that 
sorting  the  wheat  from  the 
chaff  can  be  a  full-time  job. 
"I  get  about  six  pieces  of 
mail  a  day  from  exec  ed 
vendors,"  says  Stew  Fried- 
man, director  of  Ford  Mo- 
tor Co.'s  Leadership  De- 
velopment Center.  "It's 
hard  to  assess  the  quality." 

That's  why  this  year,  for 
the  first  time  ever,  busi- 
ness week's  executive  ed- 
ucation survey  includes  the 
key  private  and  nonprofit 
companies  in  the  market, 

along  with  our  traditional  B-school  universe.  Although  still  ijn 
fluential,  B-schools  are  no  longer  the  only  game  in  tow » 
Yet  until  now,  little  has  been  known  about  the  scores  <  ec 
nonuniversity  providers  offering  to  educate  Corporate  Ame  u0] 
ica.  To  fill  that  gap,  we've  expanded  our  survey  to  inclucTl 
evaluations  of  63  exec  education  providers,  up  from  the  £  np  ■ .  . 
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versity  programs  we  ranked  in  1997.  And  to  insure  the 
ttdest  coverage  possible  of  this  rapidly  growing  market,  our 
ecutive  MBA  survey  has  also  grown  to  take  in  100  schools, 
more  than  last  time. 

[he  insights  gleaned  from  the  expanded  survey  make  one 
Bg  clear:  The  unquenchable  thirst  for  learning  means  that 


it's  a  great  time  to  be  in  the  executive  education 
business.  The  average  company  -pent  about  $10 
million  on  internal  and  external  executive  develop- 
ment in  1998.  Of  those  responding,  76$  said  they 
were  sending  the  same  number  of  execs  or  more  to 
B-school  programs  than  they  did  five  years  ago, 
while  79%  said  the  same  about  private  companies. 
Overall,  spending  on  U.  S.  corporate  training  and  ed- 
ucation for  managers  rose  to  $16.5  billion,  up  17% 
from  last  year,  according  to  Training  magazine. 
Moreover,  1998-99  revenues  at  the  63  providers  sur- 
veyed by  BUSINESS  WEEK  averaged  $11.9  million, 
up  97%  from  1994,  with  43%  of  revenues  coming 
from  custom  programs  designed  for  one  or  a  group 
of  companies. 

With  the  increase  in  spending,  however,  has  come 
a  new  sophistication  on  the  part  of  companies.  They 
are  much  savvier  about 
the  changes  they  want  to 
accomplish  through  exec 
ed — and  not  shy  about 
calling  the  shots.  Take  the 
Trailblazer  program,  which 
Conoco  University  manag- 
er David  J.  Nelson  set  up 
by  melding  together  four 
unlikely  partners — London 
Business  School,  private 
firm  jmw  Consultants  Inc., 
the  nonprofit  Center  for 
Creative  Leadership  (ccl), 
and  Conoco  University,  whose  faculty  includes  ex- 
ecutives such  as  ceo  Dunham.  The  three-year  pro- 
gram will  put  some  180  fast-trackers  through  three 
customized  sessions  in  London  and  Houston  over 
nine  months,  with  Net-based  projects  in  between. 
"We  never  got  the  sense  that  [one  provider]  had 
what  we  were  looking  for,"  Nelson  says. 
ONLINE  RUSH.  Conoco  isn't  the  only  company  happy 
about  the  expanded  possibilities  being  created. 
Some  78%  of  those  responding  to  the  business 
week  survey  said  the  quality  of  executive  educa- 
tion had  improved  from  five  years  ago.  But  the 
elite  B-schools  who  have  long  dominated  may  have 
greater  reason  for  concern:  Asked  for  the  first 
time  who  is  the  most  effective  provider  of  execu- 
tive education,  some  53%  of  those  surveyed  said 
that  consultants  were  tops.  Only  39%  said  the 
same  of  B-schools.  It's  a  dramatic  statement  by 
companies,  who  are  increasingly  looking  for  the 
same  bottom-line  results  out  of  their  educational 
spending  as  they  expect  out  of  any  other  invest- 
ment. That  sentiment  is  forcing  some  B-schools  to 
act  like,  well,  consultants.  At  Indiana  University. 
the  executive  education  arm  of  the  Kelley  B-school 
spun  off  into  a  separate  organization  last  January. 
"It  will  allow  us  the  opportunity  to  run  more  like  an  inde- 
pendent business,"  says  Camden  C.  Danielson,  President 
of  Kelley  Executive  Partners. 

What  other  trends  stand  out?  Among  the  providers,  the 
biggest  change  may  be  the  rush  to  go  online.  Through  its 
Wharton  Direct  arm,  For  example,  the  prestigious  Wharton  B- 
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school  now  teaches  courses  such  as  "Using  Financial  State- 
ments" to  students  in  19  cities  who  interact  via  satellite  and 

computer.  It's  quite 
a  shift  for  teachers 
like  John  R.  Perci- 
val,  adjunct  profes- 
sor of  finance,  who 
must  put  on  makeup  and  lecture  into  a  camera  these  days. 

Like  many  of  the  executives  who  turn  to  them  for  help,  the 
universities  approach  the  advance  with  some  trepidation. 


Special  Report 


EXECUTIVE    EDUCATION 


They  know  that  their  basic  "business  model" — campus-bj 
teaching — could  someday  be  threatened  by  today's  "c 
and  mortar"  strategy.  But  if  they  don't  do  it,  someone  I 
surely  will.  "We  have  been  functioning  and  operating  in] 
ultimate  elitist  environment  for  1,000  years,"  says  M<| 
Feldberg,  dean  of  Columbia  Business  School.  [The  Interfc 
"is  the  instrument  for  democratizing  intellectual  capital.! 
Online  or  off,  who  best  meets  the  training  needs  of  col 
rate  management?  Focusing  exclusively  on  companies — the  I 
users  of  all  exec  ed — we  asked  heads  of  executive  developr 


BUSINESS  WEEKS  TOP  20 
FOR  NONDEGREE  STUDY 

The  best  in  management  education,  ranked  according  to  a  business 
week  survey  of  corporate  management  development  executives 

RANKING/ 
PROVIDER 

1 998-99 
REVENUE 
MILLIONS 

5-YR      PROGRAMS 
GROWTH      OFFERED 

%  CUSTOM 
PROGRAMS* 

FAC.  WITH 

5  YRS 
CORP.  EXP. 

SURVEY  DETAILS 

1 .  HARVARD 

Boston 

$65.0** 

124% 

69 

25% 

8% 

Best  in  general  management,  No. 2  in  leadership.  About  to  offi 
exec  ed  courses  at  Silicon  Valley  location. 

2.  MICHIGAN 

Ann  Arbor,  Mich. 

25.3 

29 

79 

17 

25 

No.l  in  human  resources,  second  in  general  management. 
Top  clients  include  Reuters,  Ford,  Sony. 

3.  PENNSYLVANIA  (Wharton)  40.1 
Philadelphia 

151 

89 

29 

10 

Best  in  accounting,  No.2  in  entrepreneurship,  third  in  marketing 
Online  offering  Wharton  Direct  cited  as  creative  by  educators. 

4.  NORTHWESTERN  (Kellogg)31.0 
Evanston,  III. 

158       129 

52 

10 

Top  score  in  marketing,  No. 5  in  general  management.  Major 
clients  include  U.S.  Navy  and  AT&T. 

5.  STANFORD 

Stanford,  Calif. 

11.0 

43 

18 

2 

20 

No.l  in  innovation,  fourth  in  general  management,  e-commerce, 
and  entrepreneurship.  Customers  include  Hewlett-Packard. 

6.  VIRGINIA  (Darden) 
Charlottesville 

16.7 

71 

70 

48 

34 

Second  in  custom  programs,  third  in  leadership,  fourth  in  mar 
keting.  Running  innovative  e-commerce  program  with  PwC. 

7.  CENTER  FOR  CREATIVE 
LEADERSHIP  Greensboro 

50.6 
N.C. 

120      810 

47 

50 

Only  non-B-school  to  crack  the  top  20.  Tops  in  leadership,  cite 
as  creative  by  providers,  third  in  innovation,  custom  programs 

8.  DUKE  (Fuqua) 

Durham,  N.C. 

14.0 

94 

19 

81 

35 

Fourth  in  custom,  running  marketing  program  with  London. 
Working  with  Ford  and  AT&T. 

9.  INSEAD 

Fontainebleau,  France 

40.0 

60       124 

41 

5 

Top-ranked  non-U.S.  provider.  Best  in  globai  business.  Doing 
custom  work  with  Pfizer,  Alcatel. 

10.  COLUMBIA 

New  York 

16.0 

135 

51 

36 

60 

Second  in  marketing.  Working  with  Sony,  Deloitte  &  Touche. 
Runs  popular  Value  Investing  course  in  New  York,  London. 

11.IMD 

Lausanne,  Switzerland 

35.3 

69 

74 

57 

8 

Third  in  global,  fourth  in  innovation,  fifth  in  custom. 
Professors  are  paid  on  merit. 

12.  MIT  (Sloan) 
Cambridge,  Mass. 

9.3 

303 

37 

38 

20 

Best  in  e-commerce,  second  in  innovation.  J&J,  Siemens  are 
among  top  customers.  Running  programs  in  Spain,  Taiwan. 

13.  NORTH  CAROLINA 

(Kenan-Flagler)  Chapel  Hil 

5.2 

49 

43 

49 

42 

Top  customers  include  Bank  of  America,  Nortel  Networks. 
Running  a  program  in  Iceland. 

14.  BABS0N  (Olin) 
Wellesley,  Mass. 

9.3 

199 

65 

85 

55 

Tops  in  entrepreneurship,  say  companies  and  educators.  Part- 
nering with  Bain  &  Co.  on  program  "The  Loyalty  Effect." 

15.  DARTMOUTH  (Tuck) 

Hanover,  N.H. 

3.7 

147 

15 

29 

39 

Innovative  Global  2020  program  partners  with  HEC,  Oxford,  anc 
seven  companies.  Ranked  fifth  in  entrepreneurship. 

16.  CHICAGO 

Chicago 

4.3 

*** 

18 

16 

34 

Second  in  accounting.  Major  clients  include  Andersen  Consulting. 
In  2000  will  offer  open  programs  in  Singapore. 

17.  THUNDERBIRD 

Glendale,  Ariz. 

10.0 

317       122 

78 

30 

No.  2  slot  in  global  business.  Partnering  with  corporate 
universities  at  Motorola  and  General  Motors. 

18.  LONDON 

London,  England 

20.3 

123 

59 

50 

60 

New  "Masterclasses"  targeted  to  alums.  Fifth  in  global 
business.  Major  customers:  Exxon,  British  Telecom. 

19.  PENN  STATE  (Smeal) 
University  Park,  Penn. 

5.5 

57 

55 

60 

90 

Running  logistics  programs  in  Singapore,  Venezuela.  Top 
clients  include  Aramark,  GM. 

20.  INDIANA  (Kelley) 
Bloomington,  Ind. 

4.3 

79 

34 

99 

27 

Custom  programs  only.  Top  customers  include  Whirlpool, 
Rolls  Royce.  Exec  ed  program  splitting  off  from  university. 

*  %  of  total  revenue  **BW  estimate  *'**Began  offering  exec  ed  in  1996 

Rankings  were  determined  by  a  BUSINESS  WEEK  online  survey  sent  to  587  companies.  273  replied,  for  a  response  rate  of  47%. 

Companies  indicated  familiarity  with  both  university  and  private-sector  providers  and  ranked  them  in  order  of  preference,  with  a  No.l  ranking  assigned  10  points,  No.2  nine  points,  etc.  To  get  the 

rankings,  the  mean  scores  were  multiplied  by  the  number  of  companies  ranking  them  and  divided  by  the  number  of  companies  that  indicated  familiarity. 

DATA:  BUSINESS  WEEK  SURVEYS  (RESEARCH  BY  MICA  SCHNEIDER,  JENNIFER  REINGOLO,  NADAV  ENBAR,  CAMBRIA  CONSULTING) 
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WHILE  EVERY  OTHER 
ICT  SERVICE  COMPANY 

WAS  OUT  THERE 
LOOKING  FOR  A  NEW 

OPPORTUNITY^ 
WE'VE  CREATED  fPNE... 


3SJ 


Getr^nicsWang 


In  today's  quick-paced  world  ol  Information  and  Communication  Technology  (ICT),  we  found  the 
besi  way  to  be  ready  for  change  was  by  making  changes  ourselves.  In  July  we  merged  the  strengths 
ol  Getronics  and  Wang  Global  to  form  one  of  the  world's  top  technology,  solutions  and  services 
companies  In  doing  so,  we've  become  $4,000  employees  strong  across  44  countries.  How  strong? 
In  just  the  first  half  ol  L999,  our  net  earnings  increased  by  57%  and  earnings  per  share  were  up  more 
than  53%   So,  now  thai  we've  made  our  changes,  we're  read)  to  handle  yours.  vvwAv.getronics.com 


Where  Business 
Goes  to  Learn 

Who's  the  best  at  providing 

specialized  courses  for 
these  key  subjects?  Corporate 

management  development 
executives  pick  their  favorites 


LEADERSHIP 


INFORMATION  SYSTEMS/ 
E-COMMERCE 


CUSTOMIZED  PROGRAMS 


1.  AchieveGlobal 

1.  MIT  (Sloan)  2.  Virginia  (Darden) 

2.  Carnegie  Mellon  3.  Center  for  Creative 

3.  Calif!  Institute -"of  Technology        Leadership 

4.  Stanford  *:...Duke  (Fuqua) 

5.  Harvard  5.  IMD 


INNOVATION 


GLOBAL  BUSINESS 


1.  Center  for  Creative  Leadership     1.  Stanford 

2.  Harvard 

3.  Virginia  (Darden) 

4.  Pennsylvania  (Wharton) 

5.  Michigan 


1.  INSEAD 


2.  MIT  (Sloan) 

3.  Center  for  Creative  Leadership 
4.IMD 
5.  Berkeley  (Haas) 


2.  Thunderbird 
3.IMD 

4.  Harvard 

5.  London  Business  School 


at  587  large  global  companies  to  rank  the  best  in  an  online 
survey.  We  received  273  surveys  back,  for  a  response  rate  of 
47%.  The  resulting  rankings  can  be  found  on  page  78  and 
above.  A  host  of  other  information,  including  school  profiles 
and  extensive  survey  data,  can  also  be  found  online  at 
http://www.businessweek.com/bschools/exec_ed/index.htm. 

For  now,  the  B-schools  remain  atop  the  charts,  although 
their  perch  is  not  as  lofty  as  it  once  was.  For  the  second  time 
in  a  row,  the  winner  in  nondegree  executive  education  was 
Harvard  B-school,  with  Michigan  Business  School  as  run- 
ner-up. Coming  in  third  was  Wharton,  followed  by  North- 
western University's  J.  L.  Kellogg  Graduate  School  of  Man- 
agement, and  Stanford  business  school.  Harvard's  repeat  as 
No.  1  comes  in  part  from  its  vast  array  of  choices.  Even  as  it 
opens  a  new  exec  ed  residential  center  on  its  lush  Boston 
campus,  it  is  also  getting  set  to  offer  open-enrollment  cours- 
es at  its  Menlo  Park-based  California  Research  Center.  More- 
over, Harvard  has  rapidly  expanded  custom  programs,  to 
25%  of  revenues.  And  in  a  bold  move,  it  is  considering  offer- 
ing much  of  its  exec  ed  to  alumni  and  others  on  the  Web. 

The  big  surprise 
was  the  seventh 
spot,  taken  by  the 
Greensboro  (N.  C.)- 
based  Center  for 
Creative  Leadership  (ccl),  the  only  non-B-school  to  crack 
the  Top  20.  A  nonprofit  group  with  $51  million  in  revenues, 
ccl  has  long  been  highly  regarded  for  its  focus  on  strength- 
ening leadership  skills.  Clients  include  such  companies  as 
General  Motors  Corp.  As  people  skills  have  become  top-of- 
mind,  demand  has  soared.  "The  interest  in  developing  lead- 
ership is  very  broad  and  very  significant,"  says  John  Alexan- 
der, ccl's  president. 

The  rankings  in  specific  subject  areas  contained  some  sur- 
prises as  well.  In  leadership,  ccl  also  cleanly  beat  its  B- 
school  rivals.  Elsewhere,  the  universities  retained  their  lead: 
Harvard  dominated  in  general  management,  Massachusetts 
Institute  of  Technology's  Sloan  School  of  Management  took  e- 
commerce,  and  France's  insead  led  in  global  business.  But  in 
the  hot  market  for  custom  programs — those  tailored  to  a 
company's  specific  needs — private  company  AchieveGlobal, 
a  unit  of  The  Times  Mirror  Co.,  took  the  No.  1  spot.  Al- 
though primarily  known  as  a  training  company  that  works 
with  low-to-mid  level  employees,  its  tailored  courses  that 
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Special  Report 


EXECUTIVE    EDUCATION 


also  apply  to  higher  level  execs  have  wowed  clients.  "We 
like  we  got  a  product  that  was  customized  to  exactly  what 
needed,"  says  Glen  C.  Sunnergren,  director  of  human 
sources  at  The  Clorox  Co.  "We  didn't  get  things  sho 
down  our  throat  because  it  was  prized  research." 
NET  EDGE.  Wherever  they  send  their  execs,  the  companies  s 
veyed  by  business  week  were  consistent  in  naming  the  s 
jects  they  want  them  to  learn — how  to  become  a  leader,  h 
to  act  entrepreneurial^,  and,  especially,  how  to  deal  with 
Net.  That  spells  opportunity  for  those  providers  able  to  ot 
answers  to  e-questions.  One  example  is  Pricewaterhou 
Coopers'  three-day  program  on  e-business,  designed  with 
University  of  Virginia's  Darden  School.  Darden  created  ei| 
live  e-business  case  studies  for  the  program,  bringing  in  CI 
from  the  likes  of  Value  America  Inc.  and  Lending  Tree.com 
discuss  their  e-commerce  strategies,  pwc  is  now  exporting  t 
program  to  other  B-schools  so  more  partners  can  attend. 

Will  the  renewed  emphasis  on  exec  ed  outlast  a  downtui 
In  part,  that  may  require  companies  to  come  up  with  a  w 
to  measure  its  impact  in  dollars  and  cents.  Already,  30% 
the  companies  surveyed  by  business  week  have  tried 
quantify  their  programs'  success,  though  few  report  so 
results.  Yet  Raymond  V  Gilmartin,  chairman  and  ceo 
Merck  &  Co.,  thinks  reduced  turnover  could  be  one  m« 
surement  of  his  two-year  leadership  training  program.  <fV 
are  very  pleased  with  our  ability  to  keep  talented  people," 
says.  "You  have  to  believe  this  effort  is  working." 

Other  qualities — such  as  improved  leadership  abilities 
are  surely  no  less  valuable,  even  if  not  measurable.  John 
Humphrey,  chairman  of  The  Forum  Corp.,  a  private-sect 
exec  ed  provider,  thinks  that  the  investment  in  people  w 
pay  off  as  they  reach  top  management  levels.  "I  think  the 
are  the  golden  years,"  he  says.  "We'll  look  back  and  say  th 
is  when  companies  tuned  in  to  learning."  In  a  world  despe 
ate  for  leadership,  he  may  be  right. 

By  Jennifer  Reingold,  ivith  Mica  Schneider  in  New  Yen 
and  Kerry  Capell  in  London 

This  Special  Report  continues  on  page 


BusinessWeek  ONLINE, 


For  a  closer  look  at  Business  Week's  ranking  methodology, 

additional  tables,  and  163  EMBA  and  exec  ed  program  profiles, 

go  to:  www.businessweek.com/bschools/exec_ed/index.htm 
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™   A  TOSHIBA  SERIES  PROFILING  VISIONARY  LEADERS  OF  AN  INTERCONNECTED  WORLD 

A  WORLD 
WITHOUT  WIRES 

RICOCHET    MAKES   WIRELESS    CONNECTIVITY 
A    REALITY 


Los  Gatos,  Calif.,  on  the  southern  edge  of 
Silicon  Valley,  is  one  of  the  most  beautiful 
towns  on  the  West  Coast.  With  its  quaint, 
shop-lined  Main  Street  and  its  rolling,  tree-lined 
hills,  it  is  a  quiet  refuge  from  the  hyperdriven 
Internet  enclaves  to  the  north,  a  remnant  of  a 
simpler  time.  Hardly  the  place  for  a  revolution. 

Or  maybe  not.  A  dramatic  transformation  in 
the  way  we  communicate  is  just  now  emerging 
from  this  century-old  town,  a  transformation 
that  promises  to  perfect  the  mobility  first  made 
possible  by  laptop  computers.  It's  called  "wire- 
less connectivity." 

The  future,  however,  may  have  anoth- 
er name  for  it:  Ricochet. 

A  WIRELESS  EXPLOSION 

Timothy  Dreisbach  has  a  vision: 
offering    business    people   the 
ability  to  wirelessly  tap  into  their 
world,  wherever  they  go.    "Our 
ultimate  goal  is  to  allow  mobile 
professionals   to   take   their   full 
desktop   functionality   with    them 
anywhere   they   need   to   work,... 
accessing  data  and  applications  on 
corporate  LANs  and  the  Internet" 
without  having  to  search  for  a  land- 
line  connection. 

Mr.  Dreisbach  is  President  and  CEO 
of  Metricom,  the  Los  Gatos-based  company 
that  is  helping  to  translate  this  vision  into 
reality.  Its  Ricochet  service,  the  industry's 
leading  wireless  connectivity  solution,  is  now 
available  in  a  handful  of  major  cities  and 
airports.  But  soon,  it  may  be  as  ubiquitous  as 
the  cellular  telephone. 

The  Gartner  Group  thinks  so.  This  past 
Spring,  the  Stamford,  Conn.,  based  research 
firm  released  projections  that  the  wireless 
market  will  expand  at  a  compound  annual 


growth  rate  of  92%  through  2003,  "driving  an 
explosion  of  end-user  purchases  over  the 
next  five  years." 

Metricom  is  doing  its  part  to  make  those 
projections  an  understatement.  Having  recent- 
ly signed  a  national  distribution  agreement 
with  MCI  WorldCom,  Metricom  plans  to  offer 
wireless  service  in  12  major  metropolitan 
areas  by  mid-2000,  and  in  virtually  all  major 
U.S.  cities  by  mid-2001 .  Deployment  plans  are 
right  on  target.  "We  are  full  speed  ahead," 
says  Mr.  Dreisbach. 

A  ROBUST  INFRASTRUCTURE 

One  key  factor  in  this  rapid  roll-out  is 
that  Ricochet's  technological  infra- 
structure is  surprisingly  straightfor- 
ward,   consisting    of   four    main 
components: 

•  The  Ricochet  wireless  modem,  a 
peripheral    the    size    of   a    small 
paperback  book  that  plugs  direct- 
ly into  a  desktop,  laptop,  or  PDA 
serial  port. 

•   Network  radios,   small   radio 
receivers   installed   inconspicu- 
ously on  street  lights  every  half 
mile  within  a  service  area. 
•  Wired  Access  Points,  which  convert  the 
Ricochet  modem  radio  frequency  (RF)  signals 
so  that  they  can  be  sent  over  the  company's 
wired  network  backbone. 
•  The  Ricochet  Name  Server,  which  sits  on  the 
Metricom  backbone  and  validates  subscriber 
information  and  service  requests. 
ISDN  SPEED— WITHOUT  WIRES 
With   this    infrastructure,    Ricochet    modems 
connect  computer  users  to  the  Internet  or  to 
company  systems  in  a  manner  that  operates 
indistinguishably  from  a  land-based  telephone 
connection.    And   this   past   July,    Metricom 

(Continued) 


TAKE    THE    WORLD    WITH    YOU 

TOSHIBA 


Powerful.  Presenting  the  Portege'  3110CT  notebook. 
Inside  its  ultra-thin,  ultra-light  case,  Toshiba  gives  you 
the  performance  edge  of  an  Intel*  Pentium*  II  processor 
300MHz,  a  6.4  billion-byte  hard  drive  and  64MB  of 
high-speed  SDRAM.  That's  just  what  it  takes  to  handle 
a  heavy  workload  on  the  run  with  an  ultraportable  PC 
that  won't  weigh  you  down. 


©1999  Toshiba  America  Information  Systems,  Inc.  All  rights  reserved.  Portege  is  a  registered  trademark  of  Toshiba  America  Information  Systems,  Inc.  The  Intel  Inside  logo  and  Pentium  a 
registered  trademarks  of  Intel  Corporation.  All  other  products  and  names  mentioned  are  the  property  of  their  respective  companies.  All  specifications  and  availability  are  subject  to  cham 
Licensed  operating  system  installed.  'Download  speeds  are  limited  to  53kbps.  Upload  speeds  are  less  (in  the  30kbps  range)  and  may  vary  depending  on  line  conditions.  "Battery  life  at 

power  may  vary  depending.on  applications,  power  management  settings  and  features  utilized. 


pentium  || 


Pure  power. 
Pure  portability. 
Pure  precision. 


Flexible  Expansion.  Link  to  your  network  with  built-in 
10/100  Ethernet  capabilities.  Access  the  optional  CD- 
ROM,  and  tap  into  the  rest  of  your  office  resources 
with  a  standard  Network  I/O  Adapter  that  gives 
you  easy,  one-touch  connections  to  your  existing 
peripherals  A  maximum  128MB  memory  capacity  also 
leaves  room  to  grow  for  tomorrow's  demanding  tasks. 


Ultra-thin.  Ultra-light.  The  innovative  technology  of 
the  Portege  311  OCT  is  evident  even  before  you  open 
it  Under  1 "  thin  and  barely  3  lbs.  light,  its  sculpted 
magnesium-alloy  case  is  engineered  for  protection  as 
well  as  sophistication.  Discover  the  pure  power,  porta- 
bility and  precision  of  the  Portege  31 10CT  for  yourself 
Call  1-800-TOSHIBA  or  click  on  www.toshiba.com 
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The  World's  Best  Selling  Portable  Computers. 
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achieved  a  key  milestone  that  promises  even 
better  performance  in  the  future:  completion  of 
a  128  kbps  (ISDN  speed)  wireless  beta  test  in 
which  80%  of  participants  said  the  service 
exceeded  their  expectations  and  94%  found  it 
easy  to  use. 

"Ricochet  was  designed  from  inception  to 
serve  professionals  with  the  highest  speed  avail- 
able for  mobile  data  access,"  says  John 
Wernke,  Metricom's  Senior  Vice 
President  of  Marketing  and 
Sales.  The  test  "proves  128  kpbs 
mobile  data  access  is  a  reality." 

Of  course,  anyone  who  has 
used  a  cellular  telephone  is  famil- 
iar with  a  key  shortcoming  of  wire- 
less transmission:  limited  security 
and  privacy.  Metricom  has  over- 
come this  problem  by  adopting  a 
technology  used  by  the  military 
since  the  1950s  that  goes  by  the 
cumbersome  name  "frequency-hop- 
ping, spread-spectrum  radio  trans- 
missions." What  this  means  in  practice 
is  that  Ricochet  signals  randomly  hop  over  162 
channels,  occupying  each  for  only  four-tenths 
of  a  second,  making  interception  and  deci- 
phering virtually  impossible. 
A  COMPETITIVE  ADVANTAGE 
These  technological  innovations  have  been  a 
financial  boon  for  the  early-adopter  contingent 
of  Corporate  America.  Already,  despite  the 
novelty  of  wireless  connectivity,  a  number  of 
mainline  organizations  have  discovered  that 
wireless  technology  can  yield  significant  bot- 
tom-line benefits: 

•  Washington,  D.C.,  commercial  food  distrib- 
utor Atlanta  Foods  has  equipped  its  sales  rep- 
resentatives with  Ricochet  modems,  allowing 
them  to  submit  orders  from  the  field  elec- 
tronically, saving  up  to  25  hours'  drive  time  per 
month  that  they  can  now  devote  to  addition- 
al sales. 

•  Numerous  Washington,  D.C.,  corporate  lob- 
byists now  use  Ricochet  modems,  permitting 
them  to  send  e-mail  directly  from  the  House 
and  Senate  floor,  minimizing  the  need  for 
lengthy  and  inefficient  voice  mails. 


•  CalTrans,  the  State  agency  responsible  for 
California's  freeways,  has  deployed  Ricochet 
modems  to  read  devices  that  monitor  freeway 
traffic — a  move  that  eliminated  the  need  for 
700  separate  telephone  lines  for  data  com- 
munication. 

•  XEROX,  the  multinational  document  pro- 

cessing company,  has  equipped  field 
technicians  with  Ricochet  modems, 
significantly   increasing  technicians' 
daily  productivity. 

Even  software  giant  Microsoft  is 
enthusiastic  about  the  value  of 
moving  away  from  the  confines 
of  the  desktop.  Says  Mark 
O'Donnell,  its  government 
accounts  manager,  "With  Rico- 
chet, no  matter  where  I  am..., 
I  have  access  to  the  informa- 
tion I  need  to  do  my  job.  I 
can  demonstrate  Microsoft 
products  live" — without  hav- 
ing to  worry  where  the  meeting 
takes  place  or  whether  there  are  telephone 
lines  available,  "...which  gives  me  the 
competitive  advantage  I  need." 

PERSONAL  PRODUCTIVITY 

But  perhaps  the  ultimate  benefit  of  Metricpm  s 
wireless  technology  comes  from  the  personal 
productivity  that  it  enables.  Gary  Drake,  a  Seat- 
tle, Wash.,  businessman,  spends  two  hours 
each  day  on  the  ferry  commuting  from  his 
home  on  Bainbridge  Island.  He  occupies  this 
time  by  connecting  to  the  rest  of  the  world  with 
his  laptop  computer  and  Ricochet  modem. 
When  he  adds  up  the  time  saved,  he  accom- 
plishes an  extra  day's  work  every  week. 

It's  the  perfect  productivity  solution,  he  says, 
"for  anyone  with  a  laptop  and  a  long  commute." 
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/HERE  BIG  SHOTS  LEARN 
0  THINK  LIKE  HOTSHOTS 

i  entrepreneurial  skills  be  taught?  Babson  is  taking  a  crack  at  it 


I  Mhat  with  increased  competition  from  nimble  e-com- 
|f  iih'W  startups  and  the  escalating  flight  of  key  talent 
■■  to  dot.coms,  it's  a  trying  time  for  Big  Business. 
'  V  With  even  such  corporate  heavyweights  as  Andersen 
ulting  Chief  Executive  George  T.  Shaheen  leaving  for  the 

of  online  grocer  Webvan  Group,  many  in  Corporate 
rica  question  whether  big- 
5till  means  better. 
)r  big  company  execs  who 

not  yet  abandoned  ship, 
ever,  today's  fast-moving 
economy  has  intensified  the 
:h  for  ways  to  make  their 

OF  THE  BOX:  Zavitz  of  Dow 
ideal  got  a  crash  course  in 
nmerce  strategies 

:,  often  bureaucratic,  corpo- 
ms  more  entrepreneurial. 

to  get  the  help  they  need, 
y  are  turning  to  executive 
:ation.  According  to  New 
c-based  consultant  Corpo- 

University  Xchange  Inc., 
pany-run  universities  are 
ding  an  average  of  $3.4  mil- 

annually  on  leadership  and  innovation  programs,  some 
,000  of  which  is  going  toward  entrepreneurial  training, 
ut  can  classroom'  learning  actually  teach  an  old-school  exec 
entrepreneurial  tricks?  Business  schools  such  as  the 
esley  (Mass.)-based  Babson  School  of  Executive  Education 
<  so.  Rated  top  provider  of  entrepreneurship-related  skills 
lisiness  WEEK'S  1999  executive  education  survey,  Babson 
been  teaching  undergrads  and  MBA  students  how  to  start  a 
ness  for  25  years.  Five  years  ago,  it  began  teaching  cours- 
n  corporate  "intrapreneurship"  aimed  specifically  at  execs 
i  large  companies.  The  goal:  to  inculcate  a  "startup"  men- 
y  by  teaching  divisional  managers  how  to  spot  the  ways 
■  companies  may  stifle  risk-taking  or  discourage  them  from 
ling  problems  from  a  broader,  companywide  perspective, 
linate  those  roadblocks,  Babson  figures,  and  its  graduates 
be  able  to  develop  new  businesses  far  more  efficiently, 
hat's  the  key  message  behind  Babson's 
-week  Consortium  for  Executive  Devel- 
ent.  This  year,  managers  from  six  com- 
es, including  Dow  Chemical  Co.  and  Elec- 
ic  Data  Systems  Corp.,  participated  Each 

three  In  six  people  to  Babson  for  two 
kfi  in  June  and  two  in  September.  They  can  help  spark  a  more  entrepreneurial  cu 


dated  case  studies  of  product  launches 

>ther  large  corporations,  compared  how 

participant  company  would  tackle  a  giv- 

iroblem,  then  applied  the  lessons  to  their 

companies.  It  may  seem  strange  to  draw 
epreneurial  examples  largely  from  other 


corporate  giants,  but  Stephen  A.  Allen  III,  professor  of  man- 
agement and  international  business  at  Babson,  argues  that 
the  success  of  a  company's  entrepreneurial  effort  depends  not 
on  its  size  but  on  its  culture. 

Babson  has  made  a  believer  out  of  Consortium  graduate  Dar- 
rell  J.  Zavitz,  a  13-year    Dow  veteran.  Recently  promoted  to 

run  information  systems  opera- 
tions for  Dow^s  polystyrene  and 
engineering  plastics  divisions, 
Zavitz  came  hoping  to  learn  how 
to  better  exploit  the  possibilities 
of  the  Internet.  His  exposure  to 
the  way  Ford,  Thermo  Electron, 
and  Polysar  Rubber  launched 
new  products  helped  him  spot 
potential  problems  at  Dow  that 
could  torpedo  his  efforts  to  de- 
velop e-commerce  initiatives.  He 
figures  the  decentralized  process 
used  by  Thermo  to  develop  new 
ideas,  for  example,  is  worth  test- 
ing against  the  more  bureau- 
cratic procedures  Dow  now  has 
in  place. 

So  is  Zavitz  really  a  Web- 
savvy  "intrapreneur"  after  four 
short  weeks  at  school?  Many 
of  today's  Internet  folks  are  skeptical.  "You  learn  it  by  doing 
it,"  says  Seth  Tapper,  president  of  customized  Web  design 
startup  LiveUniverse.com.  To  succeed  as  an  entrepreneur 
"there  has  to  be  a  creative  spirit,  and  that's  something  that 
cannot  be  classroom-taught." 

But    for    Mari- 
anne    G.     Cooper, 
president    of  eds' 
food  and  consumer 
packaged  goods  di- 
vision, the  benefits  of  the  Consortium  are  tangible.  A  gradu- 
ate of  last  year's  Babson  program,  she  now  understands 
more  clearly  how  her  company's  30  or  so  divisions  interrelate. 
That  made  it  easier  for  her  to  work  with  several  units  with- 
in I  I  is  to  develop  uccnet,  an  Internet  trading  network  for  the 
Uniform  Code  Council,  which  makes  the  upc  codes  found 
on  all  packaged  goods.  "Historically,  we 
would  have  tried  to  create  an  offering  for 
one  division,"  she  says.  "The  class  helped 
me  look  at  offerings  across  the  company." 

1.  Babson  With  their  futures  on  the  line,  large  com- 

2.  Pennsylvania  (Wharton)      *)anies  are  likel>  t0  keeP  lr>inz  whatever 

3.  Harvard 

4.  Stanford  kids  ()n  the  block  at  tluijl.  mvn  game_and 

they're  willing  to  pay  big  for  anyone  who 
can  help  them  learn  how  to  think  small. 

By  Nadav  Enbar  in  Nt  w  York 
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ture — despite  the  doubters.  For  Corporate 
America,  the  challenge  is  to  beat  the  new 


5.  Dartmouth  (Tuck) 
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If  it's  new  -Hid  It's  got  wheels,  i  hai  i  ■ 
it  came  from  Southern  (  allfornia.  People  here 

aren't  JUSI  (  onlcnt  to  w<ilk;  they'd  rather  pedal, 
skate  or  scoot. 

Maybe    it's    great   weather    that    inspires 
Southern  Californians  to  design  so  many  ways 

^e   Prius   hybrid   „ifc/ 


7~  r\ 

°V°'a's   design   center.  C 


to  get  out  and  about.  Or  maybe  it's  the  wide- 
open  spaces.  Whatever  it  is,  innovation  is  no 
stranger  to  the  roads  and  pathways  of  this 
beautiful  corner  of  the  world. 

It's  probably  no  coincidence,  then,  that  the 
design  for  the  world's  first  mass-produced  hybrid 
vehicle  was  developed  in  Southern  California. 
In  Newport  Beach,  to  be  precise,  at  Toyota's 
futuristic  North  American  design  center,  known 
as  Calty. 

Here,  a  team  of  designers  created  the  look 
that  is  already  turning  heads  overseas  for 
Toyota's  breakthrough  alternative  fuel  vehicle, 
the  Prius. 

Calty  is  part  of  Toyota's  global  network  of 
operations.  It's  a  network  that  includes  facilities 
in  25  countries  and  provides  jobs  and  growth 
in  communities  around  the  world. 

Here  in  the  U.S., Toyota  directly  employs 
more  than  25,000  individuals.  In  fact,  more 
than  half  the  Toyotas  sold  in  America  are  built 
by  Americans,  using  many  U.S.  parts. 

Local  investment  helps  Toyota  develop 
vehicles  that  are  suited  to  the  special  needs  of 
the  communities  where  we  do  business.  It's  not 
such  a  radical  idea,  even  if  sometimes  the  results 
may  seem  that  way. 

TOYOTA  People  Drive  Us 


THE  EXECUTIVE  MBA 
YOUR  WAY 


How  B-schools  are  making  it  easier  to  juggle  work,  classes,  and  family 


The  Executive  MBA  program  (emba)  of  Columbia  Uni- 
versity Graduate  School  of  Business  has  never  had  trou- 
ble attracting  students,  and  Sept.  25  was  no  exception. 
Every  seat  was  filled  for  the  first  day  of  classes  of  a  rig- 
orous program  that  will  meet  on  campus  every  Friday  for  the 
next  21  months.  Yet  that  wasn't  the  only  option:  With  demand 
soaring,  Columbia  has  also  opened  up  the  course  to  executives 
who  prefer  an  every-other-weekend  schedule. 

Down  in  Athens,  Ga.,  a  group  of  students  at  the  Universi- 
ty of  Georgia's  Terry  College  of  Business  also  began  its  degree 
program,  and  it  too,  features  something  new.  All  the  stu- 
dents in  this  program  work  full-time  for  Pricewaterhouse- 
Coopers,  and  few  live  near  Athens.  They  just  spent  two 

weeks  on  cam- 
pus and  will  re- 
turn regularly 
over  two  years. 
Not  only  will  the 
Pwc  students  get  most  of  their  coursework  online,  but  it  has 
been  customized  specifically  for  the  global  consultant. 

Welcome  to  the  world  of  the  tailor-made  Executive  MBA. 
The  combination  of  the  Internet  and  increased  competition  are 
forcing  B-schools  to  become  far  more  flexible  in  their  EMBA 
programs.  No  longer  do  students  have  to  attend  programs 
close  to  home  on  a  take-it-or-leave-it  schedule.  These  days,  stu- 
dents— and  their  employers — have  much  greater  freedom  to 
design  embas  to  suit  their  needs.  "The  old  'go  to  class  on  al- 
ternating Fridays  and  Saturdays'  is  not  the  only  way  to  do  it 
anymore,"  says  Charles  W.  Hickman,  head  of  projects  and  ser- 
vices at  the  aacsb- International  Association  for  Management 
Education,  the  B-schools'  accrediting  group. 

It's  a  shift  that  seems  to  be  working.  Thanks  to  the  roaring 
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job  market  and  companies'  intense  need  for  skilled  mana 
the  emba  degree  is  hotter  than  hot.  Of  the  100  schools 
veyed  by  business  week  for  its  biennial  emba  project,  th 
erage  program  graduated  61  embas  this  year,  up  fro: 
five  years  ago.  Moreover,  the  number  of  programs  has 
sharply  over  the  last  decade.  Just  55  schools  awarded  E 
in  1988;  today,  190  accredited  programs  exist,  includin 
overseas,  says  David  L.  Poole,  chair  of  the  board  of  trustee] 
the  emba  Council.  And  their  students  are  no  slouches:  T 
in  business  week's  survey  average  an  $88,000  salary  an 
years'  work  experience. 
ONLINE  ACCESS.  It's  also  quite  a  busy  group.  Many  woul< 
be  able  to  earn  the  EMBA  if  they  couldn't  do  much  of  tl 
work  online  (see  page  94)  at  whatever  time,  day  or  night,  t 
suits  them.  According  to  the  business  week  survey,  an 
erage  10%  of  the  emba  curriculum  is  now  delivered  onl 
even  at  on-campus  programs.  That's  key  for  students  str 
gling  to  juggle  work,  school,  and  family.  "The  flexibility  of 
[pwc]  program  makes  it  appealing,"  says  Roy  Greco,  a  pi 
cipal  consultant  in  pwc's  customer  relationship  managem 
practice. 

The  freedom  from  a  biweekly  schedule  has  also  allow 
many  programs  to  beef  up  their  global  coursework — a  big 
sue  for  many  sponsoring  companies.  One  innovative  progr 
is  the  new  Duke  MBA-Cross-Continent  at  the  universit 
Fuqua  School  of  Business,  set  to  begin  next  August  in  b( 
Frankfurt  and  Durham,  N.  C.  The  program  consists  of  eij 
terms,  each  requiring  one  week  on  campus  followed  by 
weeks  of  online  work.  The  students  will  spend  at  least  ft 
terms  at  their  home  campuses;  then  they  will  combine  to 
tend  elective  courses  held  either  in  Germany  or  the  U 
"This  is  a  model  that  fits  our  own  understanding  of  t 
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If  you  want  to  truly  maximize  your  e-business  investment,  be  sure  your  PCs  aren't  holding  you  back.  The 
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changes  of  the  future,  globalization,  and  technology,"  says 
Martin  Moerhle,  head  of  executive  education  at  Deutsche 
Bank,  one  of  the  corporate  sponsors. 

That's  just  one  way  that  universities  are  trying  to  ensure 

that  emba  gradu- 
ates make  a  bot- 
tom-line impact 
when  they  return 
to  work.  At  Rut- 
gers University  in  New  Jersey,  this  year's  emba  students 
must  choose  two  relevant  concepts  at  the  end  of  each  class.  At 
the  end  of  the  18-course  program,  they  must  create  a  case 
study  using  all  of  the  items  selected.  The  hope  is  that  the 
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EMBA  students  will  retain  enough  hard  information  to  a 
the  challenges  that  bedevil  them  back  at  the  office. 

Moreover,  like  pwc,  many  companies  are  creating  cust 
emba  programs  for  their  execs  only.  Texas  Instrument| 
and  BellSouth  Corp.,  for  example,  have  set  up  embas  wi 
University  of  Texas  at  Austin  and  Kennasaw  State.  And 
ating  an  in-house  emba  degree  at  Ford  Motor  Co.,  Stew 
man,  the  director  of  the  auto  maker's  new  Leadership 
opment  Center,  may  cut  out  the  schools  altogether.  His] 
"To  train  and  inculcate  and  radicalize  a  core  of  leaders 
he  says.  It's  a  new  role  for  the  emba — but  in  a  manageme: 
sessed  era,  not  a  surprising  one. 

By  Jennifer  Reingold,  with  Mica  Schneider,  in  New 


20  LEADING  EXECUTIVE  MBA  PROGRAMS 

A  comparison  of  some  leading  schools  offering  the 
Executive  MBA  degree,  based  on  a  survey  of  100  deans. 

SCHOOL 

TOTAL 
TUITION* 

AVERAGE 
MGR.  SALARY** 

AVERAGE 

WORK 

EXPERIENCE 

(YEARS) 

SELECTIVITY 

(PERCENT 

OF  APPLICANTS 

ADMITTED) 

HIGHLIGHTS 

1 

CASE  WESTERN  RESERVE 

(Weatherhead)  Cleveland 

$65,000 

$111,455 

14 

81% 

Runs  EMBA  programs  in  Austria  and  Hungary.  Program  c< 
eludes  with  a  class  on  personal  development. 

CHICAGO 

Chicago 

71,000 

124,000 

16 

45 

First  EMBA  program  (1943).  Set  to  launch  a  globally  inte- 
grated EMBA  in  Chicago,  Barcelona,  Singapore,  in  2000. 

COLUMBIA 

New  York 

88,000 

148,000 

10 

40 

New  building  opened  January  1999.  Ex-AlliedSignal  CEO  L 
ry  Bossidy  will  be  an  executive-in-residence. 

DUKE  (Fuqua) 
Durham,  N.C. 

60,300 

132,000*** 

12 

67 

Set  to  launch  innovative  MBA-Cross-Continent  next  summer. 
Students  spend  time  online  and  at  Frankfurt,  Durham  campus 

EMORY  (Goizueta) 
Atlanta 

57,200 

115,503 

13 

59 

Weaves  e-commerce  topics  throughout  the  program.  Addei 
health-care  specialization. 

GEORGIA  STATE 

Atlanta 

56,100 

77,000 

15 

64 

International  study  trip  has  students  present  a  paper  to  a  I 
selected  company's  execs. 

ILLINOIS 

Champaign 

41,400 

77,000 

13 

63 

Offers  students  in  Chicago  the  opportunity  to  earn  a  virtual 
EMBA  through  videoconferencing,  the  Internet. 

MINNESOTA 

(Carlson)  Minneapolis 

42,000 

100,000*** 

13 

68 

Will  roll  out  an  EMBA  in  China  in  2000  to  go  along  with 
partnerships  in  Poland  and  Austria. 

NYU  (Stern) 
New  York 

90,800 

130,000 

11 

32 

Highest  percentage  of  intl.  students  (29%).  Technology  and 
entertainment  majors  can  study  in  Palo  Alto  or  Hollywood. 

NORTH  CAROLINA 

(Kenan-Flagler)  Chapel  Hill 

42,000 

80,033 

11 

60 

Working  with  University  Access  to  create  an  online  EMBA 
program.  Will  open  new  exec  ed  center  in  2000. 

NORTHWESTERN 

(Kellogg)  Evanston,  III. 

73,500 

151,219 

15 

40 

Largest  total  enrollment  (421)  in  leading  20.  Offers  EMBAs 
with  partners  in  Israel,  Hong  Kong,  Germany. 

PENNSYLVANIA 

(Wharton)  Philadelphia 

92,400t 

142,000 

10 

20 

Highest  average  GMAT  (686)  for  this  year's  entering  class. 
Most  selective.  New  elective  on  marketing  and  e-commerce 

PEPPERDINE 

(Graziadio)  Culver  City,  Calif. 

57,375 

118,142 

18 

78 

Four  locations  in  Southern  and  Northern  California.  Also  run 
a  special  EMBA  for  high-level  execs. 

PITTSBURGH  (Katz) 
Pittsburgh 

36,000 

77,000 

13 

64 

Offers  international  EMBA  in  Prague,  planning  one  in  Brazil 
New  computer-simulation  course  anchors  the  program. 

PURDUE  (Krannert) 
West  Lafayette,  Ind. 

39,000 

87,000 

11 

52 

Only  2%  of  attending  executives  live  within  a  45-mile  ra- 
dius. Program  offered  in  six  two-week  sessions. 

SOUTHERN  CALIFORNIA 

(Marshall)  Los  Angeles 

57,800 

106,000 

16 

50 

Integrated  program  emphasizes  10  themes,  such  as  "Role  o 
the  Global  Executive,"  rather  than  functional  areas. 

SOUTHERN 
METHODIST  (Cox)  Dallas 

45,825 

138,346 

18 

43 

Program  uses  a  headhunter,  counseling,  and  assessment 
tools  to  assist  those  considering  career  changes. 

TEXAS 

Austin 

53,000 

95,000 

13 

43 

Highest  percentage  of  students  with  advanced  degrees  (51%). 
Innovative  customized  program  with  Texas  Instruments. 

UCLA  (Anderson) 
Los  Angeles 

59,100 

157,521 

15 

31 

Highest  percentage  of  students  from  small  companies  (40%). 
Students  do  a  seven-month  international  consulting  project. 

WASHINGTON  (Olin) 
St.  Louis 

54,900 

92,496 

15 

86 

Tripled  number  of  elective  requirements.  Highest  percentage  of 
students  from  nonprofits  (15%). 

*  All  tuition  costs  for  out  of  state  residents 

"For  flagship  program                                     ***BW  estimates                                 +Price  includes  room  and  board 

DATA:  BUSINESS  WEEK  (RESEARCH:  MICA  SCHNEIDER,  NADAV  ENBAR,  JENNIFER  REINGOLD,  CAMBRIA  CONSULTING  GROUP) 
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Compaq  and  Windows  NT  Workstation. 

A  Better  Business  Solution. 


The  Compaq  Deskpro     EN 
Series   running  Microsoft 
Windows  NT    Workstation 
is  the  solution  that  addresses  the 
changing  needs  of  your  business. 
Windows    NT    has    increased 
reliability',  performance^,  and  the 
familiar    Microsoft     Windows 
interface.  Windows  NT  services  and  advanced  management  features 
from  Compaq  ensure  that  industry-leading  Compaq  Deskpro 
products  integrate  seamlessly  into  your  organization.  Windows 
NT  Workstation  on  Compaq  Deskpro  —  it's  the  solution  that's  all 
business.  For  more  information  or  to  get  Windows  NT  Workstation 
on  a  Compaq  Deskpro,  consult  your  Compaq  Authorized  Reseller 
or  go  to  Compaq's  Web  site:    WWW.COmpaq.COm 
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TURNING  B-SCHOOL 
INTO  E-SCHOOL 

Startups  offering  online  MBA  courses  to  corporations  are  acting  like  B-schools 


In  the  fall  of  1998,  Lawrence  A.  Weinbach,  the  new  ceo  of 
Unisys  Corp.,  decided  that  the  information  technology  ser- 
vices provider  needed  to  change  its  culture.  But  in  a  com- 
pany bruised  by  layoffs,  declining  sales,  and  the  resignation 
of  the  preceding  ceo,  that  was  easier  said  than  done.  So  he  cre- 
ated Unisys  University,  an  in-house  training  facility,  and 
charged  it  with  establishing  "a  highly  people-oriented  culture, 
not  the  autocratic  one  we  had,"  says  Ray  Jackson,  senior  con- 
sultant to  the  university's 
leadership  school. 

Jackson  considered  hir- 
ing consultants  or  sending 
his  executives  to  business 
school,  but  decided  not  to. 
Instead,  he  created  his 
own  five-day  course,  and 
turned  to  tiny  software 
startup  Pensare  Inc.  to 
create  an  online  program 
to  supplement  his  face-to- 
face  classes.  "When  you 
want  to  change  a  culture, 
you  want  to  do  as  much 
of  it  on  your  own  as  you 
can,"  says  Jackson. 
ENERGIZED.  Today,  every- 
one from  Unisys'  senior 
execs  to  its  younger  fast- 
track  stars  logs  on  to  tiny 
Pensare's  Distinctive  Lead- 
ership courses  from  their 
desktops.  Customized  materials  were  developed  by  Pensare  and 
a  former  professor  from  the  University  of  Southern  California's 
Marshall  School  of  Business.  To  go  along  with  Jackson's  seminar 
on  leadership,  for  example,  Pensare  produced  case  studies  and 
interviews  with  famous  leaders.  By  yearend,  about  400  Unisys 
managers  will  have  taken  courses  through  Pensare.  And 

although  Jack- 
son can't  link 
Unisys'  higher 
stock  prices  to 
the  course  work, 
"we're  seeing  good  things  happen,"  he  says.  Jackson  says  ex- 
ecutives are  energized  and  communicating  better. 

Pensare — the  name  means  "to  think"  in  Italian — is  just  one 
of  a  handful  of  private  sector  companies  making  a  splash  in  the 
executive  education  market.  Founded  by  Chairman  and  ceo 
Douglas  E.  Donzelli,  an  entrepreneur  who  sold  a  previous 
startup  to  Novell,  Inc.,  Pensare  aims  to  bring  the  best  courses 
from  top  B-schools  together  in  one  place  online.  Companies  will 
then  be  able  to  pick  and  choose  from  its  offerings  to  create 
their  own  customized  mba  programs.  Moreover,  universities  that 
want  to  start  selling  their  own  courses  online  will  also  be  able 
to  turn  to  Pensare  to  provide  the  needed  technology.  'We'd  like 
to  see  20%  to  30%  of  mbas  granted  in  the  U.  S.  on  the  Pensare 
platform  within  five  years,"  Donzelli  says. 


That's  mighty  ambitious — but  so  far,  the  B-school  commi| 
ty  doesn't  sound  too  worried.  "Someday,  distance  learning 
be  a  very  important  part  of  learning,  but  for  now,  it's  in  its 
infancy,"  says  Donald  Jacobs,  the  dean  of  the  J.  L.  KellJ 
Graduate  School  of  Management.  Jacobs  scoffs  at  the  not] 
that  companies  will  turn  to  online  programs  for  degrees. 

Still,  a  new  deal  with  Duke  University's  Fuqua  SchobJ 
Business — ranked  No.  7  in  business  week's  1998  survey 

the  best  B-schools — col 
push  Pensare  into  the 
leagues.     The     softwi 
provider  will  upgrade 
technology     behind 
Duke  MBA-Global  Exe\ 

AT  UNISYS:  Jackson 
hired  Pensare  to  creat 
an  online  program 


Special  Report 


EXECUTIVE    EDUCATION 


tive  program  (gemba) — 1| 
online   MBA   launched 
1996  that  is  considered 
Cadillac  of  online  busing 
degrees.    Then    Penss 
plans  to  repackage  and 
12  Duke  courses — the  cc 
of  the  MBA  program- 
line.  Down  the  road,  mc 
such  deals  with  top  schoij 
are  likely. 

Why  would  Duke  gij 
up  a  franchise  that  sets  it  apart — and  that  might  ultimately 
come  a  direct  competitor  online?  According  to  Blair  H.  She 
pard,  Fuqua's  senior  associate  dean  for  academic  programs,  tl 
school  didn't  have  the  resources  to  expand  the  online  pr 
gram.  'We've  got  to  share  the  wealth  to  make  this  happen," 
says.  Duke — which  received  a  significant  equity  stake  in  Pel 
sare — will  receive  royalties  for  its  courses,  and  could  earnj 
large  financial  return  if  Pensare  goes  public  next  year. 

Still,  Pensare  hardly  has  this  lucrative  arena  to  itself.  Ri\ 
UNext.com  is  working  with  such  B-schools  as  Columbia  and  tl] 
University  of  Chicago  to  create  an  online  MBA  soon.  And  Ur 
versity  Access  has  just  inked  a  deal  with  the  University 
North  Carolina's  Kenan-Flagler  B-school  to  build  a  global  ej 
ecutive  MBA  program  for  five  companies. 

Yet  ambivalence  remains  as  to  whether  sophisticated  mad 
agement  concepts  can  really  be  taught  over  the  Net.  "I  st| 
think  in-class,  physical  learning  is  optimal,"  says  Howard 
Kaufold,  director  of  the  Wharton  Executive  MBA  Prograr 
But  as  a  teacher  in  Wharton's  own  satellite-delivered  course 
Kaufold  knows  he  has  no  choice  but  to  experiment. 

By  Mica  Schneider  in  New  Yo 

For  custom  reprints  of  this  Special  Report  on  executive  education, 
call  212  512-3148  (minimum  order  of  1,000). 
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Frequent  Flyer  Miles: 

Currency  for  High  Flyers 


How  to  Make  Your  Miles  Go  Further 


SPECIAL   ADVERTISING   SECTION 


Many  business  travelers  are  convinced  that  earning 

frequent  flyer  miles  is  like  depositing  money  in  the  bank. 

Miles  have  evolved  into  a  form  of  currency  and  their 

value  is  reaching  new  heights.  That's  why  this  Special 

Business  Travel  Section  is  devoted  to  showing  you  some 

of  the  quickest  and  most  efficient  ways  to  accumulate 

frequent  flyer  miles  and  hotel  points.  We've  also  included 

some  creative  ways  to  redeem  those  very  same  miles  and 

points.  Among  other  news  that  is  taking  off,  you'll  find 

valuable  insight  about  mileage-earning  credit  cards, 

airline  alliances,  current  deals  from  major  airlines  and 

hotel  program  introductions.  Read  on  to  find  out 
i 

how  to  make  your  miles  go  further  and  reap 

|£ '  m  m        the  rewards  of  the  highest  form  of  currency  - 

currency  for  high  flyers. 
k 

Turning  Mortgages  into  Miles:  Earning  Miles 
Turning  Miles  into  Mountains:  Redeeming  Miles 
Take  Off  With  These  Hot  Offerings 
News  on  the  Airline  Alliance  Frontier 


Hotel  News 


Partnerships:  Mileage  Maximizer 
Credit  Card  News 
Click  for  Miles 
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nly  Hilton  H  Honors*  gives  you 

Dth  miles  &  points  for  the  same  stay. 
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travel    agent 

1-800-HILTONS 

wwwhilton.com 

Over  400  Hiltons  worldwide 


No  other  hotel  rewards 
program  offers  airline 
miles  and  hotel  points  for 
the  same  stay.  But  as  a 
member  of  Hilton 
H Honors,  you  earn  both 
every  time  you  stay  at 
business  rates.  And  you 
can  choose  from  over  30 
participating  airline 
program  partners.  It's  the 
fastest  way  to  a  free 
vacation  at  any  of  more 
than  400  participating 
Hilton  and  Conrad 
International  hotels 
worldwide.  So  if  you're 
not  a  member  yet.  enroll 
in  HHonors  online  at 
www.hilton.com.  Hilton 
HHonors.  It  makes  earning 
a  free  vacation  as  easy  as 
a  day  at  the  beach. 


qieem  your  rewards  for  a  free  vacation 
Hiltons  all  over  the  world,  including  Hawaii. 


It  happens  at  the  Hilton. 


i  redemption  of  points  ire  subject  to  HHonors  Terms  and  Conditions.  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply 
ii  Hilton  HHonors  program  membership  materials  for  rate  and  other  restrictions.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton  £1999  Hilton  Hotels 
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Turning  Mortgages  into  Miles: 

Mileage  mania  is  enabling  consumers 
to  transform  myriad  purchases 
into  a  multitude  of  miles.  Better  yet, 
no  purchase  is  too  big  or  too  small. 


E 


ccumulating  miles  is  no  longer  reserved  for  individuals  who  travel. 
The  proliferation  of  mileage-earning  vehicles  now  includes  everything 
from  stock  trades  to  mortgages  to,  yes,  microwave  meals  -  that  could 
mean  anything  and  everything  from  returning  a  call  to  your  boss  to 
taking  in  a  leisurely  game  of  golf  to  plunking  down  a  deposit  for  that 
sexy  sports  car.  Before  making  a  purchase,  find  out  if  miles  are  part  of 
the  deal  or  if  a  competitive  company  offers  miles  for  making  a  comparable 
purchase  at  a  competitive  price. 

Here  is  a  sampling  of  the  increasing  ways  to  gain  miles  with  some  of 
the  major  carriers.  Terms  are  subject  to  change  and,  in  some  instances, 
offers  are  good  for  a  limited  time  only.  To  reap  the  rewards,  you 
need  to  be  a  member  of  the  applicable  programs. 


United  Airlines 
(Mileage  Plus  program) 

Get  Your  Miles  Here 

Newcomers  to  booking  online  can  now 
earn  4,000  Mileage  Plus®  bonus  miles 
with  the  first  purchase  of  a  United 
Airlines  ticket  at  the 
www.ual.com  website. 
This  includes  the  ongoing 
1,000-mile  bonus  for 
booking  online,  plus  an 
additional  one-time  bonus 
of  3,000  miles.  Get  board- 
ing soon  since  travel  must 
be  completed  by  December 
31,  1999. 


Can  I  Quote  You? 

United  Airlines  and  e-Kemper  is 
offering  members  a  minimum  of  2 
miles  when  they  request  a  free  qu 
on  their  auto  insurance  through 
Kemper's  new  direct  response  div 
sion  at  www.ekemper.com/ual. 

Northwest  Airlines 
(WorldPerks®  program) 

Three  Times  the  Fun 

Earn  triple  WorldPerks  bonus  mil 
on  qualifying  Hertz  rentals  throug 
October  31,  1999  at  participating 
tions.  Thanks  to  Hertz  and  Norths 
Airlines,  you  can  now  drive  in  style 
and  heighten  your  miles  account  - 
at  the  same  time.  To  get  into  the 
fast  lane,  stop  by  www.hertz.com  or 
call  1-800-654-2210. 

Investing  Pays 

Earn  250  miles  for  every  $1,000  yo 
invest  for  one  year  in  the  Warburg 
Pincus  WorldPerks  Money  Marke 
Fund  or  the  Warburg  Pincus 
WorldPerks  Tax  Free  Money  Mark 
Fund.  Invest  yourself  in  WorldPer 
Investor  Miles"  at  www.warburg.con 


or  by  calling  1-800-927-2874  or 
1-800- WARBURG. 


The  proliferation 
of  mileage-earn- 
ing vehicles  now 
includes  everything 


from  stock  trades 
to  mortgages  to, 


I'll  Trade  You 


yes,  microwave 
meals. 


Mileage  Plus  members  can 
earn  up  to  25,000  bonus  miles  when 
they  open  an  E*Trade®  account  with 
$50,000  or  more.  Or,  earn  up  to  10,000 
bonus  miles  when  opening  an  account 
with  $10,000  or  more.  Mileage  earned 
varies  with  the  amount  of  the  account. 
Invest  the  time  and  visit  ETrade  at 
www.etrade.com. 


Flower  Power 

The  Flower  Club®  is 
giving  away  500  miles 
for  every  order  of 
$29.99.  An  additional 
100  miles  will  be  credit 
ed  to  your  account 
for  every  $10  over 
the  $29.99  minimum. 
Call  1-800-800-7363 
and  come  away  smelling  like  a  rose 

Check  It  Out 

When  you  travel  on  a  Northwest 
E-Ticketf,  earn  1,000  miles  for  eacl: 
one-way  check-in  at  an  E-Service 
Center  at  designated  U.S.  airports 
Among  other  services,  you  can  use 
E-Service  Centers  to  obtain  boardi 


Spmfcs 
»!•...  LI 


Get  up  t( 

r|ySpi 
I 


4«i 


'sis* 


Choose  Sprint  and  talk  for  miles 


(WorldPerks  Bonus  Miles  that  is.) 


ti 


Only  Northwest  Airlines  lets  you  earn  Bonus  Miles 
using  Sprint  PCS®  Service. 


Sprint  PCS 
5.000  Bonus  Miles 


lonUFVNCAW 
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Long  Distance  and  FONCARD 
2,000  Bonus  Miles 


EJ-GOGOBD 


EarthLink  Sprint  Internet  Service 
2.500  Bonus  Miles 


Sprint  Personal  800  Number 
2.000  Bonus  Miles 


Sprint  Paging 
2.000  Bonus  Miles 


3et  up  to  13,500  Bonus  Miles  for  choosing  Sprint,  calling  home  on  your  Sprint  PCS  Phone7'-'.  It  all  gets  you  on  your 

Only  Sprint  lets  the  ways  you  communicate  add  up  to  more  way  that  much  faster  to  free  travel  on  Northwest  Airlines. 

A/orldPerks  Bonus  Miles  in  your  account.  That's  because  each  dollar  You'll  earn  up  to  13,500  Bonus  Miles  for  choosing  Sprint.  So 

/ou  spend  on  any  Sprint  service  earns  you  five  additional  miles,  get  connected  to  your  world  and  send  your  WorldPerks  Bonus 

whether  you're  surfing  the  Internet,  checking  your  voicemail  or  Miles  soaring.  And  call  today  toll-free,  1-888-MILES-4-YOU. 


Sprint 


Sprint  PCS 


Call  1-888-MILES-4-YOU 

0 


NORTHWEST 
AIRLINES 

WOKUlPlKlO. 


0 


EarthLink 


Sprint 


jprmt  Sense  is  10c  a  minute  residential  dial  one  state-to-state  7  pm  to  7  am  weekdays  and  all  weekend,  25e  a  minute  7  am  to  7  pm.  In-state  rates  vary.  Call  1-888-645-3749  for 
ita  rates  Otfer  expires  1/31/00    Excludes  taxes  and  credits  Limit  one  bonus  mile  offer  per  customer  For  Sprint  PCS,  your  first  2.500  mile  bonus  will  be  deposited 
n  your  WorldPerks  account  up  to  12  weeks  after  your  Sprint  PCS  service  has  been  activated.  Your  additional  2,500  mile  bonus  will  be  deposited  in  your  WorldPerks  accov 
vour  sixth  Sprint  PCS  invoice  For  Sprint  Paging,  your  first  1,000  mile  bonus  will  be  deposited  in  your  WorldPerks  account  up  to  8  weeks  after  your  Spnn: 

i  onus  will  be  deposited  in  your  WorldPerks  account  up  to  8  weeks  after  your  sixth  Sprint  Paging  invoice.  For  all  other 
iervices.  please  allow  up  to  eight  weeks  for  miles  to  be  posted  to  your  WorldPerks  account  :ions  appty  Call  1-888-MILES-4-YOU  for  details  ©1999  Sprint  Spec; 

■il  Sprint,  Sprint  PCS,  Sprint  PCS  Phone  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company,  LP  ©1999  Northwest  Airlines.  Ii 
Miademark  of  Northwest  A.  nark  of  EarthLink  Network,  Inc 
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passes,  change  or  confirm  seat  assign- 
ments and/or  obtain  WorldPerks 
Elite  upgrades.  Check  it  out  by 
calling  1-800-225-2525. 

Continental  Airlines 
(OnePass*  program) 

Pay  Your  Way 

Now  you  can  earn  miles  with  cash. 
The  OnePass  Purchase  Option  allows 
you  to  buy  up  to  20  percent  of  the 
miles  you  need  for  a  travel  award 
requiring  a  minimum  of  20,000. 
For  $25  (plus  tax),  you  get  1,000 
miles.  To  get  more  mileage  out  of 
every  dollar,  call  1-800-621-7467. 

American  Airlines 

( AAdvantage   program) 

Wi  red-less? 

AAdvantage  members  who  enroll 

in  AT&T  Wireless 

Services  inflight  call 

ing  program  can 

earn  five  miles  for 

every  $1  of  inflight 

calling  on  American 

Airlines  flights.  To 

connect,  call  1-800-682-0006 

by  land  or  *MILES  by  air. 

Take  AM  the  Credit 

Earn  miles  from  the  AAdvantage 
Program  for  Mortgages  and  Real 
Estate.  When  buying  or  refinancing 
with  Countrywide"  Home  Loans, 
you  can  earn  1 ,000  AAdvantage 
miles  for  ever)'  $10,000  of  your  loan. 
Home  equity  loans  earn  you  2,500 
miles.  Miles  vary  with  business 
conducted.  So,  head  right  home  and 
call  1-800-852-9744  for  more  details. 

Tee  Time 

The  AAdvantage  Golf  program 
offers  benefits  at  over  400  courses. 
Earn  2,000  miles  for  just  enrolling 
(a  fee  is  required)  and  a  100-mile 
minimum  each  time  you  play. 

Rl  KIMF<;<;  WFFK    /  DrTDRFR    1R     1QQQ 


Before  making  a 
purchase,  find  out 
if  miles  are  part 


of  the  deal. 


To  find  out  where  to  take  that  first 
swing,  call  1-888-843-5422. 

Delta  Air  Lines 
(SkyMiles*  program) 

In  the  Driver's  Seat 

Buy  a  car  from 

a  participating 

SkyMiles  affiliated 

dealership  and  earn 

up  to  10,000  bonus 

miles  as  you  drive 

off  into  the  sunset 

(or  smog,  depending 

on  your  residence). 

Earn  10,000  miles  with 

the  purchase  of  a  new  car 

from  $20,001  to  $40,000  or  any 

used  vehicle.  For  new  vehicles  up  to 

$20,000,  earn  5,000  bonus  miles.  In 

addition,  you  can  earn  one  bonus  mile 

for  every  dollar  spent  on  service  at  a 
SkyMiles  dealership  and/or 
10,000  bonus  miles  on 
the  purchase  of  an  extended 
service  warranty.  Get  up 
to  full  speed  by  calling 
1-888-310-3435  for  a  list 
of  participating  dealers. 


beverage,  tax  and  tip,  at  thousand* 
of  restaurants  nationwide.  Earn 
on  your  first  visit  per  restaurant  py 
month  with  a  maximum  of  6j 
miles  for  each  visit, 
the  juicy  details, I 
1-800-213-74J 
-800-818- 


To  Top  it  Off 

Delta's  Mileage  Purchase  program 
enables  you  to  purchase  the  extra 
miles  you  need  to  qualify  for  an 
award  ticket.  Depending  on  the 
award,  you  can  purchase  up  to  20,000 
miles,  in  increments  of  1 ,000  miles, 
for  2  lA  cents  per  mile,  plus  applicable 
transportation  taxes  and  fees.  To 
cash  in  on  this  deal,  call  SkyMiles 
OneSource"  at  1-800-325-3999 
or  your  Delta  Reservations  Sales 
Representative  at  the  telephone 
number  listed  on  the  back  of  your 
SkyMiles  membership  card. 

Eat  and  Earn: 

With  the  SkyMiles  Dining  Program, 
you  can  earn  10  bonus  miles  for 
every  qualified  dollar  spent,  including 


r  Renaissance 
Cruises  is  offering  v 
to  20,000  miles  per  cabi 
on  designated  cruises.  To  join  in 
the  fun,  call  Renaissance  Cruises  at 
1-800-825-7938  or  visit  their  websil 
at  www.renaissancecruises.com. 

Here's  to  Good  Health 

Receive  a  certificate  worth  500  mi 
with  the  purchase  of  1 0  specially 
marked  Healthy  Choice  products. 
There's  no  limit  to  the  number  of 
certificates  you  can  earn  -  so  start 
your  health  kick  today.  Other  airlir 
participating  in  the  Healthy  Choict 
promotion  are  American  Airlines, 
United  Airlines,  Delta  Air  Lines, 
TWA  and  Northwest  Airlines. 
For  additional  information,  visit 
the  Healthy  Choice  website  at 
www.healthychoice.com. 

America  West 
(FlightFund®  program) 

Shorten  the  Distance 

FlightFund  members  who  switch 
to  Sprint  Sense®  for  long-distance 
residential  service  can  earn  up  to 
7,500  bonus  miles.  Get  500  additio 
al  bonus  miles  (awarded  after  your 
sixth  invoice)  for  signing  up  online. 
In  addition,  you  can  earn  five  miles 
for  every  dollar  spent  on  such 


wpping,  sleeping,  driving,  talking. 

(Flying  isn't  the  only  way  to  earn  miles.) 
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5  Airline  Partners 

[Serving  more  than  400 

destinations  on  5  continents.] 

ig  Hotels  and  Resorts 

5  Car  Rental  Partner 

ank  of  America  FlightFund  VISA 

Sprint ' 

Diners  Club 

Flower  Club 

Troon  Golf 

Thrifty  andAllnght  Parking 

ClickRewards 

^ightFund  Auto  Buying  Program 

Kemper  Auto  Insurance 

World  Savings' 


Fly  free  faster  with  FlightFund. 


Ifjou  want  to  be  rewarded  frequently,  enroll  in  FlightFund,  America  West's  worldwide 
frequent-flyer  program.  From  booking  hotel  rooms  and  rental  cars  to  making  long-distance 
calls  or  even  plajing  a  round  ofgolfjou  can  earn  miles  from  an  impressive  list  of  program 
partners.  Combine  that  with  2,500  bonus  miles  after  jour  first  flight  and  Award  levels 
beginning  at  20,000  miles*  and  you'll  be  flying  free  in  no  time.  Call  1-800-247-5691 

FlightFund* 


for  more  details.  Or  visit  www.americawest.com. 


>&  America  West  Airlines 


l"''^'11  pendorteri  i, ,. Iters  of  the  FlightFund  pro  me  without  no 

1   "'"' ns  of  the  FlightFund  program    tn  account  that  does  not  jhow  an;  iths  will  have  its  mileage  credits  expired    I  Viilines  and  FlightFund  an 
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offerings  as  Sprint  long-distance, 
Internet,  toll-free,  additional  line 
and  paging  services.  Certain  rules 
and  restrictions  apply.  Keep  in  closer 
touch  with  family  and  friends  by 
calling  1-800-968-7846  or  head  for 
www.sprint.com  to  check  out  the 
latest  deals.  Sprint  also  has  partner- 
ships with  Alaska  Airlines,  North- 
west Airlines,  TWA  and  Virgin 
Atlantic  Airways. 

Diners  Club  International 
(Club  Rewards  program) 

Key  This  In 

Diners  Club  International  is  offering 
double  Club  Rewards  points  when 
Cardmembers  purchase  Dell"  prod- 
ucts by  November  30,  1999.  The 
deal  applies  to  items  like  desktop 
and  notebook  computers,  along 
with  accessories.  To  get  up  and  run- 
ning, visit  www.dinersclubus.com 
or  call  1-800-2 -DINERS. 


According  to  OAG's 
Frequent  Flyer  magazine 
1 998  Frequent  Flyer  Poll: 

•  58  percent  of  business  travelers 
visited  an  airline  website  in 

the  past  1 2  months 

•  43  percent  of  business  travelers 
said  they  use  the  Internet  or  an 
online  service  while  traveling,  up 
from  27  percent  as  revealed  in 
the  1 997  Frequent  Flyer  Poll 

•  73  percent  of  business  travelers 
said  they  generally  travel  with 

a  laptop  computer 


Turning  Miles  into  Mountains: 

YouVe  worked  hard  to  rack  up  all 
of  those  miles  and  hotel  points  -  no1 
it's  time  to  put  them  to  good  use. 
Beyond  airline  tickets  and  hotel  stay:! 
you  can  now  redeem  your  miles 
for  everything  from  Utah  ski  trips 
to  Caribbean  cruises. 


Betting  maximum  value  from 
your  miles  and  hotel  points 
is  a  primary  goal  for  most 
business  travelers  and  there's  an  abun- 
dance of  opportunities 
in  the  redemption 
arena.  In  many  instances, 
you  can  contribute 
to  worthy  causes,  stay 
at  your  favorite  hotels, 
take  all-inclusive  vaca- 
tions to  exotic  lands, 
earn  memberships  to 
airport  lounges,  buy 
upgrades,  participate 
in  auctions,  and/or  shop 
at  your  favorite  retail  outlets.  When 
you're  ready  to  splurge,  here  are 
some  innovative  ways  to  spend  your 
miles  and  hotel  points. 

Golf  enthusiasts  can  swing  Marriott 
Rewards'  hotel  points  into  "Great  Golf 
Getaways,"  which  may  include  resort 
accommodations  that  sport  the  ideal 
golf  environment  or  golf  lessons  at 
some  of  the  best  schools  in  the  country. 
Of  course,  an  all-time  "rewards" 
favorite  is  a  complete  vacation  package, 
including  a  one-week  stay  at  your 
favorite  Marriott  hotel,  two  (or  more) 
roundtrip  airline  tickets  and  car  rental. 
Members  can  also  use  their  points 
to  set  sail  on  sea  cruises  to  Alaska, 
the  Caribbean  or  the  Greek  Isles. 


Another  alternative  is  to  head  for 
Universal  Studios  Florida®  or  a  s 
trip  in  Utah. 

"We  have  175  different  awards! 
says  Ralph  Giannola, 
Marriott  International 
senior  vice  president  o 
constimer  marketing. 
"In  addition  to  offerin 
variety,  awards  need  to 
attainable.  When  it  co 
to  redeeming  points, 
offer  our  guests  a  host 
options,  as  well  as  qui 
and  simple  ways  to  rea 
their  desired  awards." 
Hilton  HHonors®  members  ca 
transform  stays  into  airline  tickets 
hotel  rooms.  "Our  goal  is  to  give  o 
guests  the  most  rewarding  earning 
opportunities.  That's  why  we  have 
double-dipping  -  you  can  get  both 
miles  and  points  for  every  stay,"  saj 
Jeffrey  Diskin,  President  and  COO 
Hilton  HHonors  Worldwide. 

Hilton  HHonors  VIP  members 
can  enjoy  vacation  award  packages 
ranging  from  golf  getaways  to  vaca 
tions  in  Europe  and/or  Hawaii.  The 
athletic  set  can  redeem  points  for 
custom-fitted  bicycles;  sweet-lover; 
can  indulge  in  entire  tins  or  baskets 
of  Mrs.  Fields®  cookies;  and  motoris 
can  earn  new  one-year  basic  member 
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IHTERHET  is  PAVING, 

THERE  /$  NO  SPEED  IMfT. 


Be  it  at  home,  work,  hotels  or  business  centers 

across  the  country,  CAIS  Internet  can  connect  you 

to  the  Internet  with  unprecedented  levels 

of  speed  and  reliability.  As  a  recognized  leader  in  the  industry, 

CAIS  is  erasing  the  boundaries  of  high  speed  Internet  access, 

delivering  it  to  places  it's  never  been  before. 
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ships  to  AAA.  Members  can  exchange 
HHonors  points  for  airlines  miles 
and  miles  for  points  with  Reward 
Exchange  participants. 

Utterly  Unique 

Lufthansa  used  their  creative  juices 
when  they  developed  such  awards  as 
30-minute  flights  in  vintage  Lufthansa 
planes  from  the  1930s,  lessons  from 
professional  BMW  race  car  drivers 
and  3 -day  passes  for  the  entire  family 
to  Disneyland®  Paris.  You  can  also  be 
"pilot  for  a  day"  as  you  enter  a  simula- 
tor where  Lufthansa  pilots  are  actually 
trained.  Miles  &  More*  members  can 
also  redeem  their  miles  on  any  Star 
Alliance  carrier,  which  literally  opens 
up  a  world  of  possibilities. 

The  carrier  also  has  ongoing 
drawings  that  range  from  dinner 
for  two  to  luxury  cruises.  In  one 
instance,  travelers  participated  in 
a  drawing  for  100,000  miles  for 
a  one-week  Caribbean  cruise  to 
St.  Vincent,  Grenada,  Margarita 
Island  and  Curacao. 


199.8  through  the  Northwest  AirCares 
charitable  support  program.  These 
donated  miles  translate  into  approx- 
imately 2,000  to  2,550  domestic 
roundtrip  tickets  for  use  by  the 
airline's  charity  partners.  Travelers 
receive  500  bonus  miles  for  contri- 
butions of  at  least  5,000  miles  or 
$50  or  more. 

Northwest  AirCares  1998  charities 
included  St.  Jude  Children's  Research 
Hospital,  Juvenile  Diabetes  Foundation 
International,  The  United  Negro 
College  Fund  and  the 
March  of  Dimes. 

American  Express8 
Membership  Rewards8 
is  well  aware  that  shop- 
ping is  one  of  the  nation's 
favorite  pastimes.  Among 
other  choices,  the  program 
enables  you  to  redeem 
points  for  merchandise 
from  The  Sharper  Image®, 
The  Learning  Company  and 
Fisher-Price®.  In  addition,  points 
can  be  redeemed  for  Hertz®, 


Getting  maximum 
value  from  your 
miles  and  hotel 
points  is  a  prima- 
ry goal  for  most 
business  travelers. 


Take  Heart 

Northwest  Airlines'  WorldPerks® 
members  gave  with  their  hearts  when 
they  contributed  more  than  5 1  million 
miles  to  non-profit  organizations  in 


National®,  Budget®  and  Avis®  car 
rentals.  You  can  always  opt  for  hotel 
stays  and/or  airline  tickets  -  always  a 
wise  choice. 


Jim  Davidovich,  United  Airline 
marketing  manager,  asserts  that 
travelers  want  to  go  the  distance  w) 
their  miles.  "Many  people  are  looM 
to  go  beyond  the  United  States  ar 
earn  roundtrip  tickets  to  Europe] 
Overall,  frequent  flyers  want  to  gol 
the  furthest  destination  they  can  wl 
using  award  tickets,"  adds  Davidov 

Drive  Off  into  the  Sunset 

If  you're  in  a  lavish  frame  of  mind 
United  conducts  auctions  that  co 
a  broad  range  of  activi 
One  auction  spotlight 
a  week-long  driving  tol 
in  a  Mercedes  throug 
England,  France  or 
California  Wine  Coun 
United  also  holds  bon 
auctions  for  short  and 
sweet  stays  at  any  of  5 
Relais  &  Chateaux®  Inns 
Delta  Air  Lines  is  another  car 
that  holds  auctions  for  its  frequen 
flyers.  Among  other  eventful  trips, 
this  month's  auctions  feature  a  Hy: 
Lake  Tahoe  Escape,  Radisson  Seve 
Seas  Navigator  Cruise,  Best  of  Italy 
tour  and  a  Western  North  Carolina 
Adventure  Package. 

To  keep  members  abreast  of  oth 
award  opportunities,  Delta  recentl 
introduced  a  toll-free  number 
(1-888-750-6699)  that  travelers  can 
call  to  learn  about  SkyMiles®  aware 
travel  availability  to  popular  destina 
tions.  "We're  constantly  looking  for 
new  ways  to  add  value  and  variety  t 
our  program,"  says  Kevin  Pinto, 
Delta's  system  manager  -  SkyMiles. 
Pinto  is  not  alone  in  his  views. 
Most  frequent  flyers  would  agree 
that  value  and  variety  play  a  big  rok 
in  the  redemption  of  miles  and  hotel 
points.  Fortunately,  travel  provider 
continue  to  roll  out  viable  -  and 
imaginative  -  options. 
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ve  already  checked  voicemail  on  the  ground. 

Whatever  it  is,  it  can  wait  till  I  land. 

m  not  calling  in. 

/hat  can  possibly  happen  in  a  couple  of  hours? 


You  have 


seven 


i-  * / 


new 

messages.'' 
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i        Checking  your  We  realize  that  for  you,  not  checking  voicemail  is  hard  to  do  Well 

!  ^rpbiirSuld  bT  I  ^^  3bOUt  t0  makC  *  6Ven  harder:  an  AT&T  infli8ht  Pr°g^m  that 
;  gives  you  the  first  minute  free  when  you  use  the  inflight  phone  to 
!  check  voicemail  at  the  office.  Just  call  I  800 -743- 8275  or  dial  *MAIL 
(toll-free)  on  the  inflight  phone  for  details  and  to  register  your  business  voicemail  number  It's  that 
easy.  So  on  your  next  flight,  you  might  as  well  put  aside  that  novel,  pick  up  the  phone,  and  do  what 
you  really  want  to  do.  Because  something  tells  us  you'll  have  a  few  new  messages. 
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Take  Off  with  these  Hot  Offerings: 

Here  are  some  of  the  best  bargains 
and  biggest  innovations  in  the  air  - 
and  on  the  ground.* 


Good  Every  Time 

United  Airlines  has  eliminated  the 
expiration  of  miles  for  Mileage  Plus 
members.  However,  members  must 
earn  or  redeem  miles  at  least  once 
every  36  months.  In  addition,  United 
will  reinstate  miles  that  have  expired 
from  1998  accounts.  To  re-activate 
miles,  you  must  purchase  two  paid 
domestic  roundtrips  or  one  paid 
intercontinental  roundtrip  on  United, 
United  Shuttle®  or  United  Express" 
by  December  31,  1999.  Visit 
www.ual.com  to  register  for  this 
special  offer  prior  to  take-off  on 
your  qualifying  flight. 

On  the  Big  Screen 

You  can  now  enroll  in  United  Airlines' 
Mileage  Plus  program,  redeem  award 
miles  for  domestic  travel  and  obtain 
real-time  account  informa- 
tion online.  The  Internet 
can  also  be  used  to  check 
award  travel  availability 
to  all  50  states  and 
Puerto  Rico.  In  addi- 
tion, United  is  enabling  travel- 
ers to  purchase  up  to  15,000 
miles  per  year  -  up  from  10,000 
miles  -  for  2l/2  cents  a  mile 
(plus  federal  excise  tax  and  pro- 
cessing fee).  Order  via  the  web 
through  www.ualmiles.com. 


■  * 


The  Joys  of  Companionship 

Malaysia  Airlines  is  offering  American 
Express  Platinum  cardholders  a  free 
roundtrip  companion  ticket  with  the 
purchase  of  a  full-fare,  roundtrip 
ticket  on  first  or  business  class  flights 
to  Malaysia  and  beyond  (excluding 
Japan).  Gold,  Corporate  and  Green 
American  Express  cardholders  making 
similar  purchases  are  eligible  for 
a  75  percent  discount  on  a  roundtrip 
companion  ticket.  This  offer  is  valid 
until  April  2000.  Tickets  are  subject 
to  all  local  applicable  taxes  and 
companions  must  fly  together.  Keep 
your  companion  happy  by  visiting 
your  travel  agent,  American  Express 
office  or  Malaysia  Airlines  at 
www.malaysia-airlines.com. 

Less  is  More 

Delta  Air  Lines  is  now 
offering  a  reduced 

mileage  award  for 
travel  on  the 
Delta  Shuttle  between 
New  York's  LaGuardia 
Marine  Air  Terminal  and 
Boston  and/or  Washington, 
D.C.,  along  with  shuttle 
L   service  between  Boston 
and  Washington.  Valid 
until  December  31st, 
the  mileage  require- 
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ment  for  a 
roundtrip  ticket  is 
15,000  as  opposed  to  the  standard 
25,000  miles.  For  a  limited  time, 
reduced  mileage  awards  are  also 
available  for  travel  to  Mexico,  Japal 
Central  America  and  South  Americ| 
from  designated  gateways. 

Cash  Gladly  Accepted 

To  accommodate  frequent  flyers 
either  don't  have  enough  miles  orl 
don't  want  to  part  with  a  big  chunk 
them,  American  Airlines'  AAdvantal 
members  can  use  a  combination  of  I 
miles  and  cash  to  claim  award  ticke| 
For  example,  instead  of  using  25, 0( 
miles  for  a  domestic  award  ticket, 
you  have  the  option  of  combining! 
10,000  miles  with  a  designated  co- 
payment.  American  Airlines  has 
20,000-,  15,000-  and  10,000-mile 
award  tickets  requiring  co-payment 

A  Bigger  Window 

Northwest  Airlines  has  extended 
its  off-peak  award  period  so  now 
WorldPerks  members  can  use  a 
20,000-mile  award  ticket  within  the 
continental  U.S.  and  Canada  for  nine 
months  out  of  the  year  -  six  months 
more  than  in  the  past.  A  Saturday 
night  stayover  is  required.  In  additioi 
WorldPerks  miles  no  longer  expire. 


Half-Price  Sale 

For  a  limited  time,  Southwest  Airline] 
is  cutting  in  half  the  requirements 
to  earn  an  award  ticket  if  you  book 
online.  You  can  now  earn  an  award 
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■    builds  his  own  business  trips 


upgrade  seats 
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ticket  after  only  four  roundtrip  flights, 
as  opposed  to  the  standard  eight 
roundtrip  flights.  If  you  fly  50 
roundtrips  within  a  12 -month  period, 
you  are  eligible  for  a  free  companion 
pass,  good  for  one  year. 

Lucky  Number  Three 

Between  now  and  December  31st, 
earn  triple  miles  on  Midwest  Express 
Airlines  for  travel  between  Milwaukee 
or  Kansas  City  and  Washington 
Dulles  or  Washington  National. 
In  addition,  Frequent  Flyer  miles 
no  longer  expire  as  long  as  there 
is  any  type  of  mileage  activity  in  a 
member's  account  within  36  months. 
For  additional  information,  visit 
www.midwestexpress.com. 
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Sleep  Well 

The  1 -800-USA-Hotels.com 
website  offers  a  20  -  65  percent 
discount  on  the  rates  at  over 
1 1,000  properties  worldwide. 
In  addition,  you'll  earn  two 
miles  for  every  dollar  spent ' 
on  hotel  reservations.  First 
time  users  who  book  their 
hotels  on  the  Internet  receive 
1,000  bonus  miles.  Site  visi- 
tors can  speak  directly  to 
a  representative  by  clicking  a 
button  after  entering  required 
information  -  an  agent  will 
contact  them  via  phone  to 
answer  any  questions.  So,  get 
booking  around-the-clock  at 
www.  1 800usahotels.com. 


You  can  now 
convert  American 
Express  Member- 
ship Rewards 
points  into  cash 
or  buy  points  to 
help  reach  an 
award  level. 


Right  Online 

Korean  Air  will  be 

featuring  its  website 

in  five  languages: 

English,  Korean, 

Japanese,  French 

and  German.  In 

addition,  SKYPASS 

members  can  create 

personalized  pages 

featuring  such 

information  as 

mileage  balances,  special  Internet 

fares  to  chosen  destinations  and 

the  weather  and  local  time  at 

designated  cities.  Take  a  trip  to 

www.koreanair.com. 

European  Vacation 

Travelscape.com,  a  Las-Vegas-based 
online  wholesale  travel  planning  and 
reservation  service,  recently  launched 
Travelscape  Europe  International  at 
www.travelscapeeurope.com.  You'll 
find  discounts  on  hotel  and  air/hotel 
packages  -  from  budget  to  luxury 
accommodations  -  at  approximately 
150  hotels  throughout  Europe. 
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What  a  Great  Voice 

AT&T  is  offering  the  first 
minute  of  every  inflight  call 
made  to  a  registered  business 
voicemail  number  free  of  charge. 
There  is  no  charge  for  calls 
under  one  minute  made  to 
voicemail.  Travelers  can  register 
business  or  corporate  voicemail 
numbers  in  the  United  States 
and  Canada  by  calling  1-800-743- 
8275  on  the  ground  or  *MAIL 
(toll-free)  in  the  air.  Some  restric- 
tions apply.  Start  talking  -  listen,  too. 

Talk  is  Cheap 

For  answering  a  few  travel-related 
questions,  AT&T  is  offering  a  free 
five-minute  inflight  phone  call  to  pas- 
sengers on  Alaska,  American,  Canadian, 
Northwest  and  Southwest  airlines. 
Dial  *FREE  (*3733  toll-free)  from  an 
AT&T  inflight  phone  on  one  of  these 
airlines  to  connect  to  a  representative 
who  will  ask  a  few  questions  and 
arrange  for  the  free  call.  This  promo- 
tion is  available  on  a  one-time  basis  and 
calls  are  valid  in  North  America  only. 


We  Clik 

Get  a  free  trial  version  of  PeoplePt 
software  and  save  $25  on  a  PeopleP 
membership  when  you  buy  a  four 
pack  of  40MB  Iomega  Clik!™  disk 
The  Iomega  Clik!  PC  card  drive, 
introduced  last  spring,  is  a  compa 
drive  that  fits  into  a  notebook's  PC 
card  slot.  When  you're  ready  to  C 
head  over  to  www.iomegadirect.con 


where  you  can  now  purchase  the  fu 
line  of  Iomega  products  online. 


Give  and  Take 

You  can  now  convert  American 
Express  Membership  Rewards®  point 
into  cash  or  buy  points  to  help  reach 
an  award  level.  You  get  $100  for 
20,000  points,  and  you  can  redeem  u 
to  60,000  points  per  calendar  year 
($300  worth).  You  can  buy  points  ii 
increments  of  1,000  for  $25,  and  you 
may  purchase  up  to  20,000  points  p 
calendar  month.  Certain  rules  appl) 
Get  to  the  point  by  calling  1-800 
297-3276  or  1-800-AXP-EARN. 

*  Please  note  that  these  offers  are  subject  to  chan 
anil  may  be  available  for  a  limited  time  only 


AFTER  30  DAYS,  MOST 
CHARGE  CARD  COMPANIES 
GIVE  YOO  A  WARNING. 

WE  GIVE  YOO  ANOTHER  30  DAYS 


There  must  be  a  catch,  night?  Actually,  no.  We  understand  that 
sometimes  a  three-day  business  trip  turns  into  three  weeks  and, 
by  necessity,  you  could  use  some  extra  time  to  pay  your  bill.  That's 
why  we  always  give  you  the  convenience  of  an  extra  billing  period  to 
pay  when  you  need  it,  interest-free.  Another  difference  is  having  a  real 
person  answer  your  calls  and  help  you,  24  hours  a  day.   We  also  give 
you  an  award-winning  rewards  program  that  allows  you  to  earn  miles 
that  can  be  redeemed  on  every  major  U.S.  airline.  And,  of  course,  the 
Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.   Call  us  at  1  800  2  DINERS. 
We'll  answer  all  of  your  questions,  no  extra  charge. 


CITIBANK 


|~|^  Diners Club 

'  \9  International 


3881  iW&b  "*ms 
BREAKING  THE  PLASTIC  MOLD. 


Citicorp  Diners  Club  Inc        www  dinersclutn* 


TRAVELERS  EARN  MILES  FASTER  AT 
OVER  1,650  MARRIOTT  HOTELS  WORLDWIDE 

Nothing  compares  to  Marriott  Rewards ...  always  the 
fastest  way  to  a  free  night ...  and  now  the  fastest  way  to 
a  FREE  FLIGHT.  Starting  October  4th,  Marriott  Rewards 
members  can  earn  three  miles  on  their  choice  of  28  airlines 
for  all  dollars  spent  at  Marriott  or  Renaissance"  hotels,  resorts 
and  suites.  And  for  the  first  time  ever,  members  can  earn 
miles  at  seven  other  Marriott  hotel  brands.  Of  course, 
earning  points  toward  free  vacations  is  always  an  option! 


MORE  REWARDS 
THAN  EVER 
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Fastest  Way  to  a  Free  Fligr 
New  mileage  option  triples  1 
number  of  hotels.  Now  earn 
unlimited  miles  at  1,650  Ma 
hotels  worldwide. 
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More  Airline  Partners -No 
28  participating  airlines,  incl 
Cathay  Pacific,  LatinPass*  Sing 
Airlines  and  Southwest  Airli 

Double  Miles  on  American 
Airlines*- Members  receive  d( 
American  AAdvantage®  miles 
to  six  miles  per  dollar  spent- 
stays  October  4,  1999,  throuc 3f 
December  21,  1999. 
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Increased  Club  Marquis  Bon 
Marriott  Rewards  now  gives  [frfiati 
level  members  up  to  three  tir 
more  bonus  points  for  their  s 
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Club  Marquis  Expands  to 
Renaissance -Renaissance  He; 
Resorts  and  Suites  now  offers 
exclusive  Club  Marquis  benefi 
(including  the  increased  bonu'irb 

tan 

Online  Award  Redemption- 
Members  can  redeem  awards  jfHjr 
update  their  profiles  any  time 
marriottrewards.com. 


WE ALSO  HOPE  YOL 

ENJOYED  THIS  YEAR' 

2 5K  BONUS! 
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SPEND  LESS...  EARN  MORE,  WITH  THE  INDUSTRY'S 
RICHEST  FREQUENT  FLYER  PROGRAM! 

Whether  it's  points  or  miles,  Marriott  Rewards  members  spend  less  and  earn  more  free  travel  than  with  other 
requent  traveler  programs. 
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YOUR  REWARD 


Marriott 
Rewards 


Holiday  Inn  Hilton  Hyatt  Starwood 

Bass  Priority  Club        HHonors        Gold  Passport      Preferred  Guest 
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Fastest  free  night 

3  nights  at  a  resort* 

7  nights  at  a  resort* 

10,000  miles 

Air  ticket  for  travel  within  the  U.S. 


$700 
$7,500 
$12,500 
$3,000 
$6,000 


$750 
$15,000 
$35,000 
$4,000 
$10,000 


$1,000 
$10,000 
$23,000 
$5,000 
$8,500 


$1,600 
$9,000 
$19,000 
$6,000 
$15,000 


$1,000 
$15,000 
$30,000 
$5,000 
$10,000 


Comparison  based  on  full-service  resort  accommodations. 


jrriott  Rewards  is  proud  to  be  the  1998 
d  1997  Freddie  "Best  Frequent  Guest 
I  )gram  of  the  Year"  and  Business  Traveler 
siemational  "Best  Hotel  Reward  Program 
the  World"  awards  winner. 


* 


keeping  with  our  tradition  of  program 

:ellenee,  Marriott  Rewards  promises 

itinued  program  innovation  to  give 

njfmbers  what  they  want  most-award 

ratability,  member  recognition  and 

d)gram  simplicity. 
1 1 
R'  more  information,  or  to  join  Marriott 

jwards  call  1-800-442-3354,  or  log  on 

llmarriottrewards.com. 


REWARDS. 

Easily  the  most  rewarding  way  to  travel. 


Marriott  Hotels,  Resorts  and  Suites  •  Renaissance  Hotels,  Resorts  and  Suites  •  Courtyard"  by  Marriott  •  Marriott  Vacation  Club"  International 
rriott  Conference  Centers  •  Fairfield  Inn'  by  Marriott  •  Residence  Inn'  by  Marriott  •  TownePlace  Suites*  by  Marriott  •  SpringHiir"  Suites  by  Marriott 
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News  on  the  Airline  Alliance  Frontier: 

Airline  alliances  are  enabling  business 
travelers  to  earn  frequent  flyer  miles 
on  a  multitude  of  airlines  and  put  them 
to  work  on  their  primary  carriers. 


E 


ince  one  airline  can't  possi- 
bly meet  the  diverse  needs 
of  today's  global  traveler, 
airline  alliances  are  the  next  best 
thing.  In  most  cases,  airline  alliances 
enable  you  to  earn  frequent  flyer 
miles  and  put  those  miles 
toward  elite  status  on  your 
primary  carrier  when  fly- 
ing on  an  alliance  airline. 
There  often  is  reciprocity 
in  the  use  of  airport 
lounges  and  other  on-the- 
ground  services.  Joint 
scheduling  and  facility 
coordination  further 
enhances  the  life  of  the 
business  traveler. 

The  bottom  line  is 
that  frequent  flyers  want 
seamless  travel  experiences  -  no  matter 
where  in  the  world  their  travels  may 
take  them  -  and  airlines  are  deliver- 
ing. Star  Alliance"'  and  oneworld"  are 
two  of  the  more  prominent  alliances; 
however,  new  alliances  continue 
to  enter  the  scene.  Following  is  an 
overview  of  some  of  the  more  recent 
additions  to  the  airline  alliance  frontier. 

Mexicana  Plans  to 
Become  Newest  Addition 
to  Star  Alliance 

Mexicana  Airlines,  a  major  player 
in  the  Latin  American  market,  plans 
to  join  Star  Alliance  next  year.  As 
the  newest  addition  to  Star  Alliance, 
Mexicana  would  bring  the  number  of 


The  bottom  line 
is  that  frequent  fly- 
ers want  seamless 
travel  experiences 
-  no  matter  where 
in  the  world  their 
travels  may  take 
them  -  and  airlines 
are  delivering. 


carriers  associated  with  this  prominent 
airline  alliance  to  ten. 

Members  of  the  Star  Alliance 
network,  which  was  created  in  May 
1997,  are  Air  Canada,  Air  New 
Zealand,  Ansett  Australia,  Lufthansa, 
Scandinavian  Airlines 
System  (SAS),  Thai 
Airways  International, 
United  Airlines,  and 
Varig  Brazilian  Airlines. 
All  Nippon  Airways 
(ANA)  of  Japan  plans 
to  join  Star  Alliance 
this  month. 

Founded  in  1921, 
Mexicana  Airlines  has 
flights  to  29  cities  in 
Mexico,  1 1  in  the  United 
States,  two  in  Canada, 
three  in  Central  America,  three 
in  South  America,  and  two  in 
the  Caribbean. 

LanChile  Becomes  Newest 
Member  of  oneworld 

Frequent  flyers  can  expect  to  see  Linea 
Aerea  Nacional  de  Chile  (LanChile) 
on  the  list  of  oneworld  carriers  with 
services  and  benefits  beginning  in 
2000,  after  a  formal  training  and  inte- 
gration process  has  been  completed. 

Currently,  the  oneworld  team 
includes  American  Airlines,  British 
Airways,  Canadian  Airlines,  Cathay 
Pacific  Airways  and  Qantas  Airways. 
LanChile  marks  the  eighth  member 
of  the  global  alliance  -  and  the  third 


carrier  to  join  since  oneworld  was 
announced  in  September  1998. 
Finnair  and  Iberia  also  recently  car 
on  board,  and  both  of  these  carrier 
will  begin  providing  oneworld  servie 
and  benefits  later  in  the  year. 

Formed  in  1929,  LanChile  is  aj 
privately  owned  airline  and  current! 
operates  120  flights  a  day.  It  servesl 
17  points  within  Chile,  and  operate 
an  international  network  with  servil 
to  22  points  in  15  countries. 

AeroMexico  Joins  Delta  ar 
Air  France  in  Global  Alliar 

AeroMexico  plans  to  team  up  wit! 
Delta  Air  Lines  and  Air  France  in 
forming  a  new  global  alliance.  To  bl 
established  early  next  year,  the  allianj 
is  expected  to  consist  of  airline  partH 
ners  with  route  networks  worldwide 

Plans  for  the  global  alliance  will 
incorporate  a  network  of  codesharl 
routes,  allowing  passengers  to  travel 
ship  cargo  to  and  from  most  locatior 
In  addition,  customers  will  be  entitle 
to  such  services  as  single  check-in, 
frequent  flyer  recognition  and  airpoj 
lounges  across  the  network. 

"We  envision  that  all  of  the  air- 
lines in  the  group  will  provide  the 
finest  customer  service.  The  three 
current  carriers  in  the  alliance 
already  bring  many  benefits  to  pas- 
sengers," says  AeroMexico  Chairmanl 
Alfonso  Pasquel. 

AeroMexico  and  Delta  now  code] 
share  flights  on  more  than  230  daily! 
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Star  Alliance  Gold  members  get  priority  check-in  on  all  eight  airlines 
d  these  days,  ,t  seems  we  all  want  more  ways  to  reduce  the  stress  in  our  live; 


/w.star-alliance.com 


STAR  ALLIANCE   1J> 

The  airline  network  for  Earth. 
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flights  between  12  cities  in  Mexico 
and  23  destinations  in  the  United 
States.  AeroMexico  and  Air  France 
codeshare  daily  between  Paris  and 
Mexico  City.  Passengers  traveling  on 
codeshare  flights  operated  by  any  of 
the  three  carriers  are  eligible  to  earn 
frequent  flyer  miles  through  either 
Delta's  SkyMiles,  Air  France's 
Frequence  Plus  or  AeroMexico's 
Club  Premier  programs. 

AeroMexico  serves  43  cities  in 
Mexico,  36  cities  in  the  United  States 
and  six  other  countries  in  Europe 
and  South  America. 

Alitalia  Plans  to  Join 
Northwest/KLM  Partnership 

Alitalia  Italian  Airlines  plans  to  join 

the  Northwest/KLM  transatlantic 

joint  venture.  As  part 

of  their  agreement, 

Northwest,  KLM  and 

Alitalia  are  making  a 

joint  application  to 

the  U.S.  Department 

of  Transportation  for 

immunity  from  the 

U.S.  antitrust  laws. 

Subject  to  govern- 
ment approval,  the 
three  airlines  will 
implement  initiatives 
in  various  areas:  pricing  and  inven- 
tory management;  integration  of 
the  airlines'  frequent  flyer  programs; 
and  design  and  development  of 
information  systems  for  yield 
management,  reservations  and 
other  operational  systems. 

Alitalia  serves  133  destinations 
in  over  60  countries,  offering  a  sig 
nificant  number  of  non-stop  flights 
to  Italy  from  the  United  States. 


Hotel  News: 

Thanks  to  enhancements  in  frequen 
guest  programs,  earning  points  and 
perks  while  you  sleep  is  now  a  reali 
Hotel  chains  are  making  major 
introductions  in  areas  like  point  and 
mile  programs  and  technology. 


Since  one  airline 
can't  possibly 
meet  the  diverse 
needs  of  today's 
global  traveler, 
airline  alliances 
are  the  next 
best  thing. 


Hyatt  Speeds  Up 
Status  Process 

In  the  Fast  Lane 

To  better  serve  its  most  valued 
customers,  Hyatt  Hotels  recently 
enhanced  the  benefits  inherent  in 

its  Gold  Passport05  Platinum'" 
tier  and  also  reduced  the 
eligibility  requirements  to 
achieve  such  status. 

According  to  Nan  Moss, 
Hyatt  Hotels'  assistant  vice 
president  of  global  marketing 
alliances  and  programs, 
"Hyatt  goes  beyond  offering 
its  valued  customers  a  reward 
program.  We're  also  offering 
an  extensive  benefits  program 
with  superior  services  and 
recognition  components.  Hyatt  is 
extremely  service-oriented,  and  we're 
always  looking  for  new  ways  to  better 
accommodate  our  guests." 

Hyatt  has  two  upgraded  tier  levels 
-  Platinum  and  Diamond.  Achieving 
Platinum  status  previously  required  10 
stays  or  20  nights  per  calendar  year; 
the  new  criteria  is  now  5  stays  or  1 5 
nights  per  calendar  year.  After  every 


third  stay  in  1999,  Platinum  memb 
can  receive  a  certificate  valid  for 
complimentary  Regency  Club  or 
Business  Plan  Upgrade,  or  a  compl 
mentary  amenity  or  discounted  se 
to  use  on  a  future  Hyatt  stay.  The 
amenity  or  service  could  come  in 
the  form  of  a  $  1 0  food/beverage  or 
laundry  credit. 

On  the  Gold  Passport  front,  Hys 
is  re-introducing  its  guest  profile, 
which  notes  preferences  like  smok 
ing/non-smoking,  bed  type,  high/ 
low  floor,  etc. 

Marriott  Keeps  its 

Guests  Flying 

Now,  More  Miles  Per  Dollar 

Marriott  recently  restructured  its 
Marriott  Rewards'8  frequent  guest 
program,  significantly  boosting  the 
number  of  frequent  flyer  miles  thai 
can  be  earned  per  stay  at  nine  par- 
ticipating Marriott  lodging  brands. 
No  flight  is  required  and  the  over  1 
million  Marriott  Rewards  members 
can  put  their  miles  to  good  use  on 
28  airline  partners.  Members  still 
have  the  option  of  earning  hotel 
points  in  lieu  of  miles. 
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ITS  AMAZING  HOW  MUCH  WEIGHT 


TWELVE  POUNDS  OF  CRYSTAL 


CARRIES  WITH  BUSINESS  TRAVELERS. 


PRESENTED  K 

HYATT  HOTELS 
AND  RESORTS 

IV  J.D.  POWER  AND  ASSOCIATES 


Hyatt  has  received  the  1999  J.D.  Power 
and  Associates  Award   for   Highest   Guest 
Satisfaction    Among    Upscale    Hotel    Chains. 
What's  more,  we  were  voted  the  top  Upscale 
U.S.  Hotel  Chain  by  readers  of  Business  Travel 
News.  And  Hyatt  Gold  Passport  recently  won 
six  of  Inside  Flyer  magazine's  prestigious  Freddie 
Awards— more  than  any  other  hotel  chain- 
including  Best  Customer  Service. 

So  for  business  travel,  doesn't  it  make  sense 
to  choose  the  hotel  company  with  the  best 
credentials?  For  reservations,  call  Hyatt  or  your 
travel  planner. 


/  800  233  1234  or  www.hyatt.com 


H^ATT 
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Feel  the  Hyatt  Tou. 
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"We  are  extremely  customer-driven 
and  many  of  our  members  have  told 
us  that  the  ability  to  earn  miles  is 
very  important.  Our  new  program 
enhancement  is  one  more  way  that 
we're  meeting  the  needs  of  our  most 
loyal  guests,"  said  Ralph  Giannola, 
Marriott  International's  senior  vice 
president  of  consumer  marketing. 


Under  the  new  program,  guests  earn 
three  miles  per  dollar  on  all  room  charges 
(including  food)  when  they  stay  at: 

•  Marriott*  Hotels,  Resorts 
and  Suites 

•  Marriott"  Conference  Centers 

•  Renaissance"  Hotels  and  Resorts 

•  Marriott8  Vacation  Club" 
International 


Members  earn  one  mile  for  each  dot 
spent  (room  rate  only)  when  they  vi 

•  Courtyard0'  by  Marriott 

•  SpringHill  Suites'"  by  Marriott 

•  Residence  Inn®  by  Marriott 

•  Fairfield  Inn®  by  Marriott 

•  TownePlace  Suites®  by  Marriott 

Prior  to  this  program  enhancement 
members  earned  500  miles  per  stay 
Marriott  Hotels  &  Suites. 


Great  Partners/Mileage  Maximizer 


Here's  the  latest  update  on  the  partners  of  the 
major  frequent  travel  programs.  The  following 
chart  also  reveals  the  miles  required  for 
roundtrip  domestic  tickets,  as  well  as  flights 
to  Hawaii,  Europe  and  the  Caribbean. 

TO  USE  THIS  CHART  select  the  carrier  or  hotel 
then  move  down  or  across  the  chart  to  find  part- 
ners. Follow  the  key  to  determine  the  minimum 
award  earned. 

It  Conjunctive  flight  is  required 
and,  for  cars,  a  rental 
must  be  made  within 
24  hours  of  a  flight 


•  500  Miles  per  stay  or  rental 

•  750  Miles  per  stay  or  rental 

•  1000  Miles  per  stay  or  rental 

250  Miles  per  stay 

■    500  Miles  per  night  up  to 
7  consecutive  nights  per  month 

T    750  Miles  for  towers  or  suites, 
or  outside  U.S 


▼  1000  KM  (621  Miles)  in  Mexico 
T    2.5  Miles  per  U.S.  dollar  spent 

▼  5  Miles  per  $  spent  from  AT&T, 
MCI  and  Sprint 

▼  250  Miles  per  rental 

■  I  Mile  per  dollar 

■  I  Mile  per  dollar  corporate 
rentals/2  Miles  leisure 
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Courtesy  of  The  Flyer's  Edge 
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-lilton  HHonors 

Icpands  Online  Features 

I  deeming  Qualities 

I  Iton  I II  lonors  has  expanded  the 

]  Iton  1 11  lonors  section  ot  its  website 
Arww.hilton.com  by  adding  online 


vices  that  allow  members  to  review 
landed  account  activity,  examine 
nus  earnings  and  redeem  points 
line  to  obtain  reward  certificates. 


P  I  Mile  per  U.S.  dollar  charges  (affinity 
•ds).  I  AmEx  point  per  U.S.  dollar; 
teem  for  miles  or  hotel  points. 
Diners  Club  point  per  U.S.  dollar 
points  per  U.S.  dollar  for  premier 
imbers  or  Corporate  cardholders); 
:hange  for  miles  or  hotel  points 

■0  Miles  for  rental  with  TWA  flight; 
•0  Miles  for  other  rentals 

Miles  per  rental  day 


RENTAL  CARS 


♦ 
♦ 

♦ 


The  new  online  services  include: 

•  Online  Reward  Certificate 
Requests      Redeem  points  online 
to  request  reward  certificates. 

•  Expanded  111  lonors  Account 

I  listory  -  Review  account  activity, 
including  stays,  partner  earnings 
and  reward  redemption  history. 

•  Bonus  Earnings  Summary  - 
Reference  hotel  and  non-hotel 
bonus  activity. 


250  Miles  for  corp.  contract  &  gov't  rentals; 
500  Miles  for  all  others 

2  Points  per  dollar  spent 

I  Company  Club  credit  per  $  1 50  billed 

3  Miles  per  dollar  spent 

1  Credit  (not  available  at  Fairfield  Inn) 

2  Miles  per  dollar  spent 
.5  Credit  per  rental 
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Frequent  Travel  Program 

Get  the  latest  scoop  on  the 
major  frequent  travel  pro- 
grams by  subscribing  to  The  Flyer's 
Edge.  The  quarterly  publication  is 
the  only  pocket-sized  reference 
guide  that  provides  details  on  every 
major  frequent  travel  program. 
You'll  find  program  partnerships 
complete  with  phone  numbers, 
along  with  awards  and  promotions. 
It's  a  great  aid  in  maximizing  your 
miles  and/or  points.  A  one-year 
subscription  to  The  Flyer's  Edge 
is  $  1 8.95;  and  a  two-year 
subscription  is  $32.95.  To  get 
additional  information  or  to 
subscribe,  call  1-800-248-1826  or 
visit  subscriptions(5)flyersedge.com. 
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Awards  Costs  in 

Miles* 

Domestic 
Roundtrip  f  A) 

Caribbean 

Hawaii  (B) 

Europe  (8) 

Mileage 
Expiration 

Air  Canada 

15.000(C) 

40.000 

40.000 

60.000 

None 

Alaska 

20.000 

st  20.000 

25,000 

35,000 
35.000 

35,000 

40,000 

None 

America  We 

45,000 

60.000 

None 

American 

30.000 

35,000 

40.000 

36  months  ** 

Canadian 

15.000(C) 

60.000 

60,000 

40.000 

None 

Continental 

25,000 
25,000 

35.000 

35,000 

40.000 

None 

Delta 

30,000 

30,000 

50,000 

36  months  ** 

Midwest  Exp 

20,000 

35.000 

35.000 
35.000 

50.000 

36  months  ** 

Northwest 

20,000 

35.000 

40.000 

3  years 

Southwest 

16  0W 
segments*** 

20,000 

N/A 
30,000 

N/A 

N/A 

1 2  months 

TWA 

40.000 

35.000 

None 

United 

25,000             35.000 
20,000             35.000 

jntinental  US  (48  states)  and  C, 
For  short  haul  flights  to/from  th 
urred  "  No  expiration  if  memb 
roundtnps  or  16  segment  credit 

eflea  minimum  mileage  require 
r  blackout  dates  Some  award  tr 
:l  for  double  the  mileage  listed 

35.000 

50.000 

36  months  ** 

US  Airway 

35.000 

40.000 

None 

(A)  Within  the  c 
and  Canada;  (C 
which  activity  oc 
penod  '"  Or  8 

♦Awards  listed 
limitations  and/o 
unrestricted  trav 

nada  where  applicable;  (B)  From  48  U.S.  states 
e  US  and  Canada  *  Based  on  calendar  year  in 
er  shows  activity  during  the  current  36-month 
stamps 

d  for  coach  class  and  may  be  sublet  to  seat 
ivel  is  offered  via  a  partner  Most  earners  allow 
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•  Member  Preferences  -  Check  pro- 
file data  including  airlines,  credit 
card  and  room  preferences,  along 
with  address  information. 

Radisson  Launches 
Customer  Loyalty  Program 

Go  for  the  Gold 

Radisson  Hotels  Worldwide®,  part  of 
the  Carlson  Hospitality  Worldwide 
network,  has  jumped  on  the  customer 
loyalty  bandwagon.  Its  Gold  Points 
Rewards "  program  enables  customers 
to  earn  points  based  on  nights  stayed 
at  any  of  the  more  than  250  Radisson 
locations  nationwide.  Guests  can  earn 
2,000  Gold  Points  per  stay  and  5,000 
bonus  Gold  Points  for  every  fifth  stay. 
Or,  they  can  opt  for  500  airline  miles 
per  stay  to  be  used  on  any  one  of  20 
airline  partners.  Free  nights  are  avail- 
able for  as  little  as  20,000  points,  and 
points  can  be  redeemed  for  hotel 
stays,  travel  and  other  merchandise. 

Guests  who  reach  Preferred 
Member  status  reap  additional  privi- 
leges and  rewards  like  earning  10,000 
bonus  points  with  every  fifth  stay. 
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Program  partners 
include  MCI 
WorldCom",  SkyMalT 
and  Make-A-Wish 
Foundations®.  Gold 
Points  can  also  be 
earned  and  redeemed  at 
any  Carlson  Hospitality 
Worldwide  establish- 
ment, including  Country 
Inns  &  Suites  By 
Carlson    and  T.G.I. 
Friday's®. 

Starwood  Sets 
New  Standards 
in  Frequency 
Programs 

A  Star  is  Born 

Guests  at  Starwood  Hotels  &  Resorts 
Worldwide,  Inc.  can  take  advantage 
of  the  Starwood  Preferred  Guest"" 
frequency  program,  which  boasts 
no  blackout  or  expiration  dates, 
instant  rewards  and  online 
redemption. 

Replacing  its  two  previ- 
ous programs  (Sheraton 
Club  International  and 
Westin  Premier),  the 
Starwood  Preferred  Guest 
initiative  enables  members 
to  earn  a  minimum  of 
two  Starpoints"  for  every 
U.S.  dollar  spent.  Each  Starpoint 
converts  to  one  airline  mile  with 
most  major  carriers. 

At  any  one  time,  you  can  transfer 
a  minimum  of  2,000  Starpoints  -  or 
more.  In  addition  to  earning  miles, 
Starpoints  can  be  redeemed  for  hotel 
stays,  gift  certificates  and  merchan- 
dise from  a  variety  of  participating 
retailers.  Members  can  participate  in 
one  of  three  tiers  -  Preferred  Guest'", 
Gold  Preferred"'  and  Platinum 
Preferred"",  with  eligibility  based  on 
number  of  stays  per  year.  For  example, 


Hotel  chains  are 
making  major 
introductions 
in  areas  like 
point  and  mile 
programs. 


members  who  qualify  for  Gold 
Preferred  status  get  three  Starpoii 
per  eligible  dollar,  instant  room 
upgrades  when  available  and  late  I 
checkout  privileges. 

Starwood  Hotels  &  Resorts 
Worldwide  unites  Westin  Hotels 
Resorts,  Sheraton  Hotels  &  Resor 
St.  Regis,  The  Luxury  Collection! 
Four  Points®  Hotels  by  Sheratonl 
Caesars,  and  W  Hotels ". 

i 
CAIS  Offers  New 
High-Tech  Solutions 
Getting  Up  to  Full  Speed 

CMS  Internet  recently  acquired 
Atcom,  Inc.  (now  CMS  Software 
Solutions)  and  Business  Anywhere 
USA,  Inc.  The  Washington,  D.C.| 
based  high-speed  Internet  compar 
helps  hospitality  chains  get  "wired"! 
for  the  Internet  and  develop 
interactive  marketing  and  content 
opportunities. 

Essentially,  CMS 
helps  business  travelel 
turn  guest  rooms  intc 
satellite  offices  and 
meeting  rooms  into 
interactive  online 
forums.  Business  tra\ 
ers  can  utilize  CMS's| 
24/7  automated  and 
self-operated  business 
center  services  with  kiosk  solutior 
in  lobbies  or  other  common  areas  | 
in  hotels  worldwide. 

CMS  Internet  at  www.cais.cor 
the  standardized  solution  for  Hiltor 
Hotels  and  can  also  be  found  at 
many  Marriott,  Embassy  Suites, 
Doubletree,  Radisson,  Crown  Plaz: 
Regal  and  Wyndham  Hotels  and 
Resorts  locations. 

Osl  at  N 

Such  chains  as  Hyatt  and  Starwo< 
are  currently  testing  CMS's  high— 
speed  Internet  connection  in  designs  ^ 
guest  and  meeting  rooms.  ty 
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TRAVEL  TO  ASIA 
AND  AWAKEN  YOUR  SENSES. 


[uired 


innen 
,D.C 


AIS 


rom  the  minute  you  step  on  board  to  the 
"loment  you  arrive  at  your  destination,  our 
oal  at  Malaysia  Airlines  is  to  soothe  your 
enses.  It's  a  dedication  that's  won  our 
irst  and  Business  Class  services  the  most 
restigious  industry  awards  year  after  year, 
ly  aboard  our  B777  SuperRangers™  and 


B747-400s  direct  to  Kuala  Lumpur  from  Los 
Angeles  via  Tokyo  or  Taipei,  or  from  Newark 
via  Dubai.  And  continue  on  to  any  of  our 
more  than  110  destinations  worldwide. 
Either  way,  you'll  arrive  rested  and  ready  to 
spread  your  wings.  For  more  information, 
call  Malaysia  Airlines  at  (800)  552-9264. 


malausia 

■»««JNES 

malaYSiaairlines.com 
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Partners  In  Northwes,  Alrtln..'  WorldPerks'  (EH  11/99)  and  Delta  Sky  Miles  "  frequent  flyer  programs  ,31999  Malays,  Airlines. 
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Credit  Card 
News: 

It's  in  the  Cards 

Citibank  and  American 
Create  Product  for 
Small  Business  Owners 

Serving  the  needs  of  small  business 
owners,  Citibank  and  American 
Airlines  have  teamed  up  to  create 
The  Citibank  Platinum  Select  ' 
AAdvantage"  Business  Card.  Earn  one 
AAdvantage  mile  for  every  dollar 
spent,  with  a  maximum  earning 
potential  of  150,000  miles  per  cal- 
endar year.  Cardholders  also  qualify 
for  discounts  on  computer  equipment, 
automobile  rentals  and  hotel  stays. 
Small  business  owners  can  get  up 
to  nine  additional  cards  for  their 
employees  with  all  miles  accruing  to 
the  owner.  Get  down  to  business  by 
calling  1-888-66-APPLY. 

Delta  and  American  Express 
Rollout  Platinum  Card 

American  Express  and  Delta  Air  Lines 
have  joined  forces  to  create  a  Platinum 
Delta  SkyMiles®  co-branded  credit 
card  which  enables  new  members  to 
earn  up  to  10,000  bonus  SkyMiles, 
plus  5,000  base  miles,  upon  using  the 
card  for  the  first  time.  Among  other 
benefits,  cardholders  are  provided 
with  double  miles  on  Delta  purchases 
and  a  free  companion  certificate  each 
year  upon  renewal.  Get  charged  up 
by  calling  1-800-SKYMILE. 

Chase  and  Continental  Issue 
Premiere  Debit  Card 

Continental  Airlines  and  The  Chase 
Manhattan  Bank  now  offer  a  co-brand- 
ed debit  card,  where  consumers  can 
earn  frequent  flyer  miles  with  every 
purchase.  The  Chase/Continental 
Banking  Card,  which  carries  a  $30 
annual  fee,  offers  one  Continental 


OnePass   mile  for  every  two  dollars 
spent  on  purchases.  Bonus  miles  are 
given  upon  signing  up  for  the  card, 
and  miles  do  not  expire.  For  more 
information  on  a  card  you  can  bank 
on,  call  1-800-CHASE24. 

Click  for  Miles: 

ClickRewards 
Goes  the 
Extra  Mile 

I  ncreasing  sophistication  in 
I  Internet  technology  has 

HH  made  \v;iv  for  yet  another 
mileage-earning  vehicle.  Launched 
last  spring,  ClickRewards  at 
www.clickrewards.com  is  offering 
its  rapidly-approaching  two  million 
members  -  up  from  about  300,000 
members  a  year  ago  -  an  opportunity 
to  earn  ClickMiles"'  when  making 
online  purchases  from  approximately 
60  shopping  sites.  The  company 
is  always  looking  for  new  ways  for 
customers  to  earn  miles,  with  online 
grocery  services  one  area  that  is  cur- 
rently being  explored.  Each  purchase 
entitles  you  to  a  designated  number 
of  ClickMiles,  and  special  bonuses 
are  offered  on  an  ongoing  basis. 

One  ClickMile  gets  you  one  mile, 
which  can  be  used  toward  travel  on 
nine  major  airlines.  ClickMiles  can 
also  be  redeemed  for  a  variety  of  mer- 
chandise ranging  from  digital  cameras 
to  CDs.  Membership  is  free,  but  you 
must  belong  to  the  applicable  fre- 
quent flyer  program  to  transfer  miles. 

ClickRewards  is  one  of  several 
programs  created  by  Netcentives,  Inc., 
a  developer  of  online  promotions, 
direct-marketing  and  loyalty  programs 
to  drive  electronic  commerce. 

The  strategy  behind  ClickRewards 
is  ideal  for  the  business  traveler,  who 
is  focused  on  both  new  technology 


and  on  earning  miles.  "The  demo 
graphics  of  the  early  adopters  of 
electronic  commerce  share  the  san 
demographics  as  the  frequent  flyer 
says  Perry  Maynard,  Netcentives'  \ 
president  of  relationship  marketing 
who  previously  helped  develop  pro 
grams  for  Continental  and  Hilton. 
"Business  travelers  tend  to  be  upsc 
and  have  greater  disposable  incom< 
than  the  general  public  -  and  they 
advocate  new  technology.  It's  a 
perfect  fit.  Here  was  one  of  the  ear 
est  groups  to  engage  in  electronic 
commerce  and,  at  the  same  time,  a 
audience  already  highly  motivated 
by  frequent  flyer  currency." 

Specials  are  an  integral  compone 
in  the  marketing  mix,  and  Maynar 
is  planning  a  holiday  promotion  whe 
among  other  activities,  a  different 
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Win  100,000  ClickMiles 

It  Could  Be  You 

The  folks  at  ClickRewards™  want  to 
hear  all  about  the  funniest  experienc 
you've  ever  had  on  any  given  flight. 
We're  so  eager  to  find  out,  that 
we're  willing  to  part  with  100,000 
ClickMiles  for  the  funniest  scenario. 

It's  simple  to  enter 

•  Just  visit  our  website  at  www.click  |/fi/ 
rewards.com/  1 00K  to  submit 
your  answer  in  100  words  or  less. 
Answers  must  be  submitted  by 
Monday,  November  1 5th  to  enter. 

•  The  winner  will  be  notified  on 
November  15th.  The  winning  entrv 
will  be  featured  on  the  ClickRewar 
site  found  at  www.clickrewards.cor 


during  the  week  of  November  22n 

We're  sure  there  must  have  been  at 
least  one  inflight  experience  that  ma 
you  chuckle!  And,  we  want  to  hear 
all  about  it... 


K 


iusn 


w 


•J- 


)|1R  i 

lton 

ll[)y 

con 


oni 
ue, 

IKK 


Dad  buys 
oversize  suitcase 

to  fly  kids  free.N  ; 
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t's  the  greatest  thing  since,  well,  the  luggage  carousel.  When  you  join 
lickRewards"  and  buy  something  online— say,  from  one  of  the  top  sites 
lighlighted  below— you  get  ClickMiles!"  Which  you  can  add  to  your 
requent  flyer  mileage  account  on  nine  major  airlines  (they're 
edeemable  on  a  1  for  1  basis).  Or  trade  them  in  for  hotel  stays, 
ar  rentals,  and  valuable  merchandise.  Need  a  push?  You'll  get  500 
onus  miles  with  your  first  purchase.  So  join,  shop,  earn  miles  today  at 
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retailer  will  spotlight  a  special  promo- 
tion each  week.  One  week,  for  example, 
cooking.com  might  be  offering  double 
miles  with  any  purchase;  the  following 
week,  kbkids.com  might  be  giving 
out  bonus  miles  with  the  purchase  of 
a  specific  item.  The  festivities  will 
also  include  a  contest  where  winners 
will  come  away  with  ClickMiles. 
"Promotions,"  adds  Maynard,  "are  a 
great  way  to  showcase  our  shopping 
partners,  and  we're  always  looking  for 
innovative  ways  to  introduce  potential 
customers  to  all  that  we  have  to  offer." 

One  of  the  next  steps  for  Click- 
Rewards  is  to  send  members  e-mail 
messages  of  promotions  and  offers 
that  target  their  particular  interests. 
Information  is  gathered  from  various 
surveys  where  customers  note  their 
preferences.  If  a  music  promotion  was 
being  rolled  out,  details  would  be  sent 
to  individuals  who  had  expressed  an 
interest  in  music.  "It's  crucial  that 
all  your  communication  is  relevant," 
states  Maynard. 

Airlines  participating  in  the 
ClickRewards  program  are  America 
West,  American  Airlines,  British 
Airways,  Continental  Airlines,  Delta 
Air  Lines,  Northwest  Airlines,  TWA, 
United  Airlines,  and  US  Airways. 
ClickMiles  can  be  transferred  in  units 
of  500  and  above,  and  they  can  also 
be  redeemed  for  merchandise. 

Author:  Annette  Racond  is  a  business  travel 

expert  and  former  Managing  Editor  of 

Frequent  Flyer  magazine. 

Design:  Sundberg  &  Associates  Inc. 

Illustration:  Bryan  Peterson 

Produced  by:  MeigsMedia,  Ltd.,  Lake  Forest, 

IL,  e-mail:  jonmeigs@earthlink.net 


Advertisers'  Website 
Addresses 

America  West: 

www.ampri  cawest.com 

AT&T  Wireless 
Communications: 

www.att.com 

CAIS  Internet: 

www.cais.com 

ClickRewards: 

www.cl'rkrewards.com 

Diners  Club 
International: 

www.dinersclub.com 

Hilton  HHonors: 

www.hhonors.com 

Hilton  Hotels 
Corporation: 

www.hilton.com 

Hyatt  Gold  Passport: 

www  gnlrlpassport.com 

Hyatt  Hotels  &  Resorts: 

www.hyatt.com 

Lufthansa: 

www.liifthansa-usa.com 

Malaysia  Airlines: 

www.malavsia-airlines.com 

Marriott  International,  Inc. 

www  marriott.com 

Marriott  Rewards: 

www.marriottrewards.com 

Netcentives: 

www  nptrentives.com 

Northwest  Airlines: 

www.nwa.com 

Sprint  Communications 
Company,  L.P.: 

www.sprint.com 

Star  Alliance: 

www  grar-alliance.com 


Additional  Resources 

Alitalia  Italian  Airlines: 

www.alitaliausa.com 

American  Airlines: 

www.aa.com 

American  Express: 

www  americanexpress.com 

American  Express 
Membership  Rewards: 

www.americanexprpss.mm/rewardl 

British  Airways: 

www.brimh-airwavs.com 

Citibank: 

www.citi  hank.com 

Continental  Airlines: 

www.continental.com 

Delta  Air  Lines: 

www.delta-air.com 

The  Hertz  Corporation: 

www.hertz.com 

Korean  Airlines: 

www  koreanair.com 

Midwest  Express:  , 

www  midwestexpress.com 

1-800-USA-Hotels.com: 

www  1  ROOusahotels.com 

oneworld: 

Avwwnnpworldalliance.com 

Radisson  Hotels: 

www  radisson.com 

Southwest  Airlines: 

«iww  snnthwest.com 

Starwood  Hotels  &  Resorts 
Worldwide,  Inc.: 

www  srarwood.com 

Travelscape.com: 

:yww  rravplscape.com 
Avwwrravelscapeeurope.com 

TWA: 

www.twa.com 

United  Airlines: 

www.ual.com 

US  Airways: 

www.nsairways.com 
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we  make  your  business  our  business. 


a 


the  comfort  of  our  new  intercontinental  service. 


From  our  German  hubs,  we  can  take  you  to  over 
100  European  destinations  -  more  than  any  other 
airline.  And  we  make  it  easy  to  reach  Germany 
with  nonstop  flights  from  12  U.S.  cities,  as  well  as 
connections  from  all  over  the  U.S.  thanks  to  our 
Star  Alliance  partner  United  Airlines.  What's  more, 
our  new  intercontinental  service  improves  comfort 
in  all  classes.  In  Business  Class,  this  means  you 
work  with  ease  in  redesigned  seats  with  adjustable 
headrests,  greater  recline  and  more  leg  room. 
Fly  Lufthansa  and  enjoy  unparalleled  service  at 
competitive  prices.  For  reservations,  call  your  travel 
agent,  call  Lufthansa  at  800  645-3880  or  visit  us 
at  www.lufthansa-usa.com. 


Fly  on  Lufthansa  or  our  Star  Alliance  partner  United  Airlines  and 
you  can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More 
or  United  Mileage  Plus.  ,n  accordance  with  the  terms  and  condition 
of  the  programs.  Lufthansa  Miles  &  More  members  can  earn  up  to 
1.000  bonus  miles  when  they  purchase  tickets  on  our  website 


VV    STAR  ALLIANCE" 

The  jirlmc  network  for  Earth. 


)  Lufthansa 

The  global  airline  from  Germany 
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UNFORTUNATELY,  IT 


TAKES  A  LOT  MORE  THAN 
THIS  TO  MAKE  IT  IN  THE 

DIGITAL  ECONOMY. 


In  an  Internet-driven  economy,  it  takes  a  lot  more  than  a  web  site  to  succeed.  It 
takes  a  whole  new  strategy.  But  which  strategy?  Should  you  integrate  e-business  with 
your  existing  operations?  Spin  off  an  e-business  subsidary?  Or  transform  completely 
into  an  e-driven  company?  What  will  work  for  you?  And  what  are  the  leaders  doing? 

Get  the  answers  at  the  Fourth  Annual  Business  Week  Conference  on  the  Digital 
Economy.  You'll  hear  from  e-business  experts  such  as: 

■  Carly  Fiorina,  Hewlett-Packard  Company     ■  David  C.  Peterschmidt,  Inktomi  Inc. 


■  George  Bell,  Excite@Home 

■  Jonathan  Bulkeley,  barnesandnoble.com 
-  John  T.  Chambers,  Cisco  Systems,  Inc. 

"  Halsey  Minor,  CNET,  Inc. 

■  Ellen  M.  Hancock,  Exodus 
Communications  Inc. 


■  John  B.  McCoy,  Bank  One  Corporation 

•  Gideon  Sasson,  Electronic  Brokerage, 
Charles  Schwab  &  Co.,  Inc. 

•  Don  Tapscott,  The  Alliance  for 
Converging  Technologies 


Discover  their  distinct  business  models,  the  challenges  they  face,  and  the  lessons 
they've  learned.  Join  us  December  1-2,  1999,  at  the  Fairmont  Hotel  in  San  Francisco  to 
find  out  how  your  company  can  become  an  e-business  machine.  For  more  information, 
or  to  register: 

Go  to:  http://conferences.businessweek.com/l999/digital 

e-mail:  julie_terranova@businessweek.com 

phone:  888-239-6578 

fax  on  demand:  888-239-6878,  document  #  120 

THE  FOURTH  ANNUAL  BUSINESS  WEEK  CONFERENCE  ON 

THE  DIGITAL  ECONOMY 

DECEMBER  1-2  *  SAN  FRANCISCO,  CALIFORNIA 


Presented  by: 


BusinessWeek 


In  partnership  with: 

HEWLETT 
PACKARD 


m 


\  Division  o\  ThcMcGmiv-HiBl  ompames 

Sponsored  by: 

CNET,  Lawson  Software,  Legato  Systems,  Inc., 
Lucent  Techologies,  Inc.,  Novell,  StorageTek,  USWeb/CKS 


Too  much 

business  data 

to  make 
sense 

of  it  all? 


Go  from  chaos  to  order 
with  the  SAS  Solution. 


Bombarded  with  too  much  of  the  wrong  kind  of  data?  Want  to  turn  that  data  into 
consistent,  reliable,  and  timely  business  knowledge. ..and  true  competitive  advantage? 
The  SAS  solution  empowers  you  to: 

Easily  integrate  data  from  every  corner  of  your  business 
Identify  your  best  customers  and  exceed  their  expectations 
Gain  a  rapid  return  on  investment  in  enterprise  applications 

We're  the  knowledge  company  that  combines  business  understanding  with  unique 
technologies  to  solve  your  business  problems.  Get  to  know  us  by  requesting  our  free  CD, 
From  Chaos  to  Order:  The  SAS8  Data  Warehousing  Solution,  at  www.sas.com/freecd 


The  Business  of  Better  Decision  Making 


www.sas.com/freecd      E-mail:  bw@sas.com      919.677.8200 
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SAS  Institute 


ice 
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SAS  and  all  other  SAS  Institute  Inc  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc  in  the  USA  and  other  countries 
Other  brand  and  product  names  are  trademarks  ot  their  respective  companies.  Copyright  ©  1999  by  SAS  Institute  Inc  24002US  0699 


)  indicates  USA  registration. 


•evelopments  to  Watch 


<EIL  GROSS 


IB  TUNER  THAT 

CABLE 
IEMS  IN  THE  DUST 

[CAN       BROADCASTERS 

been  airing  digital  high- 

ition  television  programs 

ilmost  a  year  now.  But 

American  homes  have 

ged  on  widescreen  TVs 

can  display  HDTV  in  its 

glory.  That  means  pre- 

radio    frequency   the 

ral       Communications 

mission  allotted  to  broad- 

rs  for  HDTV  isn't  being 

utilized. 

ivately  held  Geocast  Net- 
Systems  Inc.  of  Menlo 
,  Calif.,  wants  to  give  TV 
sns  some  other  options 
that    frequency,    which 
ilates    to    a    hefty    20 
.bits-per-second  (mpbs)  of 
il  bandwidth.  A  portion 
,t  spectrum  could  be  de- 
as  a  fat  Internet  pipe 
rsonal  computers,  says 
f  ast     ceo     H.     Joseph 
witz.  The  company  has 
oped  a  special  tuner  that 
;  into  the  back  of  a  PC 
lelivers  download  speeds 
ng  upwards  of  6  MPBS — 
than  cable  modems  in 
settings.    Last   week, 
s  ast  signed  up  its  first 
least  partner,  Hearst-Ar- 
Television   Inc.,  which 
26  network-affiliated  TV 
a  ms  nationwide, 
ocast  tuners  won't  be 
to    provide    full    Web 
sing,  E-mail,  or  other 
vay  interactive  services. 
:hat,  PC  users  will  still 
re  a  separate  Internet 
ce    provider.    But    by 
lg    preferences    on    a 
al  browser  developed 
etscape  Communications 
•ans    who    have   joined 
ist,  users  will  get  fast 
■loads  of  music,  sports, 
tier,  news,  and  movies, 
mized  on  the  model  of 
i  >!  Inc.'s  "My  Yahoo"  ser- 
The  tuners,  due  in  late 
ji  will  probably  cost  about 
Hi  But  the  service  itself, 
■t*  advertising-supported 
sion,  will  he  free.        □ 
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MAKING  THOSE 
OLD  SNAPSHOTS 
LOOK  NEW  AGAIN 

COLOR   PICTURES  SHOW  THEIR 

age,  as  anyone  with  a  shoe- 
box  full  of  old  prints  can  tell 
you.  Using  scanners,  image- 
conscious  digerati  can  load 
these  pictures  into  a  computer 
and  touch  them  up  with  tools 
such  as  Adobe  Photoshop.  But 
even  for  a  whiz  in  Photoshop, 
a  mountain  of  pictures  makes 
a  daunting  project. 

Applied  Science  Fiction,  a 
digital  imaging  startup  in 
Austin,  Tex.,  says  it  has  a 
simpler  solution,  called  Digital 
ROC,  for  "reconstruction  of 
color."  It's  a  program  that 
photo-equipment  manufactur- 
ers can  install  in  scanners, 
enabling  them  to  analyze  the 
red,  green,  and  blue  layers 


of  a  photo,  find  buried  clues 
about  the  original  color,  and 
display  the  results  on  a  com- 
puter screen. 

Digital  roc  is  the  latest  in 
a  suite  of  ASF  products  aimed 
at  scanner  and  copier  makers. 
The  first  in  the  suite,  called 
Digital  ice  (image  correction 
and  enhancement),  zaps  dust, 
scratches,  and  fingerprints 
from  both  surfaces  of  scanned 
slides  without  changing  the 
underlying  image.  Eastman 
Kodak  Co.  and  Nikon  Corp 
have  designed  ice  into  high- 
end  scanners  aimed  at  pro- 
fessional design  studios  and 
photo  labs.  But  with  hun- 
dreds of  billions  of  images 
now  stored  in  photo  agencies, 
file  cabinets,  and  shoe  boxes, 
there  may  also  be  a  huge 
consumer  market.  □ 


WINDSHIELDS  YOU  CAN  DARKEN  AT  WILL 

EVER  WISH  YOU  COULD  FLICK  A  SWITCH  THAT  WOULD  DARKEN 

the  windshield  of  your  car?  Research  Frontiers  Inc.  in 
Woodbury,  N.  Y.,  claims  it  is  a  step  closer  to  making  that 
happen.  For  three  decades,  founder  and  President  Robert 
L.  Saxe  has  been  tinkering  with  particles  in  emulsions  for 
glass  coatings  that  can  be  switched  electronically  from 
clear  to  dark  and  back  again  in  seconds.  This  summer, 
Saxe  licensed  giants  Hitachi  Chemical  Co.  and  Dai  Nippon 
Ink  &  Chemicals  Inc.  to  manufacture  the  magic  emul- 
sions that  are  needed  to  make  this  trick  possible.  General 
Electric,  Material  Sciences,  Vision-Ease,  and  other  com- 
panies have  also  taken  licenses  with  Research  Frontiers. 
Versatile  windshields  are  just  one  application.  Used  in 
convertible  sunglasses,  Research  Frontiers'  technology 
would  outshine  today's  "photochromic"  glasses.  Users  would 
be  able  to  customize  how  dark  the  glass  turns  and  instant- 
ly switch  off  the  shades  indoors.  In  office  buildings,  the  glass 
could  eliminate  the  need  for  blinds.  The  company  reckons 
that  the  market  for  new  architectural  and  automotive  glass 
is  about  20  billion  square  feet  a  year.  "If  our  licensees  got 
even  l'<  of  that,  we  could  earn  $100  million  to  $200  million 
in  license  fees,"  says  Vice-President  Joseph  M.  Harary.    D 


Ml 


■Ml* 
■  Evolution  doesn't  have  to 
be  a  multimillion  year  propo- 
sition. In  the  Sept  30  issue  of 
Nature,  biologists  at  Cornell 
University  and  Germany's 
Max  Planck  Institutes  docu- 
ment the  rapid  evolution  of 
tiny  crustaceans  called  Daph- 
nia  (picture)  in  Germany's 
Lake  Constance.  In  less  than 
30  years,  these  critters  have 
acquired  the  ability  to  feed 
comfortablv  on  a  toxic  blue- 
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green  algae  that  have  prolif- 
erated because  of  phospho- 
rous pollution  in  the  lake. 
The  study  is  likely  to  encour- 
age scientists  seeking  to  har- 
ness fast  evolution  as  a 
weapon  in  bioremediation. 

■  Certain  enzymes  scavenge 
naturally  ionized  forms  of 
oxygen  known  as  "free  radi- 
cals," which  are  implicated  in 
cancer,  arthritis,  and  other 
diseases.  But  these  enzymes 
are  expensive  to  produce  and 
can  trigger  unwanted  im- 
mune reactions.  So  scientists 
at  MetaPhore  Pharmaceuti- 
cals in  St.  Louis  have  created 
a  "synzyme,"  an  analog  of 
natural  enzymes  that  is  based 
on  the  metal  manganese.  The 
synzyme  reduced  tissue  dam- 
age in  rats  with  blocked  ar- 
teries, according  to  a  report 
in  the  Oct.  8  issue  of  Science. 

■  Monsanto  Company  said 
this  week  that  it  may  be  pos- 
sible to  grow  environmentally 
friendly  plastics  in  gene-al- 
tered forms  of  oilseed  rape 
and  other  plants.  The  results 
should  be  less  costly  than 
green  plastics  made  by  bio- 

ineered  bacteria. 
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He  anointed  himself  America': 

best  CEO.  But 
AL  DUNLAP  drovi 
Sunbeam  into 
the  ground 


BY  JOHN  A.  BYRNE 

Early  on  the  morning  of  June  13,  1998,  the  outside 
directors  of  Sunbeam  Corp.  made  their  way 
through  the  empty  streets  of  Manhattan  to 
Rockefeller  Center.  It  was  a  Saturday,  and 
angry  thunderstorms  drenched  the  side 
walks,  as  if  the  gods  of  Wall  Street  were 
outraged  that  the  directors  would  dare  meet  se- 
cretly, behind  the  broad  back  of  the  company's 
celebrated  chief  executive,  Albert  J.  Dunlap.  Af- 
ter all,  he  was  the  no-nonsense  executive  famous 
for  turning  around  struggling  companies — and  sending 
their  shares  soaring  in  the  process. 

On  this  dreary  day,  the  four  board  members  assembled  at 
8  a.m.  in  the  tenth-floor  law  offices  of  Howard  Kristol,  Dun- 
lap's  longtime  personal  attorney  and  a  Sunbeam  director. 
Another  was  patched  in  by  phone  from  Captiva  Island,  Fla. 

Of  the  five  board 

?XHP       nFvTH  W      members,      four 

■ iiSTSl  ^8   P^^HTm  nat'   Deen  chosen 

mhmh^Uh^iBhiuSbI    hy  Dunlap  him- 

self.  They  took 
their  seats  in  the  same  conference  room  they  had  occupied 
only  four  days  earlier  when  Dunlap  had  stunned  them  by  sug- 
gesting that  he  and  Chief  Financial  Officer  Russell  A.  Kersh 
were  ready  to  quit  if  the  directors  refused  to  support  them. 
Under  questioning,  Kersh  had  conceded  that  second-quar- 
ter sales  were  "a  little  soft." 

"As  you  know,"  Director  Peter  Langerman  began 
solemnly,  "we've  been  talking  for  the  last  few  days 
about  our  grave   concerns  over  the   company  and   the 


meeting  with  Al  and  Russ  last  Tuesdaj 
Langerman  then  asked  David  Fannil 
an  earnest,  Kentucky-born  lawyer  wl[ 
served  as  Sunbeam's  general  counsel, 
brief  the  board.  Fannin  initially  had  we 
corned  the  resolve  Dunlap  had  brought 
the  troubled  company  23  months  earlier.  BJ 
the  stress  of  working  for  a  man  who  style 
himself  "Rambo  in  Pinstripes"  showed.  Lii 
many  of  his  colleagues,  Fannin  had  frequent| 
borne  the  full  force  of  the  chief  executive's  an| 
tirades,  which  could  reach  the  point  of  emotion! 
abuse.  Fannin  and  other  Sunbeam  managers  believed  thq 
Dunlap's  rages  took  him  to  within  a  hair's  breadth  of  actt 
violence.  As  Fannin  began  to  speak,  there  was  a  quiver  in 
voice  and  a  persistent  twitch  in  his  face,  a  quirk  that  had  b{ 
come  particularly  bothersome  in  recent  months  as  Fannin  ha 
quietly  begun  to  oppose  and  even  to  despise  Sunbeam's  me\ 
curial  ceo. 

"The  day-to-day  atmosphere  at  the  company  has  real 
deteriorated,"  he  told  the  board.  "Al  is  no  longer  in  touc 

with  the  business  and  what's  going  on  at  the  company 

isn't  talking  to  people.  He  has  cut  himself  off." 
A  WAY  OUT?  Worse,  the  directors  believed  that  Dunlap  w^ 
hiding  the  true  condition  of  the  company.  Fannin  told  the 
rectors  of  a  meeting  on  June  4  in  which  one  of  Sunbeam's  tc 
operating  executives  warned  Dunlap  and  Kersh  in  a  writte 
memo  that  the  company  was  facing  an  $80.9  million  gap 
second-quarter  revenue.  When  asked  by  a  director  abou 
the  condition  of  the  company  just  five  days  later,  Keral 


This  adaptation  is  from  the  forthcoming  HarperBiisiness  book  Chainsaw:  The  Notorious  Career  of  Al  Dunlap  in  the  Era 
of  Profit-at-Any-Price,  mitten  by  business  week  Senior  Writer  John  A.  Byrne. 
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merely  said  that  sales  were  soft.  A  shortfall  of  that  size, 
however,  would  wipe  out  the  5(2  to  100  per  share  profit  that 
Dunlap  had  promised  the  board  and  Wall  Street  only  weeks 
earlier  and  could  well  force  the  appliance  company  into  the 
red  for  the  second  quarter  in  a  row. 

"The  numbers  aren't  soft,"  said  Fannin.  "They  are 
horrible." 

(In  his  statement,*  Dunlap 
said  he  did  not  learn  of  the 
shortfall  in  sales  until  June 
13,  the  day  he  was  fired. 
Kersh  said  in  his  statement 
that  any  suggestion  that  ei- 
ther he  or  Dunlap  withheld 
information  on  the  company's 
deteriorating  sales  position 
was  without  merit  and  that 
he,  too,  did  not  learn  of  the 
company's  lagging  sales  until 
after  he  was  dismissed.) 

Fannin's  news  outraged 
Dunlap's  boardroom  friends, 
who  suspected  that  Dunlap 
and  Kersh  knew  the  company 
was  in  trouble  and  simply 
wanted  to  skip  and  run. 

"They  were  looking  for  a 
way  out,"  Langerman  told  his 
fellow  directors.  "They  were 
giving  us  the  bait  the  other 
day,  hoping  that  we  would 
take  it.  That  would  have  let 
them  off.  Al  could  say,  'I  did 
my  best.  I  succeeded,  and 
this  board  decided  it  didn't 
want  me.' " 

AGHAST.  By  10  a.m.,  Dunlap's 
handpicked  board  concluded 

that  the  ceo  had  to  go.  But  there  was  a  problem.  Dunlap  was 
scheduled  to  leave  his  home  in  Boca  Raton  by  3  p.m.  to 
catch  a  flight  to  London  to  promote  the  paperback  edition  of 
his  book,  Mean  Business.  It  didn't  leave  much  time. 
Kristol  suggested  waiting  until  Thursday  when  Dunlap  would 
return.  Having  a  few  extra  days  would  give  the  board  time  to 
prepare  legally  for  the  firing,  to  consider  who  would  succeed 
Dunlap,  and  to  communicate  the  news  inside  and  outside 
the  company. 

Fannin  was  aghast,  terrified  that  word  of  his  meeting 
with  the  board  would  leak  out  and  Dunlap  would  retaliate. 

"I  cannot  work  for  that  man  another  day,"  he  said,  his 
voice  wobbly  with  emotion.  "I  can't  do  it." 

"Don't  go  into  the  office,"  advised  one  director.  "Just  call 
in  sick." 

"He'll  call  me.  He'll  know  that  this  meeting  took  place," 
said  Fannin.  "I  just  can't  do  it." 

The  general  counsel  broke  down  and  abruptly  left  the 
room.  After  a  sleepless  night  and  nearly  two  years  of  work 
under  Dunlap,  he  was  utterly  depleted. 

Ultimately,  the  five  directors  agreed  and  arranged  a  care- 


fully scripted  conference  call  with  Dunlap  and  Kersh  | 
midafternoon.  At  about  2:20,  Langerman  began  slowly  re 
ing  from  a  prepared  text. 

"Al,"  he  said,  "the  outside  directors . . .  have  decided 
your  departure  from  the  company  is  necessary."  On| 
droned,  careful  not  to  stray  from  the  script,  as  he  drew 

close  the  turbulent  reij 
Al  Dunlap  at  Sunbeam, 
resolutions  have  been  d 
adopted,"  concluded  Lan 
man.  "Al,  whom  would 
like  our  lawyers  to  call  to 
cuss  your  contract?" 

Dunlap    was    fired, 
mood  in  the  room  was  qi 
and  sober  as  the  board 
gan  methodically  contact 
Sunbeam's  operating  exe 
tives  to  report  Dunlap's 
missal.  With  each  phone  ( 
however,  the  anxiety  le 
rose.  For  one  thing,  the 
mate  of  the  second-quai 
shortfall  grew  from  $80.9 
lion  to  $200  million. 

But  the  biggest  jolt 
curred  when  Langern 
reached  Treasurer  Ronald 
Richter,  who  had  joii 
the  company  four  mon 
earlier.  The  shortfall,  thou 
Richter,  could  pose  probk 
with  creditors.  He  begar 
mention  the  word  covena 
the  requirements  that  le 
ers  impose  to  protect  tl 
loans. 
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BREAKING  POINT 

"I  cannot  work  for  that  man  another 
day,  "Fannin  said,  his  voice  wobbly 
with  emotion.  "I  can 't  do  it. "  The  gent 
al  counsel  broke  down  and  abruptly 
left  the  boardroom . . .  utterly  deplete 

"We  might  not  make  the  covenants,"  Richter  said. 

"I  can't  believe  this,"  said  Langerman.  "We  could  defai 
A  hush  fell  over  the  boardroom.  Everyone  in  the  room  i 
realized  they  weren't  simply  dealing  with  another  down  qi 
ter.  It  was  possible,  Richter  conceded,  that  within  two  w« 
the  company's  banks  could  call  in  a  recently  extended  $1.7 
lion  loan,  forcing  the  company  into  bankruptcy. 

When   Langerman  later  reached   Sunbeam  Contro 


^EDITOR'S  NOTE:  Chainsaw  is  based  on  interviews  with  more  than  250  insiders,  including  Sunbeam  executives,  manager, 
and  directors,  Wall  Street  analysts  and  investors,  and  others.  It  was  through  their  cooperation  that  Byrne  reconstructed 
scenes  and  dialogue.  In  doing  so,  the  author  interviewed  as  many  participants  as  possible  to  make  the  scenes  as  occur 
as  memory  might  allow.  In  some  cases,  sources  wrote  out  line-by-liyie  accounts  of  conversations  as  they  recalled  them. 
Dunlap  and  Russell  Kersh  declined  to  be  interviewed  by  Byrne  but  released  statements  to  the  press  in  July,  1998.  OtJit 
submitted  statements  to  business  week.  Parts  of  their  comments  have  been  included. 
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Concerned  about  e-business  availability?  Let  us  be  your  guide. 

It  used  to  be  that  when  your  system  went  down,  only  internal  business  suffered.  But  with  the 
advent  of  the  Internet,  much  more  is  at  stake.  Now  you  have  customers  and  business  partners 
who  have  come  to  depend  on,  and  expect,  the  availability  of  information  24x7  —  and  if  you 
can't  provide  it  lor  them,  someone  else  will. 
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Assuring  Business  Availability 


Robert  Gluck  in  Florida,  yet  another  alarm  sounded. 

"What  are  we  using  for  cash  these  days?"  asked  Finn 
Fogg,  Sunbeam's  outside  counsel  from  Skadden.  Arps. 

"What?"  asked  Gluck. 

"What  are  we  using  for  cash?" 

"Well,  there's  the  revolver,"  replied  the  controller. 

Langerman,  standing  by  the  credenza  for  the  speaker- 
phone  call,  slumped  into  a  chair  in  horror. 

"You  are  meeting  the  payroll  with  revolving  credit?"  asked 
Fogg,  incredulous. 

It  was  a  profound  revelation.  Dunlap,  the  man  who  pro- 

WRITING  INVOICES 

The  computers  were  down  for  months 
after  Sunbeam  tried  to  upgrade 
them-with  no  backup  system.  It  was 
forced  to  bill  such  customers  as  Wal- 
Mart  and  Sears  manually 


claimed  himself  the  best 
chief  executive  in  America, 
had  driven  the  appliance 
maker  into  the  ground. 
BULLETPROOF  VEST.  Not 
even  Dunlap's  harshest  crit- 
ics could  have  predicted 
such  a  disastrous  outcome 
when  the  chief  executive 
first  strode  into  Sunbeam. 
The  day  after  Sunbeam  an- 
nounced that  it  had  snared 
the  self-styled  turnaround 
artist  and  downsizing  cham- 
pion as  its  ceo,  the  compa- 
ny's shares  soared  nearly 
60%,  to  $18.63,  as  one  ana- 
lyst after  another  urged  in- 
vestors to  load  up  on  the 
stock.  After  all,  at  Scott 
Paper  Co.,  Dunlap's  last 
ceo  assignment,  he  had  dri- 
ven up  shares  by  225%  in 
18  months,  increasing  the 
company's  market  value  by 
$6.3  billion. 

Sunbeam  investors  knew 
that  Dunlap's  arrival  meant 
that  tough  medicine  would 
soon  be  administered.  And 
at  precisely  9  a.m.  on  Mon- 
day, July  22,  1996,  when 
Dunlap  marched  into  the 

penthouse  boardroom  at  Sunbeam  headquarters  in  Fort  Laud- 
erdale, the  anxious  group  of  executives  gathered  around  the 
table  knew  it,  too.  Dunlap  wasted  no  time  on  introductions. 
Like  George  C.  Scott  in  the  movie  Pattern,  he  began  by  de- 
livering a  spellbinding,  if  sometimes  disjointed,  monologue  on 
himself  and  the  company. 

"You  guys  are  responsible  for  the  demise  of  Sunbeam!" 
Dunlap  roared,  tossing  his  glasses  onto  the  table.  "I'm  here  to 


tell  you  that  things  have  changed.  The  old  Sunbear| 
over  today.  It's  over!" 

Dunlap,  the  men  later  observed,  looked  exactly  as  he  di| 
the  photographs  that  accompanied  the  fawning  magazine 
ries  many  had  read  over  the  weekend.  He  wore  his 
stripes  like  a  military  uniform,  meticulously  pressed,  witlj 
a  single  wrinkle  or  stray  thread,  and  perfectly  fitted  to  J 
stocky  frame.  A  white  handkerchief  peeked  out  of  the  brq 
pocket  of  his  dark  blue  suit.  On  his  left  hand,  he  sporte 
chunky  West  Point  class  ring  above  his  wedding  band. 
"The  old  Sunbeam  is  over,"  Dunlap  thundered  again 
again.  His  chest  was  puffed  out  and  his  face  flushed.  The 
stared  in  silence  at  this  performance.  Some  said  later 
they  almost  expected  Dunlap,  like  Patton,  to  slap  someone  | 
of  frustration. 

"This  is  the  best  day  of  your  life  if  you're  good  at  what 
do  and  willing  to  accept  change,"  Dunlap  continued.  "And| 
the  worst  day  of  your  life  if  you're  not." 

Once  his  monologue  was  through,  Dunlap  tossed  off  qil 
tions  and  comments  like  so  many  hand  grenades.  After  noil 
that  Sunbeam  had  missed  five  consecutive  quarters  of  pi 
and  revenue  estimates,  he  turned  to  Paul  O'Hara,  the  c\ 
pany's  chief  financial  officer,  who  would  soon  be  replaced 
Kersh.  "And  you  delivered  these  numbers,"  Dunlap  shoui 

"How  could  you  in  gj 
conscience  have  done  tl 
How  could  you  have  si 
ported  these  forecast 
O'Hara  did  not  dare  to  I 
tempt  a  response. 

The     men     gathei 
around  the  conference  ta 
were  stunned  by  Dunla! 
attack.  "It  was  like  a 
barking  at  you  for  houJ 
recalled  Richard  L.  Bol 
ton,  president  of  the  hot 
hold-products  division, 
just   yelled,    ranted, 
raved.  He  was  condescel 
ing,  belligerent,  and 
respectful." 

As  if  that  first  meet 
weren't  enough,  there  wl 
soon  other  signs  that  S| 
beam  had  entered  a 
era.  Human  resources  cl] 
James  Wilson  recalls  be| 
thunderstruck  when  he 
Dunlap's  first  expense 
port  and  saw  that  his  bl 
had  charged  off  a  bull[ 
proof  vest.  "I  knew  it  wa 
different    world,"    Wild 
says.  Later,  Wilson  adc 
Dunlap  would   expense 
handgun  for  himself, 
everywhere  he  went,  Di 
lap  was  shadowed  by  a  company-paid  bodyguard. 
NEAR  CHAOS.  Just  as  he  had  promised,  Dunlap  lost  no  til 
burying  the  old  Sunbeam.  Three  days  into  the  job,  he  helj 
telephone  conference  with  several  hundred  analysts,  invest 
and  business  reporters.  Eager  to  show  how  quickly  he  co| 
move,  Dunlap  spoke  as  if  he  had  all  the  company's  pr 
lems  diagnosed.  He  told  the  analysts  that  if  he  were  a  S^ 
beam  shareholder,  he  would  have  "hung"  former  mana 
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how  do  you  prepare  natural  gas 
>r  a  long  journey  to  some  cold,  remote  location? 

Chill  it,  of  course. 
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Delivering  vast  quantities  of  natural  gas  over  great 
listances  gets  to  be  not  only  logistically  difficult, 
•ut  expensive.  So  Phillips  Petroleum  developed  a 
Iroprietary  means  of  producing  liquefied  natural 
las,  a  process  that  chills  the  gas,  shrinking  it  over 
JOO  times,  turning  it  into  a  liquid  form  that  is 


economically  feasible  to  transport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  world.  Its  a  valuable  tech- 
nology and  another  prime  example  of  what  it 
means  to  be  The  Performance  Companv.  <pflEi> 
PHILLIPS  PETROLEUM  COMPANY  (££) 
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ment.  He  pledged  a  "massive  and  swift  restructuring"  to 
turn  the  company  around  in  less  than  a  year.  "We've  got  too 
many  people,  too  many  products,  too  many  facilities,  and 
too  many  headquarters,"  Dunlap  proclaimed. 

That  battle  cry  was  one  Dunlap  had  repeated  many  times. 
In  each  of  the  companies  he  had  "rescued" — American  Can, 
Lily  Tulip,  Crown  Zellerbach,  Scott — Dunlap  had  started  by 
decrying  the  waste  and  inefficiency  of  previous  management. 
Then  he  had  brought  in  C.  Donald  Burnett,  a  senior  partner 
at  Coopers  &  Lybrand,  to  work  out  the  details  of  the  vast 
payroll  cuts  and  plant  closings  that  were  Dunlap's  signature. 

Sunbeam  was  no  exception.  Within  a  week,  Burnett  and 
Ids  troops  were  crawling  all  over  the  company.  Eventually,  a 
dozen  consultants  worked  at  company  headquarters.  Anoth- 
er dozen  worked  in  the  field,  visiting  Sunbeam's  factories, 
warehouses,  and  sales  offices,  interviewing  managers  and 
compiling  facts. 

Still,  many  managers  believed  that  the  consultants'  job 
was  not  to  figure  out  how  much  to  cut  but  simply  to  find 
enough  bodies  to  meet  Dunlap's  preset  goals.  Once,  when  the 
Coopers  team  came  back  with  estimates  of  layoffs  that  didn't 
meet  Dunlap's  expectations,  Sunbeam  managers  heard  the  ceo 
quip  that  Burnett  was  "getting  weak-kneed  in  his  old  age."  (A 
statement  from  Coopers  and  Burnett  said  "what  dictated 
the  size  of  the  layoffs  was  Mr.  Dunlap's  desire  to  downsize 
only  once  and  to  then  get  on  with 
running  the  company") 

Burnett's  restructuring  plan,  ap- 
proved by  the  board  on  Nov.  12, 
1996,  turned  Sunbeam  upside  down 
and  inside  out.  It  called  for  the 
elimination  of  half  of  the  company's 
6,000  employees  and  87%  of  its 
products.  According  to  Sunbeam 
managers,  it  also  resulted  in  near-to- 
tal chaos. 

In  almost  every  case,  numerous 
executives  said,  the  restructuring 
plan  cut  not  merely  fat  but  muscle, 
leaving  shortages  of  skilled  and  ex- 
perienced talent  throughout  the  cor- 
poration. In  human  resources,  for 
example,  the  Coopers  plan  cut  the 
staff  from  75  to  17.  In  meetings 
with  Jack  Bonini,  one  of  the  lead 
consultants  under  Burnett,  HR  chief 
Wilson  was  assured  that  he'd  be 
left  with  a  staff  of  28  or  30.  The 
first  time  Coopers  informed  him  of 
the  lower  number  was  during  its 
presentation  to  Dunlap. 

After  the  meeting,  Wilson  sought  out  Bonini  to  protest. 

"This  makes  no  sense,"  Wilson  complained.  "I  can't  manage 
a  function  that  goes  from  75  to  17." 

"Jim,"  Bonini  replied  calmly,  "it's  all  ratio.  Most  people 
have  maybe  one  [hr  manager]  per  hundred  employees.  We're 
going  to  give  you  one  for  every  300.  That's  the  way  the  ra- 
tio works." 

(In  a  statement,  Bonini  said,  "I  don't  recall  any  such  con- 
versation or  the  alleged  circumstances  of  it."  Coopers  and 
Burnett  said  the  restructuring  plan  was  developed  after  con- 
sultation with  managers.  "Department  managers  agreed  with 
the  requirements  developed  for  required  staffing  levels  and 
skill  sets,"  their  letter  said.) 

With  managers  and  employees  being  fired  every  day,  Sun- 
beam execs  said  that  most  departments  and  functions  lacked 


"  Budgets  kept 
getting  reduced. 
Everything  was 

starved  of 

resources.  It  was 

a  disaster" 
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New-business  development 


the  people  to  get  a  normal  day's  work  done.  Plants 
were  needed  to  produce  goods  already  promised  to  retai 
were  being  shut  down.  Computers  no  longer  worked.  S< 
surviving  factories  lacked  the  parts  inventory  to  make  t 
products.  "There  weren't  enough  people  to  execute  stuff," 
Paula  Etchison,  a  Sunbeam  veteran  who  headed  up 
business  development.  "The  budgets  kept  getting  redu< 
Everything  was  starved  of  resources.  It  was  a  disaster." 
In  some  cases,  Sunbeam  execs  said,  the  drive  to  downs 
led  to  additional  costs.  For  example,  the  consultants  assur 
that  Sunbeam  could  operate  with  a  flexible  workforce  t 
would  allow  it  to  cut  production  of  seasonal  products  sucl 
electric  blankets  and  grills  during  the  off-season  and  ramp 
production  when  the  products  were  needed.  But  Coop< 
according  to  Sunbeam  executives,  failed  to  account  for  the 
that  employees  needed  year-round  jobs  and  if  you  laid  th 
off,  you  probably  wouldn't  be  able  to  hire  them  back.  (Co 
ers  and  Burnett  said  the  cutbacks  made  sense.  "Several  S 
beam  manufacturing  plants  had  been  utilizing  flexible  wc 
forces  for  some  time,"  their  letter  said.  "We  recommen* 
that  policy  be  continued.") 

DEAD  COMPUTERS.  Coopers  also  urged  Sunbeam  to  fire 
computer  staff  and  outsource  the  entire  information  pro« 
ing  function.  Dunlap  axed  technicians  making  $35,000  a  y 
who  quickly  discovered  they  were  worth  $125,000  a  y 
elsewhere.  To  replace  them,  accr 
ing  to  Donald  Uzzi,  executive  vj  | 
president  for  worldwide  consur 
products,  Dunlap  had  to  hire 
tract  workers  at  far  higher  rat 
some  of  whom  were  people  he  1 
just  let  go.  (Coopers  and  Burn 
said  the  consultants  recommenc 
outsourcing  of  selected  functio 
"In  a  previous  company  restruct 
ing,  Sunbeam's  management 
successfully  outsourced  the  IT  fu 
tion.  They  therefore  decided  tl 
this  approach  also  would  be  eft 
tive  at  Sunbeam.") 

In  the  midst  of  all  this,  the  cc 
pany  attempted  to  upgrade  its  cc 
puter  systems,  with  no  backup.  1 
result:  The  computers  were  do 
for  months.  Sunbeam  was  forced 
manually  invoice  customers  such 
Wal-Mart  and  Sears  Roebuck 

'We  couldn't  bill  our  customer 
said  Uzzi.  "We  couldn't  keep  tr; 
of  our  shipments.  We  didn't  kn 
what  we  were  shipping.  We 
customers  calling  day  and  night,  asking  where  their  ordi 
were.  Some  had  three  orders  instead  of  one.  Others  had 
wrong  order.  Our  customers  were  irate." 

By  early  1997,  the  stress  pushed  Sunbeam's  managers 
most  to  the  breaking  point.  Working  on  the  front  lines  o 
company  run  by  Chainsaw  Al,  as  he  was  known,  was 
trench  warfare.  The  pressure  was  brutal,  the  hours  exhau 
ing,  and  the.  casualties  high.  Dunlap  had  imposed  such  un 
alistic  goals  on  the  company  that  most  Sunbeam  managers  i 
lieved  he  was  engaged  in  a  short-term  exercise  to  pretty 
the  business  for  a  quick  sale.  Indeed,  Fannin  and  other  sen 
executives  said  they  frequently  heard  Dunlap  berating  M< 
gan  Stanley  Dean  Witter  investment  banker  William  Stroi 
who  had  been  working  with  Dunlap  since  April,  1997,  for 
finding  a  buyer.  "Goddamn  it,  look  what  you've  got  he 


! 


Se 


h 


134  RIISINFSS  WFFK  /  OCTORFR   1R     1  QQQ 


ne-stop  service  for  all  your 
automotive  needs. 


o*e 


.Stop 


<traWed  Technicians.  ^ 


See  your  participating  Ford,  Lincoln  or  Mercury  dealer  today! 


•  n  Ford  and  Lincoln  Mercury  Dealers 


QualityGi/v 

^at  your  service 

•Taxes  extra.  Ask  your  Service  Advisor  for  details  through  1 1/28/99 


4B 


te^fi 


& 


If  vou  want  to  see  this,  you  need  to  have 


Automation   •  Automotive 


Electronics   •   Energy  •   Information  a 


nd  Communications   •    Lighting   ■   Medical  Systems 


.   Power  Generation   •  Transportation 


At  Siemens,  we've  put  over  two  decades  of 
experience  into  lighting  this  stage.  And  into  the 
huge  infrastructure  underlying  even  the  simplest 
electrical  device.  Power  generation,  power 
transmission,  power  distribution  and  control. 


Any  form  of  energy,  any  service  need.  The 
breadth  and  depth  of  our  energy  solutions, 
across  the  board,  is  unmatched.  So  if  you  take 
for  granted  seeing  your  child  in  the  spotlight, 
that's  fine  with  us.  It  shows  we're  doing  our  job. 

We're  Siemens.  We  can  do  that. 


©Siemens  Corporation  1999 


Book 


J 


Excerpt 


Dunlap  said.  "You've  got  a  turned-around  company.  Any- 
body could  sell  this." 

But  selling  Sunbeam  would  not  be  so  easy.  For  one  thing, 
Dunlap's  celebrity  had  helped  push  the  stock  to  premium  lev- 
els, making  it  too  rich  for  most  acquirers.  For  another,  it  was 
becoming  increasingly  difficult  to  meet  Dunlap's  projections. 
To  double  revenues  to  $2  billion  by  1999,  Sunbeam  would 
have  to  increase  sales  five  times  faster  than  rivals.  To  boost 
operating  margins  to  20%  in  just  over  a  year,  Sunbeam 
would  have  to  improve  its  profitability  more  than  twelvefold 
from  the  measly  2.5%  mar-  i^^^^^^H^^^^^^^^^^B 
gins  it  had.  To  generate 
$600  million  in  sales  through 
new  products  by  1999,  the 
company  would  have  to 
smash  home  runs  with 
every  at-bat. 

Almost  all  his  executives 
believed  these  goals  were 
impractical.  Dunlap,  howev- 
er, refused  to  acknowledge 
the  near-impossibility  of 
meeting  them.  Instead,  he 
began  putting  excruciating 
pressure  on  those  who  re- 
ported to  him,  who  in  turn 
passed  that  intimidation 
down  the  line.  People  were 
told  that  either  they  meet 
their  goals  or  another  per- 
son would  be  found  to  do  it 
for  them.  Their  livelihood 
hung  on  making  numbers 
that  were  not  makeable. 

In  Dunlap's  presence, 
knees  trembled  and  stom- 
achs churned.  Underlings 
feared  the  torrential  ha- 
rangue that  Dunlap  could 
unleash  at  any  moment.  At 
his  worst,  he  became  vi- 
ciously profane,  even  violent. 


work  here  for  free,"  Dunlap  would  scream,  inches  froml 
victim.  "You  are  being  paid  to  work  here,  and  you  can  beccf 
rich  because  I've  given  you  all  these  options.  And  yoJ 
letting  me  down.  I'm  working  hard  for  you  on  the  Street, 
you're  letting  me  down." 
UNPAID  BILLS.  To  make  the  quarterly  numbers  require! 
fierce  dash  to  every  finish  line,  yet  for  a  long  time,  Dunlj 
executives  and  managers  did  it.  The  company  outdid 
Street's  projections  for  the  first  quarter  of  1997,  earning 
per  share,"  20  better  than  expected.  Its  second-quarter  pri 

of  30(2  per  share  was  ri| 
on  the  Street's  estima 
and  in  the  third  quar 
with  earnings  of  340  a  sh 
Sunbeam  beat  the  analy 
consensus  by  a  penny. 
October,  1997,  the  stock 
a  record  $50  a  share. 

Inside  Sunbeam,  ho 
er,  there  was  little  enth 
asm.  The  survival  tactic: 
kissing  up  and  kicking  d 
sowed  bitterness  and  fi 
tration.  By  the  fourth  q 
ter,  as  it  became  more  d 
cult  to  meet  the  number; 
new  and  rather  menac: 
management  technique 
invented.     It    was    cal 
"tasking."  Kersh  and  D 
lap  would  gather  the  top 
ecutives  in  the  boardrol 
and  ask  each  to  run  thro 
the  numbers  for  their  b 
nesses.  If  one  area  was  li 
ging,  someone  else  would 
asked  to  make  up  the 
ference  so  Dunlap's  forec 
to  Wall  Street  could  be 

"They  would  say,  T  d 
care  what  your  plan  was 


Executives  said  he  would  throw  papers  or  furniture,  bang  his 
hands  on  his  desk,  and  shout  so  ferociously  that  a  manager's 
hair  would  be  blown  back  by  the  stream  of  air  that  rushed 
from  Dunlap's  mouth.  "Hair  spray  day"  became  a  code  phrase 
among  execs,  signifying  a  potential  tantrum. 

Many  of  his  executives  believed  that  Dunlap  didn't  care 
about  the  details  of  the  business.  "In  a  meeting  with  Al,  you 
are  not  there  to  tell  him  anything,"  said  William  Kirkpatrick, 
an  operating  manager  who  worked  with  Dunlap  at  both 
Scott  and  Sunbeam.  "You  are  there  to  listen.  If  you  didn't  hit 
your  numbers,  he  would  tear  all  over  you." 

Sunbeam  managers  had  more  than  just  their  jobs  at  stake. 
Dunlap  had  handed  out  huge  stock  option  grants  soon  after 
arriving.  The  top  250  to  300  executives  and  managers  at 
Sunbeam  received  option  grants  that  were  typically  twice  the 
size  of  what  they  might  get  at  other  companies.  All  were 
aware  of  what  such  grants  had  meant  for  managers  at  Scott, 
many  of  whom  walked  away  with  millions.  But  the  Sunbeam 
options  vested  over  a  three-year  period.  For  many,  getting 
fired  could  mean  losing  out  on  more  than  $1  million  in  gains. 
Some  Sunbeam  managers  believe  that  Dunlap's  generosity 
had  a  perverse  impact.  The  outsize  rewards  made  it  easier  for 
employees  to  do  things  they  might  otherwise  refuse  to  do. 

"I  have  thousands  of  resumes  from  people  who  would 


NUMBERS  GAME 

CFO  Russ  Kersh  would  remind  fellow 
execs  that  he  was  "the  biggest  profit 
center" Sunbeam  had.  Dunlap  would 
say:  "If  it  weren't  for  Russ  and  the 
accounting  team,  we'd  be  nowhere" 

don't  care  what  you  delivered  last  month,' "  recalls  Di> 
Thayer,  head  of  international  sales.  "  'We  are  going  to  t 
you  to  this  number.'  Russ  [Kersh]  would  give  you  a  n 
enue  and  profit  number  and  say,  *We  don't  want  any  bulls] 
Your  life  depends  on  hitting  that  number.'  These  numbers  | 
to  be  so  outrageous  they  were  ridiculous." 

In  an  effort  to  hang  on  to  their  jobs  and  their  optio 
some  Sunbeam  managers  began  all  sorts  of  game  playii 
Commissions  were  withheld  from  independent  sales  re 
Bills  went  unpaid.  Some  vendors  were  forced  to  accept  pari 
payment.  One  director  reported  getting  a  call  from  a  he; 
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hunter  begging  for  help  in  collecting  a  bill  from  Sun 
beam.  "It  was  personally  humiliating,"  recalled  Susan  Robert- 
son, a  manager  in  new-product  development.  "I  couldn't  tell 
for  sure  if  they  were  simply  pinching  pennies  or  [if  it  was]  be- 
cause we  were  short  on  cash.  Later  on  it  became  apparent  it 
was  the  latter." 

Other  dubious  techniques  were  used  to  boost  sales.  Prod- 
uct was  heavily  discounted  to  get  retailers  to  buy  more  than 
needed.  Credit  terms  were  extended.  By  May  of  1998,  an  in- 
ternal memo  shows,  all  of  the  company's  major  customers 
were  loaded  to  the  gills  with  Sunbeam  merchandise.  Wal-Mart 
Stores,  for  example,  which  prefers  four  weeks  of  inventory, 
was  loaded  with  23.6  weeks  of  Sun- 
beam appliances.  "We  were  jam- 
ming inventory  at  people  like  you 
couldn't  believe,"  said  a  top  sales- 
man. "Most  of  the  stuff  I  had  done 
before  for  solid  companies.  We  just 
took  it  to  another  level.  We  did  it 
every  quarter,  with  every  customer, 
on  every  product." 

The  games  did  not  go  completely 
unnoticed,  even  on  Wall  Street.  By 
mid-1997,  William  H.  Steele  of 
Buckingham  Research  Group  in 
San  Francisco  saw  signs  of  trou- 
ble. Inventory  in  the  second  quar- 
ter hit  $208  million,  up  $60  million 
from  first-quarter  levels.  Mean- 
while, cash  on  hand  fell  by  $36  mil- 
lion. Steele  downgraded  the  stock 
to  neutral  in  July. 

Most  analysts,  however,  were  still 
in  the  midst  of  an  extended  honey- 
moon with  Dunlap,  who  cultivated 
the  relationship.  Despite  the  chaos 
inside  the  company,  Sunbeam's  chief 
kept  up  a  steady  drumbeat  of  opti- 
mistic sales  and  earnings  forecasts,  promises  of  tantalizing 
new  products,  and  assurances  that  the  Dunlap  magic  was 
working.  Even  Andrew  Shore,  an  analyst  at  PaineWebber  Inc. 
and  one  of  the  few  who  hadn't  entirely  bought  into  the  Dun- 
lap mystique,  upgraded  the  stock  to  a  buy  in  October,  1997. 
He  noticed  the  same  disturbing  trends  as  Steele,  but  wrote: 
"Sunbeam  possesses  an  intangible  asset,  the  Dunlap  factor." 
"THE  DITTY  BAG."  As  Sunbeam  moved  toward  the  holiday  sea- 
son, its  struggle  to  make  its  numbers  became  more  desperate. 
Of  all  the  ploys,  few  were  as  controversial  and  daring  as  the 
"bill-and-hold"  sales  of  barbecue  grills  the  company  began 
making  in  early  November.  Anxious  to  extend  the  selling  sea- 
son for  the  product  and  boost  sales  in  Dunlap's  "turnaround 
year,"  the  company  offered  retailers  major  discounts  to  buy 
grills  nearly  six  months  before  they  were  needed.  The  re- 
tailers did  not  have  to  pay  for  the  grills  or  accept  delivery  of 
them  for  six  months.  The  downside  was  evident:  The  company 
was  booking  what  would  have  been  future  sales  in  the  pre- 
sent. Indeed,  after  Dunlap's  departure  from  the  company, 
outside  auditors  would  force  a  restatement  of  Sunbeam's  fi- 
nancials,  pushing  most  of  these  sales — $62  million  worth — into 
future  quarters.  (Outside  auditor  Arthur  Andersen  &  Co. 
declined  to  comment,  citing  pending  litigation.  Dunlap  said 
bill-and-hold  sales  were  proper  under  accepted  accounting 
principles.  "There  is  absolutely  nothing  improper  about  this 
practice,"  he  said.) 

In  the  fourth  quarter,  however,  no  amount  of  game  playing 
or  beating  up  on  people  could  produce  the  numbers  Dunlap 
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had  promised  investors.  So  he  turned  to  his  longtime 
and  cfo,  Russell  Kersh,  who  had  been  with  him  through 
stints  at  Lily  Tulip  and  Scott  Paper. 

In  the  often  esoteric  interpretations  that  are  made  in 
counting,  Kersh  was  rarely  conservative  or  bashful  at 
his  creative  competence  during  his  tenure  as  Sunbeam's  < 
In  a  self-congratulatory  tone,  he  would  point  to  his  cl 
and  boast  to  fellow  executives  that  he  was  "the  biggest  p 
it  center"  the  company  had.  Dunlap  knew  it  as  well, 
meetings,  "executives  recalled,  Dunlap  would  say:  "If  it  wer 
for  Russ  and  the  accounting  team,  we'd  be  nowhere."  Se1 
al  executives  heard  Dunlap  shout  to  subordinates:  "M 
the  goddamn  number.  And  R 
you  cover  it  with  your  ditty  ba: 
The  phrase  itself  was  a  naut 
term.  A  ditty  bag  was  used 
sailors  to  hold  small  artic 
At  Sunbeam,  it  was  the  colleci 
of  accounting  techniques  that  Kc 
could  employ  to  maximize  the  c 
pany's  net  income  and  sa 
Throughout  1997,  Kersh  had  b 
regularly  dipping  into  the 
to  help  create  a  "turnaround" 
his  boss. 

One  technique  was  simply  to 
into  the  excess  funds  that  had  b 
placed  in  reserves  when  Dur 
took  his  $300  million  restructui 
charge  in  1996.  Like  many  ci 
7  7  Kersh  took  a  bigger  write-off  t 
he  would  need,  allowing  him  to 
er  bleed  the  excess  into  income, 
til  the  fourth  quarter,  however, 
reversals  were  fairly  minimal 
took  into  income  only  $500,00i 
the  first  quarter,  $4.5  million  in 
second,  and  $1.5  million  in  the  ti 
financial  records  later  revealed.  In  the  year's  final  qua: 
however,  when  profits  were  off  significantly,  Kersh  openei 
the  tap  and  poured  $21.5  million  from  reserves  into  inco 
(Kersh  said:  "Al's  instructions  to  me  at  all  time  were  to  ac 
ways  in  ways  that  were  morally  and  legally  responsible 
that  met  our  fiduciary  duty  to  shareholders,  and  I  did.") 
Despite  the  boost  from  Kersh,  Sunbeam's  fourth-quarte 
nancials  still  disappointed  Wall  Street.  When  Dunlap  finally 
ported  the  numbers  on  Jan.  28,  he  turned  in  earnings  of 
per  share,  which  was  a  cent  short  of  analysts'  expectati 
The  shortfall  caused  Sunbeam  stock  to  fall  nearly  10% 
$37,625.  Dunlap  attributed  the  stumble  to  lower  sale 
electric  blankets. 

What  investors  didn't  know  would  have  caused  Sunbea 
stock  to  suffer  a  total  collapse.  Shifting  the  $21.5  mil 
from  reserves  into  income — a  transaction  that  only  cam 
light  when  Sunbeam  restated  its  financial  results  a  year 
er — enabled  Kersh  to  disguise  the  company's  calamitous 
sion  in  profit  margins.  It  helped  to  cover  up  the  deep 
counts  given  to  customers  by  Sunbeam  to  stuff  and  1 
the  retail  channels.  Auditors  later  concluded  that  grill  s 
made  under  massive  discounts,  extended  credit  terms, 
"bill-and-hold"  transactions  inflated  fourth-quarter  sales 
$50  million.  Instead  of  reporting  revenues  that  were 
26%,  to  $338.1  million,  Sunbeam  sales  would  have  increai 
by  only  7%.  (Dunlap  said:  "I  had  no  reason  to  doubt  the 
curacy  of  any  financial  statement  Sunbeam  made  whil 
was  ceo,  and  I  have  no  reason  to  do  so  now."  Kersh  said 
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Understand  where  the  real  opportunities  in  your  organization 
lie  with  PeopleSoft  Enterprise  Performance  Management. 
Enterprise  Performance  Management  helps  you  analyze 
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relied  on  managers  to  be  factual  and  candid  and  not  to 
withhold  negative  information.  "Similarly,  we  shared  negative 
information  with  the  board,  and  disclosed  it  publicly,  as  it  was 
known,"  he  said.) 

As  the  company's  performance  deteriorated,  the  pres- 
sure inside  Sunbeam  was  building.  There  were  signs  that  it 
was  even  getting  to  Dunlap.  In  February  of  1998,  the  Boca 
Raton  police  department  received  a  phone  call  from  a  golfer 
who  alleged  that  he  had  been  assaulted  at  the  Boca  Raton 
Resort  &  Club,  where  Dunlap  lives.  According  to  the  police 
report,  Frank  Schienberg,  who  winters  in  Florida,  had  hit 


was  futile.  There  was  little  follow-up  to  her  recomn 
dations.  She  believed  that  company  officials  provided 
satisfactory  answers  to  the  questions  she  raised  about 
company's  aggressive  sales  tactics.  When  Sunbeam  resor 
to  hawking  appliances  in  parking  lots  and  empty  st< 
fronts  to  boost  revenue,  she  unsuccessfully  challenged 
transactions  on  the  basis  of  inadequate  controls.  Product 
turns,  the  focus  of  one  of  her  earliest  audit  reports,  had 
come  an  even  larger  problem.  For  example,  fully  one-thir< 
the  merchandise  sold  in  Canada  in  1997  had  been  returi 
"There  was  no  consequence  to  it,"  she  said. 

Disillusioned,  she  put  her  fi 
trations  on  the  record.  In  a  m< 
dated  Mar.  12,  1998,  DenDa 
raised  questions  about  the  fund 
of  the  internal  audit  departrm 
the  bill-and-hold  transactions^ 
the  accounting  measures  for  th 
She  also  expressed  dissatisfad 
over  her  department's  inabi 
to  correct  perceived  misdeeds 
mistakes. 

"It  is  with  much  disappointm 
that  internal  audit  must  again  bi 
to  management's  attention  the  1 
of  prudent,  ethical  behavior  be 
engaged  in  by  this  organizatior 
order  to  'make  numbers'  for 
company. . . ,"  DenDanto  wrote, 
added  that  the  bill-and-hold  sj 
were  "clearly  in  violation  of  ga 
(generally  accepted  account 
principles). 

DenDanto  intended  to  addr 
the  memo  to  Dunlap,  Kersh, 
Uzzi  and  to  copy  it  to*  Hartsho 
and  the  board  of  directors.  Bet 
sending  it,  however,  she  wanted 
boss  to  see  it.  Though  angry, 
felt  a  sense  of  loyalty  to  Ha] 
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his  ball  just  into  a  small  lake  near  the  14th  hole.  As  he  and 
his  wife  strolled  toward  the  lake,  Schienberg  saw  Dunlap  fish 
his  ball  out  of  the  water  with  a  metal  golf  ball  retriever. 
When  Schienberg  asked  for  the  ball  back,  Dunlap  heaved  it 
into  the  lake. 

Schienberg  told  police  that  when  he  complained,  an  angry 
Dunlap  rushed  at  him  wielding  the  retriever  and  pressed 
the  metal  bar  against  Schienberg's  throat,  forcing  him  to  his 
knees.  When  questioned  by  police,  Dunlap  denied  that  he  as- 
saulted the  man  but  conceded  he  refused  to  hand  Schienberg 
the  ball  back  and  said  he  dropped  it  where  he  found  it. 
Schienberg,  who  later  received  a  settlement  from  the  club, 
could  not  be  reached  for  comment.  Dunlap  received  a  much 
smaller  settlement,  charging  the  club  had  maligned  him. 
DISILLUSIONED  AUDITOR.  Back  at  headquarters,  others  were 
also  reacting  to  the  pressure.  In  March,  a  young,  low-level 
employee  in  the  company's  internal  audit  department  decided 
she'd  had  enough.  Deidra  DenDanto,  26,  had  joined  the  com- 
pany in  late  1996  after  a  two-year  stint  with  Arthur  Ander- 
sen. With  Internal  Audit  Director  Thomas  Hartshorne,  whom 
Kersh  had  originally  recruited  to  Scott  Paper,  she  was  part  of 
a  two-person  internal  audit  group. 

Almost  from  the  start,  DenDanto  had  challenged  defi- 
ciencies she  perceived  in  operations.  By  early  1998,  she 
had  come  to  believe  that  most  of  her  work  at  Sunbeam 


GOLF  ETIQUETTE 

In  February,  1998,  the  Boca  Raton 
police  department  responded  to  a  cal 
from  a  golfer  who  alleged  he  had  been 
assaulted  with  a  metal  golf  ball 
retriever  wielded  by  Dunlap 

home,  who  she  thought  was  "stonewalled"  as  often  as  she. 
Mar.  12,  she  called  her  boss  aside  and  handed  him  the  t 
page  memo. 

"I'm  done,"  she  said.  "I'm  so  sick  and  tired  of  doing  my 
and  having  it  mean  nothing." 

Hartshorne,  she  recalled,  glanced  at  the  document  i 
quickly  ushered  her  into  an  empty  office. 

"You  can't  send  this  to  the  board,"  he  said. 

"Tom,  you're  my  boss,"  she  replied.  "It's  my  responsibi 
to  pass  this  to  you.  You  do  with  it  what  you  want." 

(In  a  written  statement,  Hartshorne  denied  that  he  advi 
DenDanto  against  sending  the  memo.  "I  asked  her  if 
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I  analyzed  all  of  the  relevant  facts 

I  she  admitted  that  she  had  not I 

(I  her  she  had  better  make  sure  of  all 
!  tacts  before  she  sent  out  any  mem 
"  he  said.) 

Hartshorne  picked  up  the  phone  and 
led  Kersh. 

■Russ,"  he  said,  "I've  got  Deidra  here 
h  tne.  She's  very  upset."  Without 
ntioning  the  memo,  Hartshorne  ex- 
ined  DenDanto's  concerns.  Kersh  at- 
npted  to  reassure  the  auditor. 
'There's  nothing  going  on  here," 
)m  rsh  told  her.  "It's  not  what  you're 
nking." 

\Ster  Kersh  hung  up,  DenDanto  re- 
Is.    Hartshorne   again   advised   her 
dnst  sending  the  memo.  "Let's  see 
at   happens,"   he 
d.    "I'm    sorry 
l're    frustrated. 
:  let's  just  wait." 
)enDanto,    not 
iting    to    under- 
le  her  boss  and 
ictant  to  violate 
chain    of   corn- 
id,     decided     to 
p  the  document 

eracesher  laPtoP  com" 
er.    But   Kersh's 

■ds   did   little  to 
ifort     her.     "We 
e  a  token  inter- 
audit     depart- 
it,"  she  said  lat- 
"I   believed   the 
ntion    was    that 
do  nothing." 
n  his  statement, 
tshorne  said  h'e 
not  believe  the 
H   ind-hold  sales  vi- 
1     d  GAAP  and,  further,  that  he  had 
"   ussed  the  transactions  with  Sun- 
n's audit  committee  and  with  the 
ide  auditors.) 
CK  CRATERS.  It  wasn't  until  Apr.  3, 

•  Dunlap  had  acquired  a  trio  of  com- 
es, including  camping  equipment 
er  Coleman  Co.,  and  after  he  had 
idv  warned  Wall  Street  of  a  slow- 
n  in  first-quarter  sales,  that  Sun- 
n  began  to  publicly  unravel.  Early 

morning,  investor  relations  chief 
Goudis  had  driven  his  Maxima  into 
larking  lot  at  the  Sunbeam  building. 

•  inside,  he  left  a  BUCClnct  letter  of 
.nation  on  Kersh's  desk.  It  was  a 
ions  letter,  one  that  disguised  his 
ing  disgust  for  what  was  going  on 
inbeam. 

■  >udis  was  leaving  the  building  when 
|Hd  Fannin  pulled  into  the  lot. 

li.   Rich,"  he  said.    'What's  going 


"We  were 

a  token 

internal  audit 

department, 

[meant  to] 
do  nothing  » 

DEIDRA  DENDANTO 

Internal  audit  group 


Well,"  Goudia  replied,  "I'm  leav- 
ing the  company.  I've  always  had  great 
respect  for  you,  but  I  ean't  work  with 
Al  and  Rubs  anymore." 

It    was    not    a   good    omen.    Fannin 
thoughl   it   was  the  worst  possible  time 
for  the   head  of  investor  relations  to 
quit.  They  were  about  to  disclose  news 
of  another  downturn  in  sales  that  would 
rock  the  stock  market  and  draw  hun- 
dreds of  telephone  calls  from  analysts, 
reporters,  and  investors. 
He  called  Kersh  at  home. 
"Rich  Goudis  has  resigned,"  he  said. 
"Oh  shit!"  replied  Kersh.  "What's  that 
all  about?  Why  is  he  doing  it?" 

"He's  taken  another  job.  He  left 
notes  for  everybody." 

"All  right,"  he 
said,  "I'll  be  in  in  a 
few  minutes." 

Dunlap  strolled 
into  the  office 
around  8:15  a.m.,  his 
normal  starting 
time,  with  his  nor- 
mal starting  words. 
"What's  happen- 
ing?" he  asked 
Fannin. 

"Well,  for  start- 
ers, Rich  Goudis  is 
gone.  He  quit." 

"Goddamn  it!" 
said  Dunlap.  "I  don't 
understand  this  gen- 
eration. Well,  we'll 
deal  with  it." 

Once  Kersh  ar- 
rived, he  and  Fan- 
nin went  into  Dun- 
lap's  office  with  a 
draft  press  release 
announcing  what  would  now  be  the 
third  consecutive  piece  of  disappointing 
news  to  Wall  Street.  Dunlap,  however, 
refused  to  read  the  statement. 

"No  one  should  be  looking  at  the 
current  results,"  Dunlap  insisted.  "They 
should  be  looking  at  the  [company's] 

potential If  you're  going  to  do  this, 

get  yourself  a  new  boy.  I'm  out  of 
here!" 

Before  they  could  release  any  state- 
ment, though,  the  stock  market  opened 
and  Sunbeam  shares  began  to  crater. 
There  was  a  torrent  of  telephone  calls 
from  investors  and  analysts  wanting  to 
know  what  was  going  on.  Goudis'  sec- 
retary kepi  running  back  and  forth  be- 
tween the  offices  with  messages.  "What 
do' I  tell  them  about  Rich?"  she  asked. 
"Who's  going  to  talk  to  them?" 

Kersh  soon  discovered  that  the 
stock's  tumble  was  caused  by  Andrew 
Shore,  the  PaineWebber  analyst.  Al- 
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AOLMORK? 

It's  easy  to  enjoy  the  same  AOL  benefits 
you  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


STEPh 

Connect  to  the  Internet  using  your  local  Internet 
Service  Provider  or  by  using  the  Local  Area 
Network  (IAN) Internet  Connection  at  work. 


Now 

NetMail  lets  you  check 

your  AOL  e-mails  from 

your  Web  browser! 

Go  to  www.aol.com  for  details 


STEP  3: 


STEP  2: 


Start  up  your  AOL  software*  Before  signing-on  to 
AOL,  you  will  first  need  to  reconfigure  your  AOL 
connection  setup  to  connect  via  TCP/IP.  Here's  how: 

1.  On  the  Sign-on  screen,  click  "Setup." 

2.  Choose  Create  a  location  for  use  with  new 
access  phone  numbers  or  an  ISP  option 
and  click  "Next." 

3.  In  the  "Add  Location"  window,  type  a  name 
for  the  location  (for  example,  TCP/IP 
location). 


Sign-on  to  America  Online.  If  you  are  already  an 
AOL  member,  use  your  existing  screen  name  and 
password  and  sign  on  as  normal.  If  you  are  not 
an  AOL  member,  you  can  download  the  current 
software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  to  get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for  customers 
who  use  AOL  exclusively  via  TCP/IP.  The  Bring 
Your  Own  Access  Plan  is  just  $9-95  per  month 
for  unlimited  use  of  America  Online.** 

Next  time  you're  looking  for  the  best  of  the  Internet 
and  more  at  work,  check  out  AOL. 


4.  Choose  Add  a  custom 
connection  (for 
example  TCP/IP)  and 

click  "Next."  A  TCP/IP 
location  will  be  created 
automatically. 
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AMER.I  CA 

So  easy  to  use, 
no  wonder  it's  #1 


To  receive  FREE  AOL 
software  call, 


1-800-4-ONLINE 


*  If  you  are  not  an  AOL  member,  you  can  download  the 
current  software  through  our  Web  site  al  www.aol  com  or 
call  1-800  4-ONLINE  lo  get  software  delivered  lo  you 

' "  Additional  charges  apply  il  you  do  nol  conned  through 
TCP/IP.  Go  to  AOL  Keyword:  Billing  to  switch  to  this  plan 
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ys  Bkeptica]  of  Dunlap,  he  had 
nine  increasingly  concerned  by  the 

erioration  of  Sunbeam's  balance  sheet 
well  as  the  departure  of  several  top 
eutives.  So  he  downgraded  the  com- 
y's  shares. 

n  the   faee   of  the   stock's   free   fall, 
llap  had  become  resigned  to  the  fact 
t  they  would  have  to  put  out  the 
ss  release.  It  said  that  Sunbeam  ex- 
led  to  show  a  loss  for  the  first  quar- 
on  sales  that  would  be  5%  below 
year-earlier  period. 
)n  a  conference  call  with  analysts 
, ;  afternoon,  Dunlap  had  lost  his  usu- 
bullience.  Reading  from  a  prepared 
ement,  he  stumbled  over  the  words 
sounded  stilted  and  wary  as  he  in- 
led  that  the  market 
overreacted  to  Sun- 
m's   disclosure.   By 
time    the    market 
ed,    Sunbeam,    the 
t  actively  traded  is- 
on  the  New  York 
;k    Exchange,    had 
almost  a  quarter  of 
value,    ending   the 
at  $84,375. 
or    Kersh,    Sun- 
n's  keeper   of  the 
bers,  it  had  to  be 
of  the  most  turbu- 
days  of  his  career. 
>uld  not  have  eased 
worries  when  Den- 
to  came  into  his  of- 
ate  in  the  afternoon 
ay  goodbye.  Disen- 
ted  by  the  compa- 
accounting   pi-ac- 
,  she  had  quit  her 
•nal  auditing  job. 
PROBE.  The  stock's 
pse  that  day  did  much  to  tarnish 
ap's  image  on  the  Street.  Futile  at- 
its  over  the  next  few  months  to  re- 
the  company  to  profitability  would 
lately  lead  to  his  dramatic  board- 
i  ouster  in  June.  Kersh  was  dis- 
id  soon  after. 

3re  than  a  year  later,  Sunbeam 
nues  to  struggle.  In  1998,  the  corn- 
's losses  totaled  $898  million.  Its 
management  team  narrowed  the 
OSS  to  $108  million  in  the  first  half 
(99  on  $1.2  billion  in  revenues. 
earns  stock,  which  hit  a  peak  of 
inder  Dunlap,  has  been  mired  in 
wn  bear  market,  trading  under 
share  for  most  of  the  past 
lonths.  'The  company  has  been 
d  to  renegotiate  its  loans  four 
since  Dunlap's  ouster.  A  number 

treholder  lawsuits  are  pending,  as 

as  a  formal   investigation  of  al 


"  If  you 

want  a 
friend, 

buy  a  dog. 
I've 

got  two 

AL  DUNLAP 


On  the  lecture  circuit 


leged  by  I  he  Securities  &  I 
( Commission. 

Many  members  of  Dunlap's  manage- 
ment team  have  gone  on  to  other 
things.  William  Kirkpatrick  was  tired  in 
January,  L998,  allowing  him  to  cash  out 

his  vested  options  near  the  stock's  peak. 
In  his  first  year  off,  he  played  (If.  rounds 
of  golf,  rode  his  Barley  motorcycle  2,<XH) 
miles,  and  read  200  books.  He  d< 
some  consulting  but  generally  lives  off 
the  gains  he  collected  from  his  Scott 
Paper  and  Sunbeam  stock-option  and 
severance  packages.  "When  Sunbeam 
stock  hit  $50  a  share,  I  genuflected  and 
blessed  Al  every  minute  of  the  day," 
he  says.  "AI  Dunlap  has  improved  the 
wealth  of  my  family." 

Others  have  tried  to 
put  their  experiences  at 
Sunbeam  behind  them 
as  they  moved  on  to 
new  jobs  and  chal- 
lenges. Uzzi  is  now  se- 
nior vice-president  for 
global  marketing  at 
Electronic  Data  Sys- 
tems Corp.  Fannin  is 
general  counsel  of  Of- 
fice Depot  Inc.,  while 
human  resources  chief 
James  Wilson  found  a 
similar  job  at  Lennox 
Inc.  Internal  auditor 
DenDanto  works  as  a 
consultant  in  New  York. 
Two  who  have  been 
unable  to  move  on  are 
Dunlap  and  Kersh.  In 
June,  the  pair  won  a 
court  ruling  that  re- 
quired Sunbeam  to  re- 
imburse them  for  legal 
fees  they  incurred  de- 
fending themselves  against  the  ongoing 
lawsuits  and  to  pay  for  a  new  study  by 
Burnett's  firm  reexamining  the  restate- 
ment of  Sunbeam's  financials.  They  have 
also  filed  arbitration  claims  in  which 
Dunlap  is  seeking  $5.3  million  in  sever- 
ance pay  and  the  repricing  of  his  stock 
options  at  $7  a  share. 

Though  unemployed,  Dunlap  traveled 
to  Australia  in  late  May  to  participate  in 
a  series  of  leadership  lectures  with  Nor- 
man Schwarzkopf  and  Mikhail  Gor- 
bachev. To  great  applause,  as  well  as  a 
reported  $500,000  fee  for  five  appear- 
ances, the  executive  delivered  pithy  one- 
liners,  including  his  oft-repeated  remark: 
"If  you  want  a  friend,  buy  a  dog.  I've 
got  two."  More  recently,  the  caretakers 
of  the  golf  course  al  the  Boca  Raton 
Resort  and  Club,  reported  seeing  him 
wandering  the  links,  retrieving  stray 
golf  balls.  D 
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2  incredible 
ways  to 

prepare  For 

Business 

School.] 


■D 


Guide  to 
The  Best 
Business 
Schools 


Our  Guide  to  The  Best  Business  Schools 
not  only  profiles  schools,  but  also  includes 
the  results  of  some  of  the  most  extensive 
student  and  administrator  surveys  ever  con- 
ducted. You  receive  expert  advice  from 
admissions  officers  about  getting  into  the 
program  of  your  choice  along  with  the 
Gourman  Report  rating  for  each  program. 
To  purchase  your  copy  of  The  Best  Business 
Schools,  visit  your  local  book  store  or  call 
I  -800-733-3000. 
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Marketing 


RETAILING 


CLICKS  AND 
MORTAR'  AT  GAP.COM 


The  clothing  chain's  stores 
and  Web  site  work  together 
to  push  up  sales  at  both 

Back  in  July,  Diane  Young  had  a  yen 
to  buy  a  three-quarter-sleeve  black 
shirt  from  Gap.  But  the  $19  item 
was  nowhere  to  be  found  in  her  local 
store.  So  Young  went  back  to  her  office, 
logged  on  to  Gap  Inc.'s  Web  site  and 
bought  it  there  instead.  With  just  a  few 
clicks,  Young  was  assured  it  was  on  its 
way.  Ever  since,  shopping  at  gap.com 
has  become  a  habit  for  the  28-year-old 
Manhattan  Web-advertising  producer. 
Twice  a  month,  Gap  sends  her  tailored  e- 
mails  promoting  its  latest  specials.  And 
thanks  to  the  site's  sharp  graphics  and 
easy-to-use  format,  Young  figures  she  is 
spending  10%  to  15%  more  at  Gap  these 
days. 

That's  sweet  music  for  Gap  executives. 
The  chain  retailer  started  selling  mer- 


chandise online  in  late  1997,  an  early 
convert  to  the  then-revolutionary  idea 
of  apparel  retailing  on  the  Web.  Now, 
that  gamble  is  starting  to  pay  off.  Gap's 
online  sales  have  tripled  over  the  past 
year,  according  to  Jeanne  Jackson,  the 
chief  executive  of  Gap's  Banana  Republic 
store  who's  also  overseeing  Gap  Inc.  Di- 
rect, the  online  unit.  She  won't  disclose 
specific  sales,  but  ana- 
lysts estimate  that  1999 
sales  will  range  any- 
where from  $50  million 
to  $100  million.  That 
would  be  up  from  about 
$20  million  in  1998,  ac- 


WELCOME:  In-store  "Web  lounges"  h 
sofas  and  PCs  logged  on  to  gap.con  I 


J 


FASHION  FORWARD 


Among  apparel  chains,  Gap 
holds  the  online  lead 

WEB  SITE  ESTIMATED  SALES 

MILLIONS* 


cording  to  Paul  T  Cook,      GAPC0M $80:100 the 


prospects  are  huge.  As  consumers  s 
their  reticence  to  shop  for  clothes  on 
Web — and  retailers  shed  their  fear 
cannibalizing  their  own  stares — on 
apparel  sales  should  reach  about  $1.4 
lion  in  1999.  That's  up  from  just 
million  in  1998,  according  to  Boston  ( 
suiting  Group  Inc. 

So  Jackson,  who  became  a  star  at 
after  her  successful  turnaround  of 
nana  Republic,  figures  Gap  must  go 
out  on  the  Net.  At  the  core  of  her  st 
egy  is  the  conviction  that  the  retai 
network  of  2,600  outlets  can  be  tm 
into  an  advantage  in  an  online  revolu 
that  so  far  seems  to  give  the  edgi 
cyber-startups.  By  aggressively  mar 
ing  both  the  stores  and  the  Web  si 
and  allowing  each 
leverage  the  strenj 
of  the  other — JacI 
figures  both  will 
per.  "This  is  about 
ing  clicks  and  mort 
letting  customers  ac 
Gap        bra 


^^ 


a    Gap    investor    and 
portfolio   manager  for 


JCPENNEY.COM 


$60-80 


whether  in  the  stor  jj 
online,"  says  Jacksc 


Munder   Capital   Man-      ED.DIEBA.UER:C0M. f.5.5:7.5 Early  indications 


agement 

Online  still  brings  in 


JCREW.COM 


$40-60 


gest  she's  right.  D 
Pecaut,  a  Boston 


just  a  tiny  fraction  of     yiCT0R.IASSECRET;C0M $25:40 suiting  senior  vice-f 

Gap's  $9  billion  in  annu-      *  *<><  *?  vear  endei  on  Sept- 1, 1999  ident,  says  his  rese; 

al  sales.  But  the  growth  data;  national  retail  federation  into  e-shopping  sh 
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it  can't  be 


.   Someone  has. 
We're  Infinium,  and 

we  can  help  you 
unleash  the  potential  of 
your  organization,  so  every 
•  ■  •   ^       team  has  the  edge  to  turn 
customers  into  advocates. 
Visit  www.infinium.com/bw 
to  learn  more  about 
how  our  team  can  help 
your  people  do  great  work. 
Infinium:  enterprise 
software  solutions 
to  optimize  business 
performance. 
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done. 


Your  people 
can  do  the 
impossible, 
Technology  should 
help. You  know 
the  pieces  are 
out  there.  Isn't  it 
time  someone 
made  them 
work  for  you? 
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that  over  50%  of  consumers 
who  buy  online  and  in 
stores  spend  more  than 
when  they  shopped  only  at 
stores.  The  rest  spend  about 
the  same  as  before.  And  in 
a  recent  survey  of  1,135 
households  by  the  National 
Retail  Federation  trade  group,  house- 
holds reported  spending  an  average  of 
$375  at  gap.com  over  the  past  year. 
That's  26%  more  than  second-ranked  Ed- 
die Bauer  Inc. 

What's  Gap's  secret?  The  same  sort 
of  compelling  marketing  and  customer 
focus  that  has  brought  it  success  in  the 
off-line  world.  The  Web  site  is  promoted 
at  every  cash  register  and,  recently,  in 
window  displays  with  the  slogan 
"surf.shop.ship."  Clerks  are  trained  to 
refer  shoppers  to  Gap's  Web  site.  And  in 
eight  high-traffic  Gap  and  GapKids 
stores,  the  retailer  has  recently  installed 
"Web  lounges"  that  lure  buyers  with 
comfortable  couches  and  sleek  gray  com- 
puter terminals  hooked  up  to  gap.com. 
Meanwhile,  online  customers  can  return 
items  purchased  on  the  Net  the  old-fash- 
ioned way,  by  walking  into  any  neigh- 
borhood Gap.  Together,  the  moves  "per- 
suade consumers  to  think,  'Hey,  it's 
the  online  version  of  what  I  see 
on  the  street,'"  says 
Pecaut. 

FRENZY.     Of    course, 
leveraging  a  retail  op- 
eration   in    hopes    of 
outgunning  Net-only 
marketers  is  the  name 
of  the  game   among 
chains    from    Nord- 
strom   to    Williams- 
Sonoma.  Retailers  are 
ever  mindful  of  what 
happened  to  barnes- 
andnoble.com.  Slow  off 
the  mark,  its  sales  are  a 
mere  11.5%  of  those  at  rival 
upstart  Amazon.com  Inc. 

That's  where  Gap's  retail  net- 
work really  helps.  With  more  out 
lets  than  rivals  J.  Crew  Group  Inc.  or 


fled 

ia. 


SURF  N' SPEND 

The  Gap  site 
carries  everything 
that's  in  the 
conventional 
stores-and 
then  some 


Eddie  Bauer,  Gap's  better-known  brand 
gives  it  an  edge.  Meanwhile,  apparel  gi- 
ant J.  C.  Penney  Co.  hasn't  been  nearly 
as  aggressive  as  Gap  on  the  Web.  And 
Gap  is  extending  its  online  push  with 
the  launch  of  Web  sites  for  its  fast-grow- 
ing Banana  Republic  and  Old  Navy  units. 
"You  see  gap.com  splattered  every- 
where," says  Alan  Mak,  an  analyst  at 
Argus  Research. 

Yet  despite  Gap's  growing  online  clout, 
its  Net  strategy  is  hardly  a  sure  bet. 
Competition  is  rising  from  chains  ranging 
from  discounter  Wal-Mart  Stores  Inc.  to 
clothing  rival  Abercrombie  &  Fitch  Co., 
whose  ultrahip  site  has  proven  a  huge  hit 
among  teenagers.  And  while  it  got  wired 
early,  Gap's  cyberstrategy  has  been  slow 
to  shift  into  high  gear.  It  was  a  full  year 
after  the  site  was  launched  before  it  be- 
gan offering  apparel  for  sale. 


SEAMLESS  FIT 


By  coordinating  online  efforts  closely  with  its  2,600 
retail  outlets,  Gap  hopes  to  avoid  cannibalization 
and  build  sales  overall.  Here's  how: 


•  If  you  can't  find  your  size  at  the  store, 
walk  over  to  the  "Web  lounge"  or  log  on 
at  home.  There's  greater  selection  and 
more  sizes  online. 

•  Bought  some  khakis  on  the  Web 
that  don't  fit?  You  can  return  them  to 
any  store.  It's  convenient  and  gets 
shoppers  into  stores. 

•  Shoppers  and  users  of  in-store 
computers  are  encouraged  to  register 
for  the  site.  That  allows  Gap  to  send 
weekly  e-mails  announcing  sales,  new 
styles,  and  even  birthday  reminders. 


To  make  up  for  lost  time,  Gap  is  I 
ing  to  some  tried-and-true  method 
convert  walk-in  shoppers  to  cybers 
pers.  In  July,  Gap  held  an  in-store  d| 
to  get  customers  to  submit  their  e- 
addresses.  To  spur  shoppers  to  si 
Gap  offered  10%  off  and  free  shippin 
their  first  online  purchase.  That  e 
doubled  the  size  of  Gap's  e-mail 
base,  now  a  key  way  for  the  retail 
to  directly  reach  its  customers, 
weekly  e-mails  plug  specific  mercha 
and  include  links  directly  to  apparej 
Gap's  Web  site. 
"EASIER  AND  EASIER."  Once  online, 
customers  have  access  to  virtually  e 
thing  available  in  Gap  stores — and, 
some.  Items  range  from  a  tank  to 
$10  to  a  leather  pea  coat  for  $250. 
site  even  carries  extra-large  pants 
not  available  in  stores.  And  to  help 
tomers  choose  their  blue  jeans,  Gap 
installed  a  feature  that  lets  shoppers 
trast  eight  different  cuts  and  styles 
eluding  such  looks  as  "low  rise," 
cut,"  and  "1969."  Jackson  says 
bought  online  get  returned  at  about 
same  rate  as  store  purchases  bee; 
most  online  shoppers  have  a  good  ide 
how  Gap  clothes  fit. 

That's  the  experience  of  Bonni 
Harris,  a  37-year-old  public-relations 
sultant  in  Sausalito,  Calif.  Harris 
bought  from  Gap's  online  store  ha 
dozen  times  since  last  Christmas.  E 
time,  "it  has  been  getting  easier  and 
ier  to  use,"  says  Harris,  who  plan 
spend  $400  to  $500  online  at  Gap 
holiday   season.    Harris'   most   re< 
splurge:  a  sweater  and  skirt  for  al 
$100,  displayed  together  on  one  pag 
With  money  like  that  floating  arc 
in  cyberspace,  Jackson  has  been  scou 
the  virtual  landscape 
more   ways   to  pron 
gap.com.  Many  more 
lounges  are  likely  tc 
rolled  out  at  busy  st 
across  the  country, 
her  latest  scheme 
partnership  with  on 
music  seller  CDnow  In 
cross-promote  Web 
That  idea  was  hatche< 
ter  a  flood  of  e-mails 
gap.com  customers  as 
how   they   could   bu 
recording  of  the   m 
played  in  Gap  TV  comi 
cials.  From  swing  m 
to  easy-fit  jeans,  all 
few  clicks,  the  Gap  is 
ing  to  make  the  mos 
the  online  revolution 
By  Louise  Lee  in 
Mateo,  Calif. 


Gt 
°f  COUl 


152  BUSINESS  WEEK  /  OCTOBER  18,  1999 


rat 


i 


all  il 
iisl 


Move  ahead  in  your  career, 

in  your  company  and 

in  the  eyes  of  your  mother-in-law. 

Go  to  TraininqNet.com  to  find  hundreds  of  thousands  we've  got  it  all  from  thousands  of  providers.  Everything 
of  courses  in  business,  IT/computing  and  engineering.  But  you  need  to  move  ahead  in  your  career.  All  from  one  single, 
more  importantly,  just  the  one  you've  been  meaning  to  easy-to-use  source.  So  if  you're  looking  to  make  some 
take.  Whether  you'd  like  to  go  to  a  class,  take  it  noise  at  your  job  or  simply  quiet  skeptical  in-laws, 

online,  read  a  book,  use  a  CD,  video  or  audio  tape,         $*}•         TrainingNet.com  is  the  place  to  do  it. 

trainingnetcom 

OWN   YOUR   FUTURE^ 


Take  control  of  your  future.  Find  the  course  you  need  at  www.traininqnet.com. 


^-,Mt 


tf?*«i 


No  speed 


limits.  No 


We  old  CEOs  driving 


w  most  traffc  win, 


«  the  electronic  highwai 
35  in  the  left  lane.  Its  tn  ^J 

Noone  understands  allot 


CO 


mpanv 


literal 


)mpan,es  that  dnve^  ^  ^  „,  make  „o*_  ^  ^  ^ 


No  stop*5- 


tw «» o. »»  „ ^ * «— -'.»--- 


fc^«-r'» 


efther  quick.  Or  ro 


GOMP^ 


" 


in 


COMPAQ  NonStop 


By  Aaron  Bernstein 

You  don't  have  to  tell  Maria  D.  Huertas  how  hot  the 
U.  S.  economy  is  these  days.  Two  years  ago,  she  landed 
a  $12.58-an-hour  job  making  shoe  parts  at  a  new  Allen- 
Edmonds  Shoe  Corp.  factory  that  had  just  opened  in 
downtown  Milwaukee's  gritty  Hispanic  ghetto.  The 
new  job  pays  almost  twice  the  $7  an  hour  Huertas 
made  in  her  last  job,  sewing  women's  clothing  at  a  factory 
four  blocks  away.  Today,  she's  taking  home  more  than  she 
ever  has,  as  is  her  husband,  Victor,  a  crane  operator.  "The 
economy  has  been  very  good  to  us,"  says  Huertas,  who  re- 
cently bought  a  1999  Isuzu  Rodeo. 

Huertas'  story  marks  a  long-overdue  turning  point  in 
the  U.  S.  economy.  For  nearly  ^^^^^^^^^^^^^^ 
three  decades,  workers  in  the  bot- 
tom half  of  the  economy  suffered 
an  endless  downward  spiral  as 
their  wages  sank  further  and  fur- 
ther behind  inflation.  Even  boom 
years  left  them  largely  untouched. 
Many  experts  wondered  whether 
conventional  trickle-down  theory — 
the  idea  that  economic  growth 
eventually  benefits  almost  every- 
one— had  been  upended  by  the  re- 
lentless forces  of  globalization,  the 
decline  of  unions,  and  new  tech- 
nology. These  powerful  trends 
have  battered  low-skilled  workers 
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such  as  Huertas  the  hardest,  creating  a  swelling  und< 
class  of  working  poor  who  could  never  earn  enough  to 
cape  poverty,  even  with  a  full-time  job. 

Now,  at  long  last,  today's  rip-roaring  economy  is  starting| 
sweep  up  workers  at  the  bottom  of  society,  handing  them 
economic  progress  for  the  first  time  since  the  1960s.  Prodi 
tivity  gains  spurred  by  the  New  Economy  have  fueled  strol 
demand  in  virtually  all  sectors  of  the  economy,  creating 
tightest  labor  market  in  a  generation. 

Just  in  the  past  two  years  or  so,  these  extremely  low  ji 
less  rates  have  lit  a  fuse  under  bottom-end  pay,  which 
shot  up  by  some  10%  after  inflation  during  this  time- 
largest  gain  in  decades.  Even  the  most  disadvantaged  groi 
are  participating  in  the  sudden  U-turn:  The  inflation- 
justed  wages  of  young  African-American  males  who  h: 
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In  a  taut  labor  market, 
llwaukee's  Allen-Edmonds  is 
oo ing  the  jobless  where  they  live 


/er  gone  to  college,  for  example,  have  soared  by  12% 
ce  1996.  And  the  Census  Bureau's  1998  report,  released 
Sept.  30,  shows  that  the  annual  uppermost  income  for  the 
irest  fifth  of  black  households  has  jumped  by  20%  since 
|  '2,  to  $9,160,  even  after  accounting  for  inflation  (charts).  Of 
■rse,  it's  still  remarkably  low,  but  the  growth  was  twice 
t  of  the  real  incomes  of  the  average  U.S.  household  in 
y  same  period. 
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The  U.S.  economy  is  so  robust  that 
its  impact  is  reaching  right  into  the  heart  of  America's  long- 
suffering  cities.  For  the  first  time  in  nearly  half  a  century, 
Corporate  America  is  pouring  billions  of  dollars  in  new  in- 
vestment into  urban  America.  Employers  such  as  United 
Airlines  Inc.  and  Sprint  Corp.,  which  have  hired  thousands  of 
welfare  moms,  are  so  desperate  for  new  workers  that  they 
now  go  places  they  never  before  considered.  Other  companies, 
be  they  Walt  Disney  Co.  or  Starbucks  Corp.,  are  seeking  ex- 
pansion opportunities  in  even  the  toughest  ghettos,  where 
crime  is  declining,  more  people  are  working,  and  under- 
served  customers  now  have  more  money  to  spend.  All  to- 
gether, central  cities  are  seeing  the  largest  drop  in  poverty  in 
30  years,  and  inner-city  residents  are  starting  to  get  a  few 
more  of  the  basic  services  the  rest  of  the  country  takes  for 
^^^^^^^^^^^^^^  granted,  from  large  supermarkets 
to  easier  credit.  "We  have  a  resur- 
gence of  downtown  America,  with 
jobs  being  created  there  again," 
says  Susan  M.  Wachter,  a  nominee 
to  head  the  Housing  &  Urban  De- 
velopment Dept.'s  policy  unit. 

Don't  misunderstand.  A  few 
years  of  hot  growth  haven't  magi- 
cally cured  all  the  social  and  eco- 
nomic ills  that  plague  the  U.S. 
Look  at  the  slightly  U-shaped  chart 
of  low-end  wages  (left),  and  you 
can  sec  that  workers  at  the  bot- 
tom haven't  yet  climbed  back  to 
where    they    were    in    the    early 
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1980s,  much  less  the  1970s.  And  while 
the  U.S.  poverty  rate  has  plunged  by 
2.5  percentage  points  in  the  past  few 
years,  to  12.7%  last  year,  it  remains 
above  the  11.1%  low  achieved  in  1973. 
African  Americans  remain  much  further 
behind  whites  economically:  Their  pover- 
ty rate  hit  a  record  low  last  year,  but 
that  only  brought  it  down  to  26%,  more 
than  double  the  white  rate. 

Plenty  of  other  problems  are  a  long 
way  from  being  solved — from  families 
without  medical  insurance  to  students 
attending  lousy  schools.  Nor  has  the 
chasm  between  the  poor  and  the  rich 
narrowed  in  recent  years.  Income  in- 
equality stopped  worsening  since  1994, 
Census  figures  show,  as  low-income 
families'  incomes  began  to  rise  at  the 
same  pace  as  those  in  society's  upper 
tiers.  But  the  gap  is  still  stuck  at 
the  highest  levels  since  the  Great 
Depression,  according  to  Census  figures.  Contin- 
ued high  levels  of  immigration  from  some  of  the  poorest  re- 
gions of  the  world  haven't  helped  matters.  Although  new- 
comers often  inject  new  blood  into  local  economies,  studies 
show  that  their  willingness  to  accept  extremely  low  pay  has 

dampened    wages   at 
the  low  end. 

Still,  there's  real 
progress  and  even 
hope  right  now  for  most  Americans  on  the  low  rungs  of  the 
economic  ladder.  In  fact,  while  many  experts  hark  back  to 
the  golden  economic  era  of  the  1960s,  what's  happening  now 
may  actually  be  better.  The  '60s  boasted  4%  unemployment  and 
across-the-board  wage  gains,  but  it  was  also  a  time  when  the 
ghettos  burned  amid  race  riots  and  whites  fled  the  urban 
devastation  to  seek  safety  in  the  suburbs.  Now,  cities  are  be- 
ginning to  reemerge  from  those  long,  troubled  years.  "Trickle- 
down  is  finally  happening  after  30  years,"  says  Ronald  B. 
Mincy,  a  poverty  expert  at  the  Ford  Foundation. 
JUST  A  BLIP?  The  key  question  now  is  how  much  longer  we 
can  keep  the  good  times  rolling.  Of  course,  Americans  at 
every  level  will  suffer  when  the  inevitable  downturn  finally 
hits.  But  the  fate  of  the  working  poor  and  inner  cities  are  at 
a  particularly  precarious  juncture.  Several  more  years  like 
the  past  two  or  three  might  lock  in  enough  structural 
changes  in  central  cities  to  reverse  the  decades-long  decline 
at  the  bottom.  If  that  happens,  the  next  slump  would  still 
probably  whack  low-wage  workers  the  hardest,  as  most  re- 
cessions have  done.  But  they  would  stand  a  better  chance  of 
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THE  BAD  NEWS 


The 

number  of  uninsured 
is  growing.  In 
Venice,  Calif.,  a 
mother  and  children 
wait  for  care  in  a 
clinic 


picking  up  where  th 
left  off  when  the  ecc 
omy  turned  up  aga 
If  the  economy  tu: 
bles  before  this  c 
happen,  many  of  t 
recent  gains  coi 
turn  out  to  be  just 
blip  on  the  screen 

The  high  stakes  \ 
a  new  burden  on  t 
Federal  Reserve  a 


family  rlinir  other   p°iicymake 

laillliy  UIIHIU  Although  the  Fed  ji 

demurred!  on   hiki 
interest  rates  at  its  Oct.  5  meeting,  the  trade-off  between  1 
unemployment  and  the  inflationary  threat  of  strong  e 
nomic  growth  has  never  been  so  stark  (page  166).  Tr 
other  factors  have  helped  low-wage  workers  and  inner  citi 
Crime  has  plunged  in  most  cities,  and  big-city  mayors 
working  with  the  private  sector  to  lure  companies  bi 
with  tax  breaks  and  other  incentives.  Shifting  middle-class 
titudes,  too,  have  made  many  downtowns  chic  places  to  1 
and  work  again  in  recent  years.  But  all  of  these  factors 
gether  wouldn't  sustain  an  urban  revival  without  the  f 
provided  by  fast  growth  and  drum-tight  labor  markets.  If 
Fed  hits  the  brakes  now,  the  fragile  gains  at  the  bott 


INEQUALITY  IS 
NO  LONGER  WORSENING. 


...  BUT  THE  U.S.  STILL  FACES  MANY  PROBLEMS 

EDUCATION  Students  from  poor  families  attend  schools  that  are  still  by  an< 
large  a  disaster,  and  too  many  kids  are  ill-equipped  for  the  marketplace 
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HEALTH  CARE  The  ranks  of  the  medically  uninsured  continue  to  climb,  risin 
to  more  than  44  million  people  in  1998 


POVERTY  At  12.7%,  the  poverty  rate  still  hasn't  fallen  to  the  73  low  of  ll.T 


40 


THE  GINI  RATIO 

A  HIGHER  NUMBER  INDICATES  MORE 

INCOME  GOING  TO  WEALTHY  HOUSEHOLDS, 

WHILE  A  LOWER  NUMBER  SHOWS 

MORE  GOING  TO  POOR  ONES 


PRISONS  Although  the  crime  rate  has  fallen  by  15%  since  1992,  the  incar- 
ceration rate  has  jumped  by  35% 


RENTS  The  economic  boom  is  raising  rents  faster  than  the  incomes  of  many 
low-wage  families,  causing  a  severe  urban  housing  crunch 
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WELFARE  Many  mothers  who  have  left  welfare  for  a  job  are  worse  off  becaus 
they  lost  health  insurance  and  must  pay  for  child  care 
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What  clients  need  is  a  global  custodian  that  can 
provide  both  new  product  technology  and  efficiency. 
One  that  can  provide  timely,  accurate  information 
when  they  need  it,  how  they  need  it,  where  they 
need  it. 

That's  precisely  what  we  deliver.  At  Deutsche  Bank 
Custody  &  Investor  Services  we've  brought 
together  European  stability  and  American  flair  for 
innovative  products. 

The  result  is  a  new  dynamic  for  global  custodian 
services  at  home  or  around  the  world  -  another 
reason  why  Deutsche  Bank  is  leading  to  results™' 
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could  come  to  a  sudden  halt.  "This  recovery  is  critical  for  us  to 
finally  start  solving  some  of  our  long-term  social  and  econom- 
ic problems,  which  raises  the  stakes  for  Fed  policy,"  says 
Harvard  University  labor  economist  Richard  B.  Freeman. 
The  social  progress  under  way  flows  directly  from  the  ex- 
tremely low  jobless 
rate,  which  has  edged 
down  to  around  4%,  a 
level  last  achieved  in 
the  go-go  economy  of  the  1960s.  After  two  solid  years,  this 
appears  to  be  the  true  level  of  full  employment — not  the  5% 
or  6%  that  most  economists  had  assumed  it  to  be  since  the 
1970s.  With  labor  so  scarce,  employers  have  lured  virtually 
everyone  with  marketable  skills  back  into  the  labor  force 
who  wants  to  work.  In  desperation,  they  have  been  forced  to 
reach  out  to  employees  most  companies  would  have 
previously  shunned.  Just  look 
workers 


in  the  lowest  10% 
of  wage  earners. 
Their  inflation-ad- 
justed average  pay 
plunged  by  18%  be- 
tween its  1979  peak 
and  1996,  when  it 
hit  a  low  of  $5.37 
an  hour.  Then  Con- 
gress raised  the 
minimum  wage,  and 
unemployment  fell 
low  enough  so  that 
even     the     least- 


HOMEOWNER 


With  a 
stable  higher  income, 
people  like  Judy  Ford, 
a  Chicago  health 
technician,  can  buy 
her  own  apartment  for 
the  first  time 


skilled        workers 

could  find  jobs.  The  result:  Low-end  wages  rose  to  $5.91 
through  the  first  half  of  1999,  a  10%  real  gain,  according  to 
an  analysis  of  Census  data  by  the  Economic  Policy  Institute, 
a  Washington  (D.C.)  think  tank.  Pay  rates  for  workers  in 
the  lowest  20%  and  30%  of  wage  earners  show  a  similar  U- 
shaped  pattern. 

Tight  labor  markets  mean  not  only  higher  wages  but 
also  more  job  security  and  more  opportunities  to  earn  extra 
with  overtime  hours,  setting  in  motion  an  overall  improve- 


ment in  living  standards.  It  means  that  the  lives  of  p< 
like  Judy  R.  Ford  can  change  dramatically.  Ford,  55 
seen  her  annual  pay  as  a  Chicago  hospital  technician  jun 
nearly  $27,000,  from  $20,000  in  1993.  Just  as  important 
has  raked  in  an  extra  $13,000  in  the  past  year  by  woi 
overtime.  This  gave  Ford,  who  raised  a  daughter  alone 
she  and  her  husband  separated  25  years  ago,  enough 
down  payment  on  a  house,  the  first  she  has  ever  owne< 
early  September,  Ford  moved  out  of  a  dumpy  one-bedi| 
rental  in  a  run-down  section  south  of  Chicago  into  a 
two-bedroom  condo  with  central  air  and  an  eat-in  kitcb 
a  tidy  blue-collar  neighborhood.  "I  never  dreamed  tha 
own  a  home,  particularly  as  a  single  woman  an 
my  age,  because  I  didn't  think  anyone  would  lend  me 
ey,"  says  Ford.  "But  I'm  secure  in  my  job,  and  the  fu 

looks  good." 

Even  groups  virtually 
ten  off  by  experts  are  s 
real     wage     gains.     Yi 
African- American  males 
low-level  skills  are  a 
the  most  likely  to  use  d 
spend      time      in      pr 
and  drop  out  of  school,  i| 
ing    them     a    group 
shunned  by  employers, 
they  have  been  among 
biggest    winners    rece 
largely  because  their  ui 
ployment  rates,  among 
country's  highest,  have  ( 
down  the  most,  accor 
to  an  analysis  by  Harv; 
Freeman      and      Wil 
M.  Rodgers  III,  an  ec 
mist    at    the    Collegt 
William       &       Mary 
Williamsburg,  Va. 

From  1992' to  1998 
to  24-year-old  Afri 
American  men  with  a 
school  education  or 
saw  their  employ 
rates  soar  from  46 
54%,  while  the  share  of  the  entire  16-plus  population  w 
job  climbed  only  four  percentage  points,  the  study  f< 
The  result:  The  hourly  pay  of  young  black  men  has  ju 
by  an  inflation-adjusted  12%  since  1992,  to  $8.23  an  ho 
1998.  "Their  wages  finally  took  off  when  unemploymen 
low  enough,"  says  Rodgers. 

DOWNTOWN  JOBS.  Such  gains  are  inextricable  from  th 
vival  of  America's  cities,  where  a  majority  of  the  wor 
poor  reside.  That's  the  story  of  Huertas'  employer,  Alle 
monds  Shoe.  It  opened  its  Milwaukee  factory  in  1997 
years  of  fruitless  efforts  to  lure  workers  to  its  headqua 
in  Port  Washington,  Wis.,  about  30  miles  away.  "We 
buying  workers  bus  tickets,  even  making  car  loans  to 
ers,  but  we  just  couldn't  get  enough  people  to  com 
here,"  says  Allen-Edmonds  CEO  John  Stollenwerk.  "Si 
decided  to  bring  the  work  to  the  people." 

Plenty  of  other  companies  now  see  inner  cities  as  a 
hiring  hall.  Corporate  America  has  snapped  up  more 
400,000  welfare  mothers  in  the  past  two  years,  accordi 
the  Welfare  to  Work  Partnership,  a  corporate  g 
launched  in  mid- 1997  by  United  Airlines,  Burger  King, 
Sprint,  and  Monsanto.  Many  former  recipients  haven' 
come  out  ahead,  because  they  don't  earn  enough  to 
for  child  care  or  for  the  health-care  benefits  they  receiv 
welfare.  Still,  they  now  can  participate  in  the  eco 
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VitaminShoppe.com 

How  healthy  do  you  want  to  be? 

VitaminShoppe.com  offers  quality  health 
products  and  useful  information.  And  since 
Vitamin  Shoppe  has  been  helping  people  take 
better  care  of  themselves  for  over  20  years, 
you'll  be  shopping  online  with  someone 
you  can  trust. 
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more  easily,  giving  them  hope  for  advancement  that  simply 
doesn't  exist  on  public  assistance. 

For  example,  United  Parcel  Service  of  America  Inc., 
whose  high  turnover  rate  requires  it  to  sign  up  more  than 
60,000  new  workers  a  year,  has  hired  25,000  former  welfare 

recipients  in  the  past 
two  years.  UPS  uses 
mentors  to  help  for- 
mer recipients  learn 
basic  skills  such  as  how  to  show  up  on  time  and  dress  ap- 
propriately. The  entry-level  jobs  pay  $8.50  to  $9.50  an  hour, 
mostly  for  package-sorting  jobs.  "You  have  to  look  for  new 
employees  wherever  they  may  be,"  says  UPS  human-re- 
sources chief  Lea  N.  Soupata.  She  says  the  company  is 
very  satisfied  with  the  recipients,  whose  retention  rate  after 
a  year  is  running  at  up  to 
70%,  vs.  50%  or  so  for  all 
part-timers  at  ups. 

A  Washington  (D.  C.)  hotel 
and  restaurant  coalition  is 
digging  even  deeper  for 
workers.  In  early  Septem- 
ber, Marriott  Hospitality 
High  School  opened  with  65 
students,  expecting  to  grow 
to  200  in  two  years,  in  a 
run-down  section  of  down- 
town that  burned  during 
1960s  riots.  Now  the  area, 
near  a  new  convention 
center  under  construction, 
is  bustling  with  cranes 
as  Marriott  and  other 
chains  build  in  the  area. 
The  nation's  first  charter 
school  devoted  to  hospital- 
ity plans  to  teach  culinary 
arts  and  hotel  manage- 
ment along  with  a  regular 
high  school  curriculum. 
The  students  are  nearly 
all  poor  African  Americans 
from  the  neighborhood.  "The  kids  com- 
ing out  of  this  program  will  be  capable  of  entering  a  position 
immediately,  which  will  help  the  industry  to  defray  training 
costs,"  says  Dede  McClure,  head  of  the  Greater  Washington 
Hospitality  Foundation,  a  coalition  of  hotel  chains 
and  restaurants  that  ponied  up  the  $3  million  startup 
costs  and  $1.5  million  annual  operating  expenses  for 
the  school. 

BACK  TO  MOTOWN.  Even  Detroit,  long  tagged  "Murder  City" 
for  its  terrible  crime  rate,  is  enjoying  billions  of  dollars  in 
new  investment  and  a  9%  jump  in  employment  since  1993. 
And  low-wage  workers  are  among  the  biggest  beneficia- 
ries. Just  ask  Dean  Jacobs,  40,  who  left  a  job  at  a  Detroit 
commercial  cleaning  company  in  1996  and  had  to  start  over 
as  a  sewing  machine  operator  earning  $5.50  an  hour.  Since 
then,  his  employer,  Canvas  Products  Co.,  has  prospered 
and  expanded,  allowing  Jacobs  to  nab  several  promotions, 
lifting  his  pay  to  almost  $13  an  hour.  And  like  Allen-Ed- 
monds, Canvas  Products  moved  back  to  central  Detroit  in 
1996  after  years  in  the  suburbs. 

Saturated  with  shopping  malls  and  traffic  jams,  many 
suburbs  are  now  places  with  limited  growth  prospects.  Last 
summer,  President  Clinton  toured  the  country  with  a  clutch 
of  ceos  to  promote  ghettos  as  emerging  markets  that  should 
be  just  as  attractive  to  Corporate  America  as  those  over- 
seas. Plenty  of  companies  already  had  come  to  a  similar 
conclusion.  "Others  haven't  made  the  investment  in  inner 


cities,  so  there  is  pent-up  demand  there,"  says  ChaJ 
C.  Conaway,  president  of  cvs  Corp.,  a    Rhode  Island-bal 
national  drugstore  chain  that  has  blanketed  Detroit  x\ 
20    new    stores    since    1996    and    plans    to    expand 
stores  in  New  York,  Baltimore,  Philadelphia,  Boston, 
Washington. 

Harvard  University  business  school  professor  Michael] 
Porter  has  tried  to  quantify  how  much  demand  there  realh] 
Five  years  ago,  he  started  the  Initiative  for  a  Competitive! 
ner  City  (icic),  which  last  year  analyzed  the  incomes 
spending  of  7.7  million  households  living  in  every  zip  cod^ 
the  country  denned  as  inner  city.  The  conclusion:  Ghetto 
idents  shell  out  some  $85  billion  a  year  on  retail  goods  aid 
or  nearly  7%  of  total  U.  S.  retail  spending.  But  they  spj 
more  than  25%  of  those  dollars  in  non-inner-city  neighlf 
hoods,  the  ICIC  discovered  aftei 
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REVIVAL 


Companies 
seeking  workers-and 
consumers-are 
focusing  on  inner 
cities.  Harlem's  first 
big  chain  supermarket 
is  one  result 


matched    spenc 
with  retail  sale^ 
each   zip   code, 
other  words,  ir 
cities  have  an 
met  retail  demj 
of  at  least  $21 
lion  a  year,  a  fij 
mounting         el 
more   rapidly 
that  family  incoJ 
are  rising  fasteij 
many  ghettos, 
found  that  the! 
actually  an  atti| 
tive  market  in  many  urban  areas,"  says  Porter. 

Many  companies  are  jumping  into  the  breach.  In  the 
year,  Starbucks  and  Disney  have  made  moves  into  Harl| 
lured  by  a  60%  reduction  in  crime  and  more  than  $550 
in  government  funds  and  tax  incentives.  In  April,  the  virtu 
all-black  ghetto  got  its  first  chain  supermarket,  a  PathmJ 
Its  first  mall,  the  $65  million  Harlem  USA,  is  due  to  open  s\ 
followed  by  a  430-room  hotel  and  a  shopping  center  anchc 
by  Home  Depot  Inc.  and  Costco  Cos. — the  first  forays 
any  part  of  Manhattan  for  both  chains.  "The  boom 
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changed  the  perception  of  this  area,  and  now  big  retailers  are 
more  willing  to  come  in,"  says  Regina  L.  Smith,  project  di- 
rector of  the  Harlem  Business  Alliance. 

It's  not  just  retailers  who  see  new  opportunities.  In  1997, 
Aetna  Inc.  formed  a  Domestic  Emerging  Markets  Group  to 

sell  401(k)s  and  mutu- 
al funds  to  underrep- 
resented  groups  such 
as  minorities  and 
women-owned  companies.  As  part  of  the  effort,  Aetna  is  de- 
veloping products  for  lower-income  families,  such  as  funds  re- 
quiring lower  monthly  contributions.  The  group  has  targeted 
a  dozen  major  urban  areas  and  has  already  surpassed  $313 
million  in  assets  under  management — 50% 


Special  Report 


higher  than  the 
$200  million  goal  set 
for  this  year.  "We 
found  in  genuine 
emerging  markets 
around  the  world 
that  whenever  peo- 
ple claw  their  way 
into  the  middle 
class,  they  buy  life 
insurance,  health 
care,  and  some  kind 
of  retirement  sav- 
ings,"  says   Aetna 


TRAINING 


The  newly 
opened  Marriott  High 
School  trains  kids 
from  a  run-down 
section  of  the  capital 
to  be  hotel  and 
restaurant  workers 


ceo  Richard  L.  Hu- 

ber.  "Now,  we're  targeting  these  markets  in  the  U.  S.  because 

they  are  underserved." 

Other  companies  are  lured  by  a  new  view  of  inner  cities  as 
promising  commercial  locations  that  are  close  to  city  business 
districts.  Since  early  last  year,  Marriott  International  Inc.  has 
opened  a  dozen  no-frills  hotels  in  seedy  downtown  areas,  in- 
cluding an  abandoned  molasses  factory  in  New  Orleans,  a  for- 
mer plumbing  company  headquarters  in  Omaha,  and  a  con- 
verted City  Hall  annex  in  Philly.  The  goal:  to  offer  corporate 
road  warriors  a  downtown  location — and  find  new  expansion 
opportunities  now  that  Marriott  has  already  blanketed  the 
'burbs.  And  Kansas  City  (Mo.)-based  h&r  Block  Inc.  is  build- 


ing a  new  back-office  operation  for  200  permanent  workers 
an  additional  600  or  so  seasonal  ones  in  that  city's  most  bli . 
ed  area.  "The  suburban  locations  we  looked  at  gave  us  ace 
to  employees  living  in  just  one  quadrant  of  the  city,"  s 
Terrence  R.  Ward,  Block's  vice-president  for  facilities.  "H 
we  can  draw  from  the  entire  metro  area,  a  key  concern  v 
unemployment  at  just  2.8%." 

Ghettos  also  can  provide  cheap  real  estate  and  tax  bre 
for  companies  willing  to  take  a  risk.  In  1996,  Lowell  Gray, 
founder  and  ceo  of  Shore. Net,  a  startup  Internet  sen 
provider,  realized  that  his  fast-growing  company  had  outgrc 
its  rented  space  in  Lynn,  Mass.,  a  decayed  industrial  town  r 

Boston  that  lost  most  of  its 
tories  in  the  1980s.  He  scou 
the  surrounding  suburbs 
decided  instead  to  buy 
renovate  a  100-year-old  bu 
ing  in  Lynn  that  lay  ab 
doned  after  the  last  occup 
a  leather-goods  manufactu 
had  fled  overseas.  "We  chc 
to  invest  here  because  of 
infrastructure,  access  to 
commuter  train,  and  beca 
it  was  cheaper  and  we 
tax  incentives,"  says  G: 
About  half  of  his  compa: 
86  workers  do  customer-s 
port  work,  which  doesn't 
quire  a  college  education 
Shore. Net  gives  prefere 
to  local  low-income  reside 
who  land  jobs  starting 
$18,000  a  year.  "There  ar 
many  other  jobs  like 
around  here,"  says  M 
Ann  Reyes,  a  local  resic 
and  single  mother  who 
a  job  last  summer  pla< 
customer  orders. 
GHETTO  EQUITY?  The  new  outlook  for  America's  do 
towns  has  even  prompted  a  few  brave  souls  to  set  up  equitj 
vestment  funds  to  capitalize  on  the  trend.  Last  summer,  B 
of  America  Corp.  set  up  a  $500  million  "Catalyst  Fund 
make  equity  investments  in  run-down  urban  areas.  And  I 
vard's  Porter  and  icic  were  so  convinced  by  their  own  resej 
that  they  have  formed  a  joint  venture  called  Inner-City 
tures  Equity  Partners  with  American  Securities  Capital  P 
ners,  a  private  investment  firm  in  New  York  that  manage 
billion  of  wealthy  families'  money.  The  venture  is  about  to  i; 
a  prospectus  to  raise  a  $100  million  fund  to  take  equity  st< 
in  inner-city  companies  in  fast  food  and  health  care,  among 
er  sectors.  "We  see  opportunities  to  put  money  to  work  in 
inner  city  and  earn  20%  to  30%  annual  returns,"  says 
President  Michael  G.  Fisch.  His  firm  and  icic  have  put  a  t 
of  $10  million  of  their  own  money  into  the  fund. 

The  burst  of  economic  activity  has  already  taken  a 
bite  out  of  urban  poverty.  After  years  of  soaring 
the  national  poverty  rate,  the  share  of  central  city 
dents  below  the  poverty  line  has  come  down  by  2.7  ] 
centage  points,  to  18.5%,  since  its  all-time  high  in  1993, 
cording  to 'an  analysis  by  hud's  Wachter.  That's  twic< 
much  as  the  decline  in  suburban  poverty  and  the  largest 
provement  since  1967,  when  the  data  on  urban/subur 
poverty  first  became  available.  Similarly,  the  poorest  fift 
households  in  inner  cities  have  seen  their  per  capita  wj 
beat  inflation  by  16%  since  1994,  Wachter  found.  By  compar 
the  average  U.  S.  family  has  gained  just  8%  since  then. 
The  U.  S.  still  has  a  long  way  to  go  before  all  of  its 
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zens  are  sharing  fully  in  the  prosperity  that  reigns  today. 
After  all,  the  10%  pay  hike  that  the  lowest  workers  have 
enjoyed  in  the  past  two  years  amounts  to  a  pitiful  60<2  an 

hour.  Still,  even  this 
is  good  news  after 
the  decades  of  unre- 
lenting pay  cuts  for 
those  at  the  bottom.  And  it  won't  keep  up  unless  employ- 
ers continue  to  feel  a  compelling  need  to  hire  these 
workers. 


Special  Report 


Therein  lies  the  lesson:  The  best  way  to  cure  poverty 
to  get  the  jobless  rate  down  to  4%  or  so — and  keep  it  tl\J 
for  years  to  come. 

With  Ann  Therese  Palmer  in  Chicago,  Michael  McBti 

Detroit,     Da\ 

Rocks  in  Atlai 

Lorraine  Woelf 

in  Washingt 

and    bun 

reports 


COMMENTARY 

By  Aaron  Bernstein 

FULL  EMPLOYMENT  WONT 
SEND  PRICES  SKY-HIGH 


The  Federal  Reserve  did  the  right 
thing  by  holding  its  fire  on  Oct. 
5.  With  economic  indicators  flash- 
ing mixed  signals,  even  most  inflation 
hawks  don't  see  a  need  for  preemp- 
tive rate  hikes.  Still,  Fed  Chairman 
Alan  Greenspan  remains  anxious 
about  prices,  which  the  board  made 
clear  by  signaling  a  bias  toward 
tightening  at  the  meeting. 

Before  the  Fed  takes  further  ac- 
tion, however,  it  should  factor  into 
its  decision-making  a  new  set  of  eco- 
nomic indicators:  the  wage  gains  of 
low-end  workers,  which  full  employ- 
ment has  lifted  up  for  the  first  time 
in  decades.  This  has  occurred  be- 
cause Greenspan  allowed  the  econo- 
my to  grow  faster  than  experts  had 
predicted  would  be  prudent. 

Even  so,  he  and  most  Fed  gover- 
nors didn't  aim  to  improve  the  lives 
of  the  poor;  they  perceive  their  mis- 
sion as  ensuring  price  stability,  peri- 
od. To  them,  gains  by  low-end  fami- 
lies are  a  wonderful  side  benefit  of 
monetary  policy,  not  economic  data 
relevant  to  managing  the  economy. 

It's  time  for  a  fresh  look.  After  all, 
the  U.  S.  economy  will  be  healthier 
in  the  long  run  if  most  participants 
share  the  fruits  of  progress,  which 
will  spur  them  to  work  harder  and 
more  hours.  The  economy  also  will 
be  tapping  vast  underused  re- 
sources as  urban  America  contin- 
ues its  comeback. 

Technically,  the  Fed  already  is 
supposed  to  balance  full  em- 
ployment and  price  stability. 
Congress  spelled  this  out  in  the 
Employment  Act  of  1946  and 
again  in  the  Humphrey- 
Hawkins  Full  Employment  & 
Balanced  Growth  Act  of  1978. 
The  Fed  has  largely  ignored 
the  mandate  ever  since  the 
stagflation  of  the  1970s,  when 


many  econo- 
mists came 
to  see  the 
idea  of  a  little 
inflation  as  an 
oxymoron. 

They  did  so  be- 
cause they  believe 
that  prices  will  acceler- 
ate out  of  control  if  the 
jobless  rate  drops  below  full 
employment.  To  avoid  such  an 
outcome,  most  Fed  officials  as- 
sume that  they  can't  wait  for 
prices  to  actually  rise  before 
lifting  rates. 

But  if  that  view  ever  accurate- 
ly described  the  U.  S.  economy,  it 
no  longer  does.  True,  prices  may 
rise  slightly  faster  in  the  next 
year  or  two.  Energy  prices 
have  rebounded,  and  the  weak- 
er dollar  is  lifting  import 
prices.  And  the  Bureau  of 
Labor  Statistics  has  largely 
completed  its  revisions  to 
the  consumer  price  index, 
which  lowered  the  infla- 
tion rate  in  recent 
years.  But  all  these 
things  together 
won't  ignite  run- 
away inflation. 

Moreover, 
structural  changes 
have  altered  the  dy- 
namic between  full 
employment  and  con- 
sumer prices.  Today, 
globalization  and 
deregulated  domestic 
markets  keep  a  tight 
lid  on  employers'  abili- 
ty to  pass  along  wage 
pressure  in  the  form  of 
price  hikes. 

There  has  also  been 
a  shift  of  national  in- 


come 
from  la- 
bor to  capi- 
tal, which  also 
helps  keep  growth 
from  kicking  off  wage- 
push  inflation  today.  Labor's 
share  of  income  in  the  corporate 
sector  fell  sharply  throughout  the 
first  half  of  the  early  1990s,  when 
wages  lagged  and  profits  soared. 
The  jump  in  pay  rates  since  1996 
has  boosted  labor's  share  slightly. 
But  it  still  remains  2.5  percentage 
points  below  its  1989  peak,  accord- 
ing to  the  Bureau  of  Economic 
Analysis.  So  even  if  productivity 
gains  aren't  sufficient  to  pay  for  fu-| 
ture  wage  growth  down  the  road, 
corporations  can  afford  to  pay 
slightly  higher  wages  and  still  mair 
tain  their  historic  share  of  national 
income. 

Thus  if  the  jobless  rate  falls,  the 
cpi  might  rise  a  notch — but  is  not 
likely  to  accelerate  out  of  control. 
Even  some  Fed  governors  concede 
this  applies  today.  It's  now  safe  to 
"wait  until  inflation  actually  starts  t 
rise  before  acting  to  tighten,"  con- 
cluded Robert  T.  Parry,  president  o 
the  Federal  Reserve  Bank  of  San 
Francisco  in  a  Sept.  27  speech. 

If  that's  right,  the  Fed  can  afford 
to  embrace  its  historic  mandate  onc^tl 
again  and  weigh  the  benefits  of  full 
employment  against  the  need  to  hed 
off  inflation.  Those  benefits  will  only>: 
come  if  the  jobless  rate  stays  at  the 
low  levels  we're  enjoying  today. 


ution 


Bernstein  writes  about  wage  trend 
and  social  issues  from  Washington. 
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International  Business 


STOCKS 


ASIA  HITS 
A  BUMP 

Investors  want  to  see  more  reform 


Once  again,  an  eerie  silence  has 
fallen  on  the  financial  markets  of 
East  Asia.  Until  mid-summer,  the 
region's  bourses  had  spent  most 
of  the  year  roaring  back  after  their 
worst  contractions  of  the  post-war  era 
in  1997  and  1998.  And  countries  from 
South  Korea  to  Indonesia  were  boasting 
that  their  economies  were  rebounding 
far  faster  than  expected.  But  ever  since 
then,  stock  and  currency  markets  out- 
side of  Japan  have  been  on  a  gradual — 
but  steady — slide.  Hong  Kong  stocks 
are  down  10%  from  their  highs  of  July, 
while  Korean  shares  are  down  20%. 
Measured  in  U.  S.  dollars,  Thai  shares 
are  up  only  3%  for  the  entire  year.  For- 
eign funds  are  running  from  Malaysia. 
The  Thai  baht  and  Indonesian  rupiah 
have  gone  limp,  and  foreign  bank  lend- 
ing throughout  Asia's  emerging  mar- 
kets is  still  shrinking 

Is  East  Asia's  recovery  stalling?  Not 
exactly.  But  it  is  entering  a  new,  more 
difficult  phase.  Yes,  the  underlying 
economies  of  Asia  are  still  posting  en- 
couraging gains  in  consumer  spending 
and  industrial  output.  And  exporters  of 
everything  from  computer  chips  to  car 
parts  are  enjoying  double-digit  growth. 
In  Thailand,  for  example,  exports  rose 
15%  in  August  year-on-year,  while  im- 
ports surged  25%.  And  if  the  yen  keeps 
rising  against  the  dollar,  as  many  econ- 
omists predict,  the  climate  for  exporters 


ASIAN 
MARKETS 
LOSE 
STEAM 


should  stay  good  since  most 
regional  currencies  tend  to 
track  the  greenback. 

The  worry  is  that  the  sag- 
ging markets  may  signal  a 
broader  weakening  of  confi- 
dence. If  so,  new  problems 
could  lurk.  Consumer  spend- 
ing could  sputter  again.  And 
investment  needed  to  finish 
infrastructure  projects  and 
modernize  factories  may  be 
slow  to  arrive.  •   _._,*. 

Several  forces  are  at  work.  ^2| 
Two  U.  S.  rate  hikes,  with  perhaps 
more  in  the  pipeline,  have  cooled  the 
global  appetite  for  equity  investments. 
And  the  Japanese  yen's  relentless  as- 
cent against  the  dollar  could  force  the 
U.  S.  Federal  Reserve  to  drive  rates 
higher — making  capital  more  expensive 
for  the  region's  emerging  markets. 
SERIES  OF  HITS.  What's  more,  investors 
are  taking  a  harder  look  at  reforms  that 
were  supposed  to  rejuvenate  East  Asia's 
financial  systems  and  corporations.  "The 
big  money  off  the  recovery  has  been 
made,"  says  portfolio  manager  Mark 
Headley  of  San  Francisco-based 
Matthews  International  Funds.  "Now, 
Asia's  going  to  have  to  earn  [future  in- 
vestment] by  proving  that  all  these  re- 
forms are  going  to  translate  into  earn- 
ings growth." 

Across  the  region,  investors  are  no 


SOUTH  KOREA 
(KOSPI  INDEX) 


longer    satis- 
fied      with       what       they're 
ing.  Confidence  in  Indonesia  has  be 
obliterated  by  the  Bank  Bali  scandal, 
military's  debacle  in  East  Timor, 
worries  over  political  instability.  Tl 
markets  have  been  socked  by  endles  k 
messy  bank  workouts.  Malaysia's  dt 
sion  to  partially  lift  capital  controls 
Sept.  1  resulted  in  a  flight  by  investlf 
suspicious  of  that  government.  And  t 
year's  runup  in  South  Korean  stocks 
been  hit  by  worries  of  a  collapse  of  gi; 
investment  trusts.  "Wrap  all  these  thir 
up  together,  and  they  add  up  to  an  en  $ 
ronment  of  considerable  investor  unc  \ 
tainty,"  says  Michael  Kurtz,  an  A 
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Conditions  in  Indonesia,  Thailand, 
Malaysia,  and  Korea  have  created 
"an  environment  of  considerable 
investor  uncertainty" 


e  m  I 


•ed  Asian  companies  to  buy  yen  to 
their  debts  to  Japanese  banks. 

gj. 'hat's  hurt  regional  currencies.  The 
^Xi  baht  dropped  from  around  37  to 

J  dollar  in  July  to  nearly  42  in  early 
ober  before  the  Bank  of  Thailand 
ight  it  back  to  under  40.  "If  the  yen 
i  to  100,  that  will  put  pressure  on 
vncies  again,"  says  economist 
rles  Wheeler  of  Standard  &  Poor's 
International  in  Singapore, 
oncerns  over  Year  2000  computer 
laps  are  also  giving  the  markets 
<e.  Even  if  big  Asian  companies  are 
tared,  investors  fear  thai  problems 
mailer  companies  down  the  supply 

n  may  wreak  havoc.  "We've  talked 
lot  of  investors  who  are  talking 


about  reallocating  until  after  the  New 
Year,"  says  portfolio  manager  Headley. 
"We've  been  referring  to  Y2K  as  Y2  Not 
Invest  in  Asia." 

Some  falloff  was  to  be  expected  after 
the  heady  gains  of  earlier  this  year, 
when  equity  prices  in  China,  India,  In- 
donesia, Malaysia,  and  South  Korea  rose 
as  much  as  60%  in  dollar  terms.  But 
even  if  Y2K  proves  to  be  a  false  alarm,  it 
will  still  be  some  time  before  the  money 
(lowing  into  Asian  markets  returns  to 
pre-crisis  levels.  The  Washington-based 
Institute  of  International  Finance  Inc. 
projects  that  just  $9  billion  in  portfolio 
investment  will  flow  into  Asia  in  2000 — 
down  from  $15  billion  this  year  and  less 
than  half  of  the  total  for  1996. 

Perhaps  more  troubling  is  that  for- 
eign hank  loans  and  debt   instruments 

are  also  forecast    to  contract  this  year. 


by  $20   billion,   on   top  of 
la  '  50  billion  con 

t  raction,  according  to  the 

in.  Next  year,  foreign 
lending    is    expected    to 

-brink  by  an  additional  32* 
billion.  That  compare-  with 
a  $110  billion  rise  in  lend- 
ing  in    1990.    Of  course, 
Asian  corporations  are  un- 
der pressure  to  slash  debt. 
But  foreign  debt  issuers,  af- 
ter writing  off  some  $300 
billion  in  East  Asia  over  the 
past  year,  also  are  wary  of 
putting  in  new  money. 

Investors  are  also  look- 
ing for  more  reform  for 
their  buck.  Korea,  for  ex- 
ample, has  been  slow  to 
sell  off  banks  to  foreign 
interests,  as  promised,  and 
quick  to  keep  giants  like 
Daewoo  Group  from 
bankruptcy.  Now,  state- 
owned  Korean  Exchange 
Bank  has  had  to  shelve 
a  $1  billion  sale  of  stock 
because  of  falling  prices 
and  dampened  sentiment. 
The  investor  backlash 
against  Malyasia  has  been 
especially  furious.  Foreigners 
have  fled  the  country  since  Prime 
Minister  Mahathir  Mohamad  imposed 
capital  controls  in  1998.  Cumulative  net 
portfolio  investment  into  Malaysia, 
which  had  already  fallen  by  20%,  to  $1.2 
billion,  from  July  to  August,  plunged  to 
$178  million  in  the  two  weeks  after 
Malaysia  lifted  the  10%  exit  tax  on 
repatriated  principal  of  foreign  portfolio 
investments  on  Sept.  1. 

The  big  test  for  recovery  will  come  in 
another  year,  predicts  Daniel  Fineman, 
chief  regional  strategist  for  Jardine 
Fleming,  when  Asian  manufacturers  will 
again  need  to  raise  capital  to  build  new 
capacity.  "Will  financial  systems  be 
healthy  enough — and  companies'  earn- 
ings be  low  enough — to  take  on  new- 
debt?"  asks  Fineman. 

Much  depends  on  how  quickly  old 
bad  debts  are  worked  out — and  if  re- 
forms stay  on  track.  "If  nonperforming 
loans  cannot  be  resolved,  the  recovery 
cannot  be  sustained,"  says  Praphad 
Phodhivorakhun,  vice-chairman  of  the 
Federation  of  Thai  Industries.  It's  a 
warning  that  pundits  have  sounded 
since  the  Asia  crisis  began.  Now.  the 
markets  are  sending  the  same  message. 
By  Shen  Prasao  in  New  York,  with 
Brian  Bremner  in  Tbkyo,  Michael  Shan 
in  Singapore,  Mark  L.  Clifford  in  Hong 

Kong,  and  Emily  Thornton  in  Bangkok 
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JAPAN 


REFORM  WITH 
KID  GLOVES 

Can  Michio  Ochi  keep  the  financial  restructuring  drive  going? 


Japanese  bank  executives  called  it 
the  reign  of  terror.  It  began  when 
Hakuo  Yanagisawa,  64,  became  fi- 
nancial reconstruction  minister  in  De- 
cember. He  and  a  small  army  of  lawyers 
and  accountants  grilled  Tokyo's  patri- 
cian bank  presidents  relentlessly  about 
the  true  state  of  their  loan  books  and 
hectored  endlessly  about  restructuring. 
"He  had  a  very  harsh  stance  toward 
us,"  complains  one  executive  at  a  major 
Tokyo  trust  bank. 

Yanagisawa  may  have  saved  Japan's 
banking  system  from  collapse,  but  in  the 
end  his  reform  push  was  too  hard.  On 
Oct.  5,  he  was  replaced  by  Michio  Ochi, 
70,  a  former  Ministry  of  Finance  (mof) 
bureaucrat  and  consummate  Liberal  De- 
mocratic Party  insider.  The  official  spin: 
Yanagisawa  merely  got  snagged  in  a  re- 
volving-door Cabinet  reshuffle.  No  way, 
say  some  observers:  "The  guy  took  a 
bullet,"  counters  a  Tokyo-based  West- 
ern investment  banker. 
STALL-OUT?  In  his  brief  regulatory  ram- 
page, Yanagisawa  sure  created  influen- 
tial enemies.  Most  Japanese  bankers 
loathed  him.  And  many  officials  resent- 
ed the  way  the  Financial  Supervisory 
Agency,  which  reported  to  Yanagisawa, 
took  control  of  the  Japanese  financial 
system  from  the  the  once  all-powerful 
mof.  He  once  boasted  to  business 
week,  for  instance,  that  "maybe  I'm  the 
only  one  who  can  promote  restructuring 
in  Japan's  financial  industry." 

If  he's  right,  that  means  urgently 
needed  Japanese  banking  and  financial 
reform  could  stall.  However,  Ochi  has  an 
early  chance  to  prove  him  wrong  and 
redeem  the  government's  pledge  that 
reform  remains  a  priority.  Nippon  Cred- 
it Bank,  a  nationalized  long-term  lender 
staggering  under  $28  billion  in  bad 
loans,  is  now  on  the  block.  Morgan  Stan- 
ley Dean  Witter  has  been  hired  to  sell 
it,  which  won't  be  easy  as  Nippon  is 
embroiled  in  prosecutions  and  lawsuits 
for  allegedly  cooking  its  books.  Rumored 
interested  parties  include  Chuo  and  Mit- 
sui banks,  which  plan  to  merge  next 
year,  as  well  as  J.  P.  Morgan  and  Kohl- 
berg  Kravis  Roberts. 

The  foreign  buying  interest  makes 
Nippon  an  acid  test  of  Japan's  commit- 
ment to  reform.  That's  because  on  Sept. 


28,  Yanagisawa  broke  a  big  taboo  by 
giving  the  nod  to  an  international  bank- 
ing consortium,  led  by  New  York-based 
Ripplewood  Holdings,  to  buy  national- 
ized Long  Term  Credit  Bank  in  a  $1.2 
billion  deal.  So  if  the  impending  Nip- 
pon sale  smacks  of  a  fix  to  keep  a  su- 

THE  MAN... 

Michio  Ochi,  70,  Japan's  new  top 
bank  regulator,  is  a  political  insider 
married  to  a  daughter  of  late  Prime 
Minister  Takeo  Fukuda.  Once  a 
Finance  Ministry  official,  he 
helped  craft  last  year's  $570 
billion  bank  bailout. 


...AND  HIS  MISSION 


about  30  failed  or  nation- 
alized small  banks  before  open- 
ended  government  deposit  insur- 
ance is  capped  in  April,  2001. 

liMiil'Jfll  life  insurers  that  can't 
generate  enough  invetsment  prof- 
its to  pay  out  on  claims  and  are 
facing  policy  cancellations. 

EM  Nippon  Credit  Bank,  which 
has  $28  billion  in  dud  loans.  An 
inside  deal  favoring  a  local  player 
could  lead  foreigners  to  dump 
bank  shares. 
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perior  foreign  bid  out,  Ochi  runs 
risk  of  bringing  to  an  abrupt  end 
foreign-driven  rally  in  Japanese  bs 
shares  which  has  helped  shore  up 
system  since  last  fall. 

Certainly,  Ochi  has  the  smarts  | 
judge  how  the  markets  perceive 
sale.  The  worry  is  rather  that  he  la  J 
his  predecessor's  in-your-face  asserti| 
ness  and  willingness  to  cut  deals 
foreigners.  At  his  first  press  conferej 
on  Oct.  5,  Ochi  vowed  to  treat  prosj 
tive  foreign  buyers  "without  prejuc 
and  in  a  fair  manner."  However,  he 
cently  predicted  publicly  that  Ripjj 
wood  "would  make  a  quick  lunch  out'l 
ltcb — by  stripping  its  assets  and  hel 
ing  for  the  exits.  Also,  he  has  hin| 
that  opening  the  floodgates  to  fore 
capital  isn't  in  Japan's  interest. 

All  the  same,  some  analysts  arjj 
that  it's  no  bad  thing  to  have  a  coo 
head  in  charge  of  bank  reform.  Yana 
sawa's  tactics  were  too  toil 
for  a  banking  system! 
such  a  delicate  state,  tl 
say.  And  despite  his  !<| 
er   profile,    Ochi   is 

HOTHEAD:  Bankers  a\ 
cused  Ochi's  predeces\ 
Yanagisawa  (top)  of 
being  too  harsh 


slouch.  In  1995,  he  helped  fashion 
billion  rescue  of  seven  housing  loan 
porations.  Then,  last  year,  he  playej 
key  role  in  crafting  legislation  to  se 
a  $570  billion  bank  bailout. 
INSURANCE  FIX.  Ochi  will  need  all 
touted  financial  acumen  to  cut  thro 
the  accounting  gimmicks  and  asset  a! 
fling  endemic  among  dozens  of  weak 
gional  lenders  and  credit  cooperati 
He  doesn't  have  much  time  to  sort  tl 
out  because  in  April,  2001,  the  gov 
ment  is  set  to  cap  its  deposit  insur; 
at  $86,000  per  account — which  c 
spark  a  run  out  of  weak  banks. 
Ochi  has  to  fix  Japan's  giant  life  in 
ers.  They  are  squeezed  between  la: 
scale  policy  canceflations  and  their  t: 
bles  in  generating  enough  incom 
cover  claims.  And  Ochi  may  hav 
cope  with  another  spike  in  corpo 
bankruptcies  when  Tokyo  winds 
generous  lending  programs  to  s 
companies. 

Ochi's  new  job  is  hardly  a  wal 
the  park.  Yanagisawa's  brief  tenure 
global  investors  and  central  ban 
some  hope  that  Japan  was  finally  se 
about  fixing  its  crippled  banking 
tern.  It  would  be  tragic  if  Ochi  wer 
betray  that  legacy. 

By  Brian  Bremner  in  To 
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ITALY 


OLIVETTI:  BACK  TO 
THE  BAD  OLD  WAYS? 

Its  move  to  split  Telecom  Italia  has  got  investors  in  a  rage 


i 


n  June,  Olivetti  Chief  Executive 
Roberto  Colaninno  outmaneuvered 
goliath  Deutsche  Telekom  in  a  bruis- 
ing $33.3  billion  hostile  takeover  battle 
for  Telecom  Italia.  He  wielded  share- 
holders' support  to  break  a  merger  be- 
tween two  former  monopolies  and 
walked  away  with  a  company  five  times 
the  size  of  Olivetti,  making  him  a  stan- 
dard-bearer of  global  capitalism. 

But  his  glory  has  been  short-lived. 
Since  Sept.  24,  when  news  leaked  of 
Colaninno's  restructuring  plan  for  Tele- 
com Italia,  its  stock  price  has  slid  over 
6%  as  fund  managers  and  market  ana- 
lysts savaged  his  strategy.  Hundreds  of 
irate  minority  shareholders  have  joined 
the  attack,  pelting  Colaninno  with  angry 
letters  and  e-mails  copied  to  the  Italian 
daily  La  Repubblica.  "The  so-called  new 
capitalism,"  fumed  one  investor,  "must 
have  been  learned  in  Moscow." 

Those  words  sting.  Until  recently, 
Italian  financial  markets  seemed  to  be 
moving  away  from  the  self-serving  ma- 
nipulations of  a  political-industrial  elite. 
Now,  fund  managers  say,  if  Colanin- 
no prevails  at  the  expense  of 
minority  shareholders'  inter- 
ests, the  Italian  markets  will 
suffer  a  major  setback,  both 
moral  and  economic.     "The 
deal  is  not  fair.    It  creates  a 
bad   image   for  the   Italian 
markets,"  says  Massimo  For- 
tuzzi,  chief  investment  offi- 
cer of  Finanza  e  Futuro,  a 
Milan-based  investment  fund. 
Upcoming      privatizations, 
such  as  the  $8  billion  public 
offering    of    energy    giant 
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Enel,  could  founder.  "They  need  to  get  a 
grip  before  the  next  round  of  privatiza- 
tions, or  we'll  all  be  a  lot  less  inclined  to 
buy  shares,"  says  a  fund  manager  at 
one  of  Europe's  biggest  institutions. 

Colaninno's  plan  outraged  Telecom 
Italia  investors  because  it  would  strip 
the  company  of  its  most  valuable  asset, 
Telecom  Italia  Mobile,  and  transfer  it 
to  Tecnost,  the  debt-laden  shell  company 
Olivetti  used  to  finance  its  takeover  of 


SLICK  MOVE? 

Colaninno 
wants  to 
transfer  the 
cell-phone  biz 


Telecom   Italia.   At  the   time   of 
takeover,  Colaninno  had  led  Tele 
Italia  shareholders  to  believe  that 
nost  and  Telecom  Italia  would  merj 

Instead,  Colaninno  reversed  cou  " 
Infuriated  Telecom  Italia  sharehol 
insist  they  are  getting  a  raw  de 
the  share  swap  proposed  by  Colani 
They  say  that  at  the  very  least, 
deserve  more  Tecnost  snares  in 
change  for  giving  up  the  cell-phone 
Besides,  Tecnost  is  already  saddled 
$16  billion  of  debt  related  to  Tele 
Italia's  takeover.  "If  Colaninno  want 
go  forward,  we  expect  a  significa 
better  exchange  ratio,  not  just  a 
ginal  improvement,"  says  Giov; 
Grimaldi,  director  of  investment 
Prime  Gest,  a  Milan-based  asset- 
agement  company. 

Colaninno  denies  any  nefarious 
tentions.  At  an  Oct.  6  meeting  wit 
vestors  in  Milan,  he  promised  to 
point      an      independent      advi 
committee  to  protect  the  interes 
minority  shareholders.  The  swap 
will  be  vetted  by  an  independent 
pert  of  the  Turin  court.  "We  canno 
terfere  with  the  fair  v 
tion    as    decided    by 
court,"  says  Colaninno. 
many      investors      t 
Colaninno  tried  to  get  a 
with  a  deal  that  fleeces 
nority   shareholders, 
misjudged  the1  mood," 
London  analyst. 
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deal,  Olivetti's  51.9%  stake  in  Telecom 
Italia  remains  intact. 

Colaninno  insists  that  it  makes  strate- 
gic sense  to  split  the  old,  fixed-line  op- 
erations of  Telecom  Italia  from  the  high- 
growth  mobile  operations.  Cut  off  from 
the  cash  flow  and  profits  of  tim,  Telecom 
Italia  will  be  forced  to  restructure,  says 
one  insider.  Colaninno  also  argues  that 
Telecom  Italia  and  TIM  can  continue  to 
collaborate.  "Telecom  Italia  doesn't  need 
[to  own  tim]  to  increase  its  value,"  he 
says.  But  analysts  worry  that  Colaninno 
may  be  sacrificing  long-term  gain  for 
short-term  cash.  Unless  they  own  thriv- 
ing cell  phone  and  mobile  Internet  busi- 
nesses, fixed-line  telecom  companies  such 
as  Telecom  Italia  will  struggle  to  shore 
up  market  share  and  profits. 

Italian  fund  managers  also  warn  that 
a  classic  Italian  power  struggle  may 
lurk  behind  Colaninno's  sudden  change 
of  plans.  The  powerful  investment  bank 
Mediobanca,  which  is  advising  Olivetti, 
may  be  seeking  to  increase  its  influence 
over  Telecom  Italia.  It's  no  secret  in 
Milan  that  Mediobanca,  which  has  a  2% 
stake  in  Olivetti,  has  long  sought  to 
bring  Telecom  Italia  into  its  orbit. 
ROMAN  INTRIGUE.  And  the  backroom 
dealing  doesn't  stop  there.  Telecom 
Italia's  board  was  due  to  meet  on  Oct.  8 
to  consider  Colaninno's  plan.  A  week 
earlier,  Colaninno  went  to  a  confiden- 
tial meeting  at  Prime  Minister  Massimo 
D'Alema's  office  to  explain  the  deal, 
since  the  government  owns  a  3.5%  gold- 
en share  in  Telecom  Italia.  Treasury 
Minister  Giuliano  Amato  and  Olivetti 
advisers  also  attended.  The  meeting  was 
immediately  leaked  to  the  press. 

Sources  close  to  Colaninno  suspect 
the  leak  came  from  the  staff  of  Amato, 
who  is  a  political  rival  of  D'Alema.  The 
Prime  Minister  had  backed  Colaninno 
during  the  takeover.  By  embarrassing 
Colaninno,  Amato's  people  sought  to 
strike  a  blow  at  D'Alema.  "We  were 
caught  totally  unprepared.  So  we  had  to 
rush  and  bring  forward  the  board  meet- 
ing to  the  next  day.  Nobody  was  pre- 
pared, and  we've  seen  the  results,"  says 
an  insider  close  to  Colaninno. 

Amato  has  threatened  to  use  the  gov- 
ernment's shares  in  Telecom  Italia  to 
block  the  TIM  transfer  to  Tecnost.  D'Ale- 
ma is  insisting  that  Rome  will  let  the 
market  decide.  If  Colaninno  sweetens 
his  offer,  the  backlash  could  subside. 
But  Olivetti's  stumble  and  Rome's  clum- 
sy meddling  are  sure  to  keep  investors 
wringing  their  hands  about  Italian  mar- 
kets for  months  to  come. 

By  Gail  Edmondson  in  Rome,  with 
John  Rossant  in  Paris  and  David 
Fair  lamb  in  Frankfurt 


COMMENTARY 


By  Carol  Matlack 


LIBERTE,  EGALITE-AND  EQUITIES? 


When  French  tire  maker  Miche- 
lin    announced  plans  to  cut 
7,500  jobs,  Prime  Minister  Li- 
onel Jospin  blamed  greedy  sharehold- 
ers. Michelin  asserted  that  it  was 
merely  trying  to  regain  its  edge — 
and  avoid  bigger  layoffs.  Clearly, 
France  is  not  the  U.  S.,  where  re- 
structurings are  routine.  But  the  up- 
roar underscores  another  difference: 
The  U.  S.  is  a  nation  of  shareholders, 
and  France  is  not.  Until  that 
changes,  restructuring  in  France  will 
carry  a  political  charge. 

Half  of  American  households  own 


PROTESTING:  Execs  don't  want  a  35-hour  workweek 


stocks  directly,  millions  more  through 
pensions.  They  benefit  from  restruc- 
turings that  boost  stock  prices.  In 
France,  there  are  no  private  pensions, 
and  the  percentage  of  households 
owning  equities  is  something  like  12% 
to  15%.  France  is  the  only  major 
democracy  with  more  bureaucrats 
than  shareholders.  Individual  share 
ownership  actually  fell  during  the 
1990s — even  as  markets  across  Eu- 
rope drew  millions  of 
first-timers. 

France  should  join 
the  crowd.  Yes,  buy- 
ing stock  means  more 
risk.  But  now's  the 
time  for  new  thinking. 
The  Bourse's  cac  40 
index  has  tripled  since 
1996,  as  companies 
trimmed  costs.  It's  up 
more  than  18%  this 
year.  And  who's  cash- 
ing in?  Not  the  cau- 


More  French 
shareholders 
would  open 
the  way  to 
much-needed 
business  reform 


tious  French.  The  winners  are  for 
eign  investors,  who  now  own  45%  o 
the  market,  vs.  35%  three  years  agi 
More  French  shareholders  would 
mean  French  companies  would  have 
to  be  more  open  and  also  pay  execu 
tives  based  on  performance.  Compa 
nies  are  more  likely  to  make  such 
changes  if  shareholders  who  have  i 
ear  of  French  politicians  want  them 
Most  French  favor  Jospin's  plans  fo: 
a  35-hour  workweek,  which  execu- 
tives just  protested  in  a  mass  rally. 
Fewer  would  favor  the  limit  on 
hours  if  they  held  stock  in  compani 
trying  to  comply. 
'Why  don't  the 
French  buy  shares? 
"It's  mostly  cultura 
says  a  Bourse  offi- 
cial. The  French  fin 
stocks  hard  to  unde 
stand  and  buy,  he 
adds.  The  Bourse  is 
spending  $3.2  millio 
this  fall  to  convince 
the  French  that  bu 
ing  stocks  is  easy. 

Change  can  happ 
fast.  It  wasn't  long 
ago  that  stock  owne 
ship  in  the  U.  S.  was 
"  as  narrow  as  in 
France.  The  number  of  individual 
shareholders  in  Germany  has  doubta 
in  the  past  three  years.  But  the  real 
push  must  come  from  government. 
Capital-gains  taxes  need  to  come 
down:  The  rate  for  equities  is  now 
about  50%. 

The  government  says  it  will  pro 
pose  legislation  allowing  private 
pension  funds  next  year.  It's  an  imj 
portant  step.  U.  S.  investors  often 
get  their  first  expos 
to  equities  through 
pensions. 

Getting  the  French 
into  stocks  would  end 
the  stale  talk  of  greed 
shareholders.  But  the 
real  gains  are  larger, 
equity  culture  would 
change  the  way  Franc 
thinks — and  grows 
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MENEM  MAY  NOT  BE  READY 
TO  FADE  AWAY 

The  President  defends  his  legacy  and  ponders  running  again 


In  his  more  than  10  years  as  Presi- 
dent, Carlos  Saul  Menem  helped 
tame  runaway  inflation,  lift  barriers 
to  trade  and  investment,  and  privatize 
state-owned  enterprises  from  the  tele- 
phone system  to  oil  company  ypf.  But 
as  Menem,  69,  winds  down  his  time  in 
office,  Argentiyia  is  suffering  through 
its  worst  recession  in 
years.  On  Oct.  24,  vot- 
ers will  choose  a  new 
president:  either  Fer- 
naruio  de  la  Rua  of  the 
opposition  Alliance, 
who  leads  the  polls,  or 
Eduardo  Duhalde  of 
Menem's  Peronist  Par- 
ty. On  Oct.  5,  at  the 
presidential  residence, 
Menem  talked  with  Ian 
Katz,  business  week's 
Sao  Paulo  bureau  chief, 
about  the  election,  his 
legacy,  and  his  plans. 

Q:  Who's  going  to  be  the 
next  President? 
A:  It's  very  difficult  to 
make  predictions.  The 
opposition  gives  a  dou- 
ble message.  It  says 
that  [the  Peronist  par- 
ty] destroyed  the 
provincial  economies.  Then  they  go 
abroad  and  say  they  will  respect  every- 
thing that  we've  done  regarding  stabil- 
ity and  the  [currency]. 

Q:  What  is  your  legacy? 
A:  Ending  the  animosity  between  the 
military  and  civilians.  We  have  buried 
once  and  for  all  the  subject  of  coups 
d'etat.  We  reformed  the  state,  transfer- 
ring to  the  private  sector  all  the  ser- 
vices the  state  had  operated.  We  now 
have  a  market  economy  and  rigid  fiscal 
and  monetary  discipline.  This  govern- 
ment is  the  most  successful  in  Argenti- 
na's history. 

Q:  What  specific  measures  would  you 
implemeyit  if  you  had  more  time? 
A:  I  would  deepen  all  the  measures  al- 
ready taken,  especially  in  the  area  of 
labor  flexibility,  to  make  more  job  cre- 
ation possible. 


Q:  After  two  terms  as  president,  you 
are  prohibited  from  running  again  un- 
til you  sit  out  a  term.  Wliat  are  you 
going  to  do  now? 

A:  I  lead  the  largest  party  [the  Pero- 
nists].  And  I  have  serious  aspirations 
to  compete  again  [for  the  presidency] 
in  2003. 


Q:  If  you  were  to  be  reelected 
in  2003,  would  you  do  any- 
thing differently? 
A:  I'd  have  to  see  how  the 
next  government  leaves  the 
country.  If  the  future  govern- 
ment   continues    our   plans, 
we'll  keep  growing.   But  if  not,  if 
the  government  tries  to  return  to 
the  past,  I  feel  pain  for  the  future  of 
Argentina. 

Q:  Argentina  and  Brazil  are  engaged 
in  the  most  serious  arguments  over 
trade  since  tlie  Mercosur  bloc  came  into 
being.  What's  at  the  root  of  the  tensions? 
A:  The  devaluation  of  the  real.  It 
brought  a  series  of  distortions  in  trade 
that  we're  trying  to  resolve.  But  now, 
because  of  the  continuous  dialogue  we 
have,  we  are  resolving  the  situation. 

Q:   In  Mercosur,   many  issues  have 


been  worked  out  in  emergency  fas\ 
ion.  Will  this  continue  to  be  the 
A:  What  Mercosur  needs  is  institutior 
like  in  the  European  Union,  that  wot 
give  the  members  of  the  bloc  the  posd 
bility  to  work  out  their  differences.  BJ 
what  is  fundamental  is  a  common  ex, 
rency  for  the  region. 

Q:  Do  you  think  the  common  curren\ 
should  be  the  dollar? 
A:  The  name  isn't  important.  I  hope| 
would  be  at  parity  with  the  dollar. 

Q:    Are    you    afraid    that    the    ne\ 
government  will  investigate  you 
members  of  your  government  on  Cc 
ruption  allegations? 

A:  If  there  is  a  gover 
ment  that  frontally 
tacked  corruption, 
my    government, 
dismantled    structui 
corruption  by  [privatl 
ing]   state   companii 
where   state   workej 
contractors,  and  supj 
ers    got    rich.    L 
[the    opposition]    sz 
that  while  the  people  I 
the  government  dri| 
champagne,  there 
poor  people  in  Arger 
na.   Now  it  occurs 
them  to  talk  about 
presidential  plane, 
them  sell  it!  They  he 
that  I  go  down  with 
plane. 

Q:  But  could  the  n 
government  bring  a 
of  charges    agairl 
members  of  the  pre\ 
ous  one? 

A:  All  the  allegati 
have  been  made, 
not  only  against 
government.  The  op 
sition  also  has 
cases.  But  if  the  opposition  feels  1 
need  to  make  allegations,  let  them 
made.  There  have  been  two  allegata 
made  against  me,  and  I've  been  cleai 
of  both. 

Q:  Should  people  worry  about  a  deva 
ation  of  the  Argentine  currency? 
A:  We  Argentines  have  seen  that 
valuation  movie  many  times.  The 
time  we  saw  it,  we  had  5,000%  an 
inflation.  Now  we  have  $35  billio 
reserves  in  the  Central  Bank.  [T 
gives  us  an  enviable  stability  for  a  1 
time  if  the  future  government  doe 
change  the  situation. 


PRESCRIPTION 

"What  is  fundamental 
is  a  common  currency 
for  [Mercosur]" 
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HINA:  DOES  JIANG  HAVE  THE  CLOUT 
0  TACKLE  THE  TOUGH  JOBS? 


ith  its  menacing  goose-stepping  soldiers  and  communist 
kitsch,  the  Oct.  1  megaparade  in  Beijing  may  not  have 
been  the  best  symbol  to  show  a  world  that  is  growing 
•easingly  wary  of  Asia's  rising  superpower.  But  to  Chinese 
sident  Jiang  Zemin,  the  celebration  of  the  People's  Re- 
ilic  of  China's  50th  anniversary  was  a  domestic  public  re- 
ins triumph.  Along  with  floats  honoring  past  leaders  Mao 
ong  and  Deng  Xiaoping  was  another  devoted  to  Jiang — a 
>lay  meant  to  elevate  him  into  the  pantheon  of  Communist 

'he  adulatory  treatment  suggests  Jiang 
■  has  the  stature  needed  to  initiate  bold 
iges  in  China.  But  the  propaganda  ma- 
e  may  be  delivering  a  false  impression. 
a,  the  73-year-old  leader,  who  rose  from 
,tive  obscurity  to  take  the  party  helm 
r  the  1989  Tiananmen  Square  massacre, 
finally  consolidated  his  power.  Yet  he 
little  time  left  in  office:  Jiang  is  sched- 
to  step  down  as  President  in  March 
>.  And  he  faces  so  many  limitations — 
technological  backwardness  of  the  mil- 
yf,  the  social  repercussions  of  drastic 
lomic  reform,  and  his  own  cautious 
' — that  there  is  little  reason  to  expect  " 
daring  new  solutions  to  China's  problems. 
WING  FEARS.  Jiang's  role  as  a  political  weather  vane 
s  potential  hazards.  He  seems  reluctant  to — or  simply 
|)le  to— undertake  the  messy  and  painful  reforms  needed 
q  Modernize  China's  troubled  economy.  And  as  domestic 
lems  mount,  Jiang  has  toughened  his  line  on  Taiwan, 
raises  fears  that  the  danger  of  a  military  confrontation 
1  grow. 

early,  Jiang  has  softened  the  big  push  launched  two 
s  ago  to  clean  up  state-owned  enterprises.  Progress  on 
ng  some  $250  billion  in  bad  loans  at  the  state  banks 
Deen  halting.  And  with  prices  falling  and  unemployment 


JIANG:  His  style  is  cautious 


n 


on  the  rise,  it's  unclear  where  Jiang  stands  on  how  much  mar- 
ket access  China  should  concede  in  return  for  gaining  entry  to 
the  World  Trade  Organization.  One  ominous  sign:  The  slow- 
moving,  conservative  Trade  Minister,  Shi  Giangsheng,  is  tak- 
ing the  lead  in  the  wto  talks.  Premier  Zhu  Rongji  and  other 
advocates  for  faster  reform  such  as  Long  Yontu,  the  relatively 
liberal  trade  negotiator,  are  playing  second  fiddle.  Leaders 
"are  not  willing  to  take  big  steps,"  says  a  Chinese  economist. 
Jiang  has  proven  adept  at  building  his  power  base.  Hu  Jin- 
m  tao,  a  Jiang  protege,  was  recently  appoint- 
I  ed  a  vice-chairman  of  the  powerful  Central 
Military  Commission.  That  makes  him  heir 
apparent  to  the  presidency  and  testifies  to 
Jiang's  sway.  Hu  is  best  known  for  his 
tough  tactics  in  Tibet  before  heading  the 
Communist  Party's  leadership  training 
school  in  Beijing. 

Jiang  can  still  expect  imperial  treat- 
ment— which  he  got  from  a  Who's  WIw  list 
of  American  executives  at  a  Shanghai  con- 
ference in  September.  Time-Warner  Inc. 
Chairman  Gerald  M.  Levin  called  Jiang  "my 
good  friend" — even  though  Beijing  banned 
Time's  special  issue  on  China. 

But  this  treatment  does  not  translate 
into  the  kind  of  power  Deng  held.  Even  after  he  retired 
from  his  last  senior  position  in  1990,  Deng  called  the  shots — 
and  kept  reform  moving  ahead.  By  contrast,  many  analysts 
view  Jiang's  increasingly  harsh  actions — from  his  repression  of 
pro-democracy  dissidents  and  the  Falun  Gong  religious  move- 
ment to  his  saber-rattling  over  Taiwan — as  signs  of  frustra- 
tion, not  strength.  "China  has  the  smell  of  the  end  of  dynasty 
about  it,"  says  Robert  A.  Manning,  Asia  studies  director  for 
the  Council  on  Foreign  Relations.  And  as  China  historians 
know,  the  dying  years  of  a  dynasty  can  be  perilous  indeed. 

By  Mark  L.  Clifford  in  Slumgliai,  with  Dexter  Roberts  in 
Beijing  and  Sheri  Prasso  in  New  York 
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GLOBAL  WRAPUP 


LIANZMAKESABID 

lerman  insurer  Allianz  has  long 
(ted  to  bolster  its  $360  billion  fund- 
lagement  business  by  expanding  in 
U.  S.  So  on  Oct.  6,  it  offered  $4.4 
on  for  Newport  Beach  (Calif.)'s 
lico  Advisors  Holdings,  which  boasts 
a!)  billion  under  management, 
ling  Pimco  would  put  Allianz  on  an 
;il  footing  with  its  French  and 
ss  arch-rivals  \\.\  and  Zurich  Fi- 
nal Services,  which  already  have  a 
ng  presence  in  the  U.S. 
ie  deal  would  also  give  Allianz  ac- 


cess to  superior  fund-management  ex- 
pertise, including  Pimco's  William  H. 
Gross,  one  of  the  top  fixed-income 
managers  around.  Such  knowhow  will 
come  in  handy  in  Europe,  where  the 
mutual  fund  and  pension  markets  are 
predicted  to  boom  over  the  next 
decade  as  governments  scale  back 
their  social  security  provisions. 

SHAPING  UP  IN  BRUSSELS 

►  Romano  Prodi  is  poking  holes  in 
Brussels'  bloated  bureaucracy.  The 
new  European  Commission  president 


started  by  eliminating  the  stifling  tra- 
dition of  reserving  top  posts  for  cer- 
tain nationalities.  The  French,  for  ex- 
ample, lost  control  of  agriculture  for 
the  first  time  since  1958.  Perhaps  even 
more  upsetting  to  the  comfortable  Eu- 
rocrats, whose  salaries  can  run  to 
nearly  $200,000  a  year,  is  the  loss  of  a 
juicy  perk.  For  the  first  time,  they  will 
have  to  pay  taxes  on  gasoline,  ciga- 
rettes, and  alcohol.  Prodi  advisers  say 
this  is  only  the  beginning.  More  funda- 
mental reform  of  the  20,000-strong  bu- 
reaucracy will  be  announced  at  the 
end  of  the  year. 
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PSST!  WANT  THE 
CPI  NUMBER? 

Soon  the  Web  will  be  abuzz  with  economic  rumors 


Just  when  you  thought  that  more 
than  enough  noise  has  been  made 
about  whisper  numbers — Wall 
Street's  inside  buzz  about  what  a 
company  will  actually  earn  as  opposed 
to  the  "official"  published  consensus 
number  from  analysts — there's  more. 
These  rumors  will  soon  be  used  to  fore- 
cast everything  from  economic  indicators 
to  company  revenues  to  the  Dow  Jones 
industrial  average. 

Indeed,  whisper  numbers  are  becom- 
ing more  mainstream — and  they  have 
caught  the  eye  of  Big  Business.  Tradi- 
tional research  firms  that  are  devoted  to 
publishing  analysts'  consensus  estimates, 
such  as  First  Call,  have  recently  started 
offering  so-called  whispers,  which  are 
little  more  than  unofficial  forecasts.  IBES, 
another  firm,  will  start  offering  them 
soon.  And  there  are  at  least  five  Web 
sites  that  publish  them.  One,  Whisper- 
Number.com,  whose  parent,  Internet  Fi- 
nancial Network  (ifn),  was  recently  ac- 
quired by  Citigroup,  offers  whispers  on 
earnings  but  soon  will  feature  buzz  on 
27  economic  indicators,  such  as  gross 
domestic  product,  housing  starts,  pro- 
ducer price  index,  and  consumer  price 
index.  The  sites  eventually  will  offer 
similar  data  for  global  markets,  starting 
with  Japan,  Mexico,  and  Brazil. 
ON  THE  MARK.  "Whisper  numbers  sell, 
and  Corporate  America  has  figured  this 
out,"  says  Susan  Watts,  a  finance  pro- 
fessor at  Purdue  University  and  author 
of  a  study  on  them.  "People  think 
they're  getting  insider  information  that 
will  give  them  an  investing  edge,  and 
they're  willing  to  pay  for  that  informa- 
tion." Or  at  least  the  Web  sites  are  will- 
ing to  give  the  information  out  for  free, 
hoping  numerous  hits  to  their  sites  will 
attract  advertising  dollars. 

But  coming  up  with  a  whisper  for  an 
economic  indicator  such  as  the  cpi  is 


much  more  challenging  than  arriving 
at  an  earnings  whisper.  Experts  tend  to 
agree  that  earnings  whispers  are  de- 
rived from  one  of  three  sources.  The 
first  is  an  analyst  who  tells  his  "best" 
clients  that  his  projected  number  may 
err  on  the  low  or  high  side.  The  client 
then  passes  this  information  along.  Sec- 
ond, sharp  investors  look  at  a  company's 
earnings  history,  compare  it  with  the 
consensus,  and  discover  that  the  com- 
pany beat  consensus  estimates  for  six 
quarters  running  by  a  penny.  The  whis- 
per is  that  earnings  will  beat  the  con- 
sensus again  by  a  penny.  Third,  word 
can  come  from  company  insiders — em- 
ployees and  investor-relations  folks — 
who  get  the  word  out. 

WhisperNumber.com  says  it  uses  pro- 
prietary software  that  scans  the  Inter- 
net for  its  info.  "We  get  hundreds,  even 
thousands,  of  whispers  off  message 
boards,  chat  rooms,  and  news  groups," 
says  Paul  Hauck,  a  co-founder  of  Whis- 
perNumber.com.  But  because  there  are 
likely  to  be  far  fewer  messages  on  eco- 
nomic data,  experts  say,  it's  more  diffi- 
cult— some  say  impossible — to  arrive  at 
a  whisper  that  truly  reflects  what  the 
smart  money  is  thinking. 

Whispers  do,  in  fact,  give  investors  a 
trading  edge — at  least  when  it  comes 
to  the  buzz  on  earnings.  According  to 
the  study  by  Watts  and  two  other  pro- 
fessors, Mark  Bagnoli  from  Purdue  and 
Messod  D.  Beneish  from  Indiana  Uni- 
versity, whisper  numbers  are  more  ac- 
curate than  analysts'  consensus  fore- 
casts. The  team  looked  at  numbers  on 
the  message  boards  of  such  Web  sites 
as  Silicon  Investor,  Motley  Fool,  and 
Yahoo!  Finance  for  two  years  and  found 
that  although  whispers  gleaned  from 
the  Net  tended  to  be  too  high,  they 
were  a  lot  closer  to  actual  earnings  than 
were  analysts'  estimates. 


Experts  say  that  whispers  on 
economy  always  have  existed,  but  nd)| 
before  has  there  been  a  centrali  van 
place  to  publicize  such  numbers.  "If 
go  to  a  Salomon  trading  desk  and  ^Gmarki 
to  a  bond  trader,  he'll  tell  you  the  w  bv  in. ,.,. 
per  on  the  consumer  price  index.  W  that  [\{ 
earnings  aren't  driving  stocks,  pe  ill  iifty,) 
look  to  other  areas,  like  economic  i  Slits,  "^ 
cators,"  says  Hauck. 

Some  traders  and  money  manaj  »sition  d, 
say  that  they  would  dearly  like  to  taking  u 
such  information.  Matthew  Johnson,  t,  ^  • 
is  head  of  Nasdaq  trading  at  broke]  co-fo^j 
Lehman  Brothers  Inc.,  says:  "If  w 
prove  to  be  more  accurate  that  the 


So-called  whisper  numbers  about  profits  are  more  ace 
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HOW  THE  WHISPER  NUMBER 
COULD  AFFECT  THE  MARKETS 

1.  Suppose  the  consensus  estimate  of  economists  for  the 
consumer  price  index  indicates  that  it  will  increase  by  0.2%, 
meaning  there  is  relatively  low  inflation.  The  stock  and  bond 
markets  stay  strong. 

2.  Subsequently,  the  whisper  forecast  of  0.4%  is  posted  on 
the  Internet,  indicating  higher  inflation  than  the  consensus 
estimate. 

3.  Reacting  to  the  whisper,  interest  rates  rise,  bond  prices 
weaken,  and  stocks  falter. 

4.  Actual  CPI  number  comes  in  at  0.3%. 

5.  Because  the  actual  number  indicates  lower  inflation  than 
the  whisper,  bonds  rally,  the  stock  market  goes  higher — even 
though  inflation  is  greater  than  what  the  economists  were 
projecting. 


onil  numbers,  they  could  give  you  a 
edge,  especially  if  you  get  them 
nice.  I'd  be  willing  to  pay  for 
!rMfi  then." 

,  J«  MARKETS.  There's  another  rea- 
hy  investors  like  whispers:  Studies 
that  they  are  increasingly  dis- 
til of  Wall  Street  and  the  advice  of 
j|ndits.  "A  bank  economist  may  give 
ed  view  because  his  bank  holds  a 
>osition  in  bond  futures.  Investors 
vaking  up  to  this,"  says  John 
r,  who  is  WhisperNumber.com's 
co-founder. 

1  whisper  numbers  are  proliferat- 
Kause  of  the   Internet.  "The   In- 
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ternet  is  having  an  ef- 
fect on  the  way  we  eval- 
uate stocks  and  the  mar- 
ket at  large.  You  have 
to  wonder  about  the  va- 
lidity of  opinions  of  In- 
ternet posters,  but  it  is 
a  way  to  gauge  the  sen- 
timent of  numerous  in- 
vestors," says  Jeffrey 
Heisler,  assistant  finance 
professor  at  Boston 
University. 

Indeed,  experts  say 
that  as  whisper  numbers 
on  economic  data  be- 
come more  widely  used, 
they  will  become  a  dri- 
ving force  in  the  overall 
stock  market.  For  exam- 
ple, if  the  economists' 
consensus  estimate  for 
the  monthly  number  of 
new  hires  is  a  tepid 
100,000,  stock  and  bond  markets  would 
stay  strong.  But  if  the  whisper  num- 
ber, expected  to  come  out  two  weeks 
prior  to  release  of  the  actual  data,  is 
300,000,  the  markets  would  most  likely 
take  it  on  the  chin.  If  the  actual  number 
comes  in  at  225,000,  both  the  stock  and 
bond  markets  would  rally.  Those  who 
looked  only  at  the  consensus  number 
would  be  mystified.  But  they  wouldn't 
be  in  the  know.  The  markets  would  ral- 
ly because  investors  were  expecting  a 
higher,  inflation-generating  figure. 

WhisperNumber.com's  founders  could 
be  on  to  something — especially  if  eco- 
nomic indicator  whispers  turn  out  to  be 


analysts'  estimates,  says  one  study 


more  accurate  than  the  forecasts  of 
economists.  "Over  the  past  decade,  econ- 
omists have  consistently  overstated  in- 
flation figures  while  understating  em- 
ployment figures,"  says  Michael  D. 
Boldin,  senior  economist  for  Dismal.com, 
a  Web  site  that  focuses  on  the  economy, 
and  a  former  senior  economist  at  the 
Conference  Board. 

POPULAR  OPINION.  "Since  whispers  on 
earnings  have  proven  to  be  more  on 
the  mark  than  the  analysts'  consensus, 
we  think  these  may  be,  too,"  says  Jack 
L.  Rifkin,  executive  vice-president  of 
Citigroup  Investments  Inc.  Rifkin,  who 
is  on  the  board  of  WhisperNumber.com, 
believes  whisper  numbers  gauge  in- 
vestor sentiment,  which  largely  drives 
the  market. 

Moreover,  Rifkin  says  that  economic 
indicator  rumors  will  be  especially  ef- 
fective at  picking  up  trend  reversals. 
"If  polling  is  done  properly,  the  popular 
sentiment  should  pick  up  a  change  or  in- 
flection point  before  economists  do,"  he 
says.  "Economists  typically  rely  on  past 
performance  of  an  indicator  rather  than 
the  current  environment." 

In  several  months,  Whisper- 
Number.com  will  also  feature  unofficial 
forecasts  on  stock  indexes,  such  as  the 
Dow  average  and  the  Standard  &  Poor's 
500-stock  index.  The  site  will  also  report 
whispers  on  the  revenues  of  highly 
priced  Internet  companies  that  have  yet 
to  post  a  profit. 

In  the  final  analysis,  the  success  of 
economic  indicator  whispers  will  depend 
on  how  accurate  they  are  compared  to 
economists'  forecasts.  Considering  the 
record  of  economists,  that's  not  much 
of  a  high  hurdle.  Economic  whispers 
may  be  the  new  buzz  on  Wall  Street. 
By  Ma  rein  Vickers  in  New  York 
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THE  NO-NAME  THAT'S 
SHADOWING  SCHWAB 

Canadian-backed  discount  broker  TD  Waterhouse  is  gaining  on  the  industry  leader 


Frank  J.  Petrilli  doesn't  let  much 
stand  in  the  way  of  promoting 
discount  broker  TD  Waterhouse 
Group  Inc.  to  investors.  When 
the  firm's  $1  billion  initial  public  of- 
fering in  June  conflicted  with  his  long- 
planned  wedding  at  New  York's 
Windows  on  the  World  restaurant,  the 
Waterhouse  president  knew  what  to 
do.  "I  flew  in  Saturday  morning,  got 
married  Saturday  night,  and  flew  out 
Sunday  morning,"  says  Petrilli. 
"Couldn't  take  a  honeymoon." 

Petrilli  has  reason  for  such  fanati- 
cism. Although  hardly  a  household 
name,  his  scrappy  New  York  broker- 
age firm  is  coming  on  strong.  Based  on 
U.  S.  online  trading  volume  only,  Wa- 
terhouse shares  third  place  with  Fideli- 
ty Investments,  behind  E*Trade  Group 
Inc.  and  industry  titan  Charles  Schwab 
&  Co.  Schwab  has  three  times  as  many 
accounts  as  Waterhouse's  2.1  million, 
and  $600  billion  in  assets  under  man- 
agement vs.  Waterhouse's  $113  billion 
(table,  page  186). 

But    Waterhouse,    whose    discount 
strategy  is  close  to  Schwab's,  is  far  out- 
pacing Schwab  in  account  growth.  Since 
mid- 1998,  Waterhouse  has  boosted  its 
account     tally     41%, 
while     Schwab     has   CLOSING  IN: 
grown  just  19%,  to  6.3    Waterhouse's 
million.  And  based  on   McDonald  (left) 
total  online  and  offline   and  Petrilli 
trades,  Waterhouse  is 
the  No.  2  discount  broker,  claims  the 
firm,  due  to  the  sizable  business  con- 
ducted in  its  branches  and  over  the 
phone.   Says   Stephen   D.   McDonald, 
Waterhouse  chief  executive  officer  and 
Petrilli's  boss:  "We're  closing  the  gap 
on  Schwab." 

To  win  investors,  Waterhouse  has 
launched  a  flashy  $100  million  advertis- 
ing campaign.  Full-page  ads  broke  in 
major  newspapers  on  Sept.  22.  By  mid- 
October,  actress  Geena  Davis,  Los  An- 
geles Lakers  coach  Phil  Jackson,  and 
former  hoops  star  Kareem  Abdul-Jab- 
bar,  among  others,  will  be  appearing  in 
prime-time  TV  ads. 
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More  substantively,  Waterhouse  of- 
fers $12  trades,  has  160  branch  offices, 
3,200  brokers,  and  a  growing  global 
presence.  And  it's  offering  one-stop 
shopping  for  brokerage  and  banking  ser- 
vices because  Waterhouse  is  a  discount 
broker  controlled  by  a  bank,  Canada's 
Toronto-Dominion.  Since  April,  cus- 
tomers have  been  able  to  go  online  to 
operate  checking  accounts,  pay  bills,  and 
set  up  lines  of  credit  through  an  online 
affiliate,  TD  Waterhouse  Bank.  On  Sept. 


15,  Waterhouse  unveiled  a  service 
lets  customers  switch  funds  betw 
their  bank  and  brokerage  accounts 
they  can  easily  tap  their  checking 
counts  to  buy  stocks  or  mutual  fui 
"Among  the  major  brokerage  hou 
it's  unique,"  says  Russell  Keene,  an 
alyst  with  San  Francisco-based  inv 
ment  bank  Putnam,  Lovell,  de  Guar 
la  &  Thornton  Inc. 

Yet  Waterhouse's  weighty  ad  bud? 
and  ambitious  expansion  plans  dom< 
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cally  and  abroad  will  likely  trim  margins 
in  coming  months.  That,  and  slower 
growth  overall  in  online  trading  and  big 
new  online  competitors,  such  as  Merrill 
Lynch  &  Co.,  is  why  its  stock  has 
plunged  to  $13M  a  share,  a  far  cry  from 
its  $24  offering  price  on  June  23.  As 
investors  see  the  discount  brokerage 
world  lately,  Waterhouse  is  leading  the 
pack  down.  While  its  stock  is  off  47%  in 
the  past  three  months,  Waterhouse's  ri- 
vals who  do  all  their  business  online 
are  off  less — E*Trade  is  down  about 
34%.  As  for  Schwab,  it's  down  less  than 
33%  and  some  ana- 
lysts give  the  West 
Coast  discounter  a 
better  shot  at  re- 
covery. "Schwab  is 
more  than  just  an 
online  broker. 
Schwab  is  really  an 
asset-gatherer,"  says 
Richard  K.  Strauss, 
an  analyst  with 
Goldman,  Sachs  & 
Co. 

EXEC  FLIP-FLOP. 
Waterhouse,  at 
least,  can  afford  to 
battle  all  comers. 
The  firm,  founded  in 
1979  by  Lawrence  M.  Waterhouse  Jr., 
who  remains  a  director,  is  a  product  of 
acquisitions.  Toronto-Dominion  Bank 
paid  $526  million  for  it  in  1996,  then 
spent  an  additional  $312  million  to  pur- 
chase other  discount  brokers,  chiefly  in 
the  U.  S.  but  also  in  Australia  and 
Britain.  The  investment  has  been  a 


stunner,  since  TD  now  owns  88.5%  of 
an  outfit  with  a  market  capitalization  of 
about  $5  billion. 
Plagued  for  a  time  with  instability 
at  the  top,  Waterhouse  appears  to  have 
settled  down.  Petrilli,  who  built  up  the 
firm's  online  capacity  over  the  past  four 
years  and  served  as  its  chief  executive 
officer,  quit  suddenly  in  late  July  to  take 
a  top  post  at  E*Trade  after  Canadian 
banker  McDonald  was  installed  over 
him.  Then  the  49-year-old  New  Yorker 
abruptly  reversed  direction  in  early  Au- 
gust and  was  welcomed  back  by  Mc- 
Donald, 42,  as  his  No.2.  Petrilli  says  he 
was  just  exhausted  and  "vulnerable"  to 
E*Trade's  enticements  after  taking  Wa- 


Hardly  a  household  name,  Waterhouse  has 
launched  a  flashy  $100  million  advertising 
campaign  to  raise  its  profile  among  investors 

SPOKESPERSONS  (CLOCKWISE)  JACKSON,  DAVIS,  AND  ABDUL-JABBAR 

200  by  the  end  of  next  year.  They 
act  as  permanent  advertising,  execs 
Although  Waterhouse  now  boasts  a 
1  million  online  accounts,  1.1  million 
tomers  prefer  doing  business  in  pe: 
at  outlets  such  as  one  in  New  Yo: 
Waldorf-Astoria  Hotel.  They  like  deal 
with  the  firm's  3,200  brokers — far 
than  online-only  firms.  "They're  a 
firm.  They  have  emulated  our  strat 
which   keeps   us   on   our  toes," 
Daniel  Leemon,  chief  strategy  of) 
Charles  Schwab  &  Co. 

Of  course,  Schwab  has  been  a  far  n 
powerful  and  innovative  marketer  t 
Waterhouse.  The  California  giant,  c 
five  years  older  than  Waterhouse, 
braced  big  budget  advertising  long  be: 
it  was  popular  among  financial-serv 
firms.  And  Schwab's  7,000  brokers 
310  retail  sites  give  it  a  far  more  foi 
dable  presence  than  Waterhouse. 

Waterhouse  offers  some  features  1 
it  figures  will  steal  a  march  on  Schv 
Its  $12  tab  for  Net  transactions  b< 
Schwab's  $29.95  fee  hands-down.  W 
not  as  good  as  the  $4.95  that  especi 
active  traders  pay  with  E*Trade, 
terhouse  executives  argue  that  their  1 
level  of  service  makes  their  price  wo 
while.  Watch  the  fine  print,  though: 
terhouse's  online 
vestors  pay  as  n 
as  $45  to  speak  ^ 
a  broker. 

Fidelity,     1 
Schwab,   has    b 
losing  market  si 
to  lower  priced 
vals,  says  U.  S.  I 
corp  Piper  Jaff 
But    Fidelity's 
base  of  mutual-f 
customers   has 
potential  to  bee 
active      broke 
clients.        Fid 
charges  $14.95 
online     trade, 
much  more  than  Waterhouse. 

Waterhouse  is  trying  to  catch  ind 
try  leader  Schwab  at  a  time  when| 
online  brokerage  world  has  never 
more  competitive.  But  with  its  dd 
pocketed  Canadian  parent,  Waterhtj 
may  be  one  of  the  long-term  winne 
By  Joseph  Weber  in  Tori 


CHASING  THE  BIG  GUYS 

TOTAL 
ACCOUNTS 

ONLINE 
ACCOUNTS 

NET 
REVS." 

NET               i     NO.  OF 
INCOME*          j  BROKERS 

FIDELITY 

10.8t  million 

2.8  million 

NA 

NA         |   6,900 

MERRILL  LYNCH 

8.0  million 

NA 

$21.1  billion 

$2.4  billion    18,500 

CHARLES  SCHWAB 

6.3  million 

2.8  million 

3.8  billion 

575  million    !   7,000 

TD  WATERHOUSE 

2.1  million 

1.0  million 

964  million 

97  million    |   3,200 

E*TRADE 

1.24  million 

1.24  million 

515  million 

(63  million)  |     352 

*  1999  Estimates      **Net  revs. —  net  of  interest  and  dividends        t  Includes  mutual-fund  accounts 

DATA:  PUTNAM,  L0VELL.  0E  GUARDI0LA  &  THORNTON  INC.;  GOLDMAN,  SACHS  &  CO,  U.S.BANCORP  PIPER  JAFFRAY;  COMPANY  REPORTS 

terhouse  through  its  public  offering.  He 
vows  he's  now  back  to  stay. 

McDonald  is  sticking  to  a  basic  "clicks 
and  mortar"  style — a  potent  mix  of  on- 
line and  retail-outlet  marketing.  Like 
Schwab,  Waterhouse  holds  that  online 
services  alone  aren't  enough.  Water- 
house  plans  to  increase  its  offices  to 
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STOCKS 


NOT  EXACTLY 
A  COMEBACK  KID 

Shares  of  money  manager  UAM  struggle  to  catch  the  market 


w 


fhen  the  stock  market  sneezes, 
the  stocks  of  money  managers 
catch  cold.  So  it's  no  surprise 
that  shares  of  United  Asset  Manage- 
ment, the  Boston-based  holding  compa- 
ny whose  45  affiliates  manage  $200  bil- 
lion in  assets,  have  been  getting 
whacked.  During  the  third  quarter,  as 
the  Standard  &  Poor's  500-stock  index 
sank  6.6%,  UAM  plunged  16.4%.  But 
that's  the  least  of  it.  The  stock,  at  19Mc, 
is  no  higher  than  it  was  four  years  ago, 
and  it  has  underperformed  other  pub- 
licly owned  money  managers  (chart)  and 
the  stock  market  during  one  of  the  best 
decades  ever  for  equity  investing. 

ham's  troubles  stem,  in  good  part, 
from  the  way  Norton  H.  Reamer, 
founder,  chairman,  and  ceo,  structured 
the  company  as  a  loose  federation  of 
affiliates  with  little  incentive  to  continue 
to  build  their  individual  firms. 
Reamer  also  largely  bought 
firms  that  serviced  slow-grow- 
ing defined-benefit  pension 
plans,  rather  than  the  faster- 
growing  defined-contribution 
and  mutual-fund  businesses. 
"PROVE  IT."  Adding  to  the 
downward  pressure  on  the  stock 
were  the  recent  woes  of  Julian 
Robertson's  Tiger  Management  LLC, 
which  was  a  15.8%  shareholder  in 
the  company  as  of  June  30 
With  its  hedge  funds  down 
23%  this  year,  Tiger  has 
been  hit  with  redemp- 
tions— about  $1.5  billion 
in  the  last  quarter 
alone — and  that  has 
likely  led  to  sales  of  its 
holdings  in  UAM. 

Reamer  launched  an  ini- 
tiative last  year  to  improve 
the  company's  performance 
and  says  he  sees  progress. 
The  stock,  however,  has  con- 
tinued to  sink.  "You  can't  blame 
shareholders  for  having  a  'prove 
it'  attitude,"  says  Reamer,  who  owns 
about  3.7%  of  the  shares  himself. 

GETTING  COZY:  CEO  Reamer  works 
more  closely  now  with  affiliates 
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Reamer  shifted  uam's  emphasis  from 
growth  by  acquisition  to  internal 
growth.  To  make  that  happen,  uam, 
once  a  hands-off  owner,  is  getting  ac- 
tively involved  with  its  affiliates.  The 
parent  company  now  has  a  cadre  of  ex- 
ecutives that,  says  Reamer,  "get  cozy" 
with  the  affiliates,  suggesting  ways  to 
address  problems,  uam  now  also  makes 
investments  alongside  the  affiliates  to 
improve  marketing,  client  service,  and 
technology.  In  the  past,  affiliates  often 
skimped  on  reinvesting  in  their  busi- 
nesses because  they  bore  all  the  cost. 

uam  owns  100% 
of  the  equity  in  its 
affiliates  and  earns 
its  money  through 
a  revenue  split. 
And  that,  say  some, 
is  a  source  of  the 
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company's  troubles.  "UAM  needs  a  bei 
way  to  align  the  interest  of  the  affili;, 
and  the  parent,"  says  analyst  La  - 
Sondike  of  Franklin  Mutual  Advis 
which,  with  16.3%  of  the  stock,  is 
largest  shareholder. 
SLIMMING  DOWN?  Reamer's  comeb 
plan  also  makes  use  of  corporate 
flow — about  $190  million  after  inte 
and  taxes — to  buy  back  stock.  In 
and  the  first  half  of  1997,  shares 
standing  had  fallen  by  15%,  to  59 
lion.  Still,  the  stock  trades  at  a  pi 
earnings  ratio  that's  one-third  below 
s&P  500,  and  its  price  is  so  low  thai 
80#  annual  dividend  works  out  to  a  4 
yield,  which  values  the  shares  lik 
utility.  The  stock  has  been  so  cheap  t 
it  attracted  some  well-known  barj  dUNI 
hunters  like  Franklin  and  Robertso 
Investors  may  get  a  sense  whet 
Reamer's  plan  is  working  when  e 
ings  are  reported  on  Oct.  21.  Anab  I 
are  forecasting  a  profit  of  25^  a  sh  iu,ess 
20  below  last  year.  But  what  re  j, 
counts  is  client  cash  flow.  That  fig 
has  been  negal 
in  21  of  the  last  "HE' 
quarters  as  elk  j 
pulled  $63.4  bil 
more    out    of  T 
units  than  they  [ 
in.  Still,  assets 
der      manager)^ 
have     more 
doubled,    to 
billion,  during  1 
period  through 
quisitions  and  n 
ket  appreciation^ 

The  second  qi 
ter's    outflow 
$2.7  billion, 
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improvement 

the  $6.5  billior 

the    first    quai 

"The  third-quai 

flows  won't  be  positive,  but  they  sh< 

be    better    than    the    second," 

Alexander  Paris  Jr.  of  Barrington 

search  Associates,  a  Chicago  institut 

al  research  firm,  uam  officials  decline 

comment  on  estimates  of  client  cash  1 

Outsiders  say  uam  needs  to  s 

down  by  selling  some  affiliates. 

nearly  sold  its  Pilgrim,  Baxter  & 

sociates  unit  for  a  reported  $500  mi 

to  $600  million  last  year,  but  the 

fell  through,  and  insiders  say  it's 

on  the  block.  Still,  the  market  now 

ues  uam  equity  and  debt  at  just  $2 

lion.  There's  no  question  the  sum  of 

parts  is  worth  a  lot  more  than 

whole.  Reamer's  challenge  is  to  cha* 

that  math.  )\ 

By  Jeffrey  M.  Laderman  in  Bo: 
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YOU  NEED 

TODAY 
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FOR 
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(©business  tools 


U  LANDED  THE  CONTRACT.  Now  you  have  to  do 
job.  You  need  more  people.  They  need  PCs.  Now.  Not 
m  the  cash  comes  in,  but  right  now  so  you  can  keep  up 
the  work.  How  do  you  afford  it  all?  The  IBM  small 
•iness  program  has  the  answers.  Just  lease  IBM 
'ikPad**  notebooks  and  make  no  payments  for  six  months. 
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mil 


11 

it  4 

negi 
1  T  THE  TOOLS  YOU  NEED.  Affordable  IBM 

ijucts  are  even  easier  to  get  with  our  special  lease 

ing.  Lease  what  you  need  now  and  keep  your  cash 

,  j  d  up  for  everything  else.  (Like  chairs  and  desks.)  IBM 

;St'$i  es  it  possible  -  and  simple.  Just  call  an  IBM  Business 

agej  her  and  apply  for  a  SuccessLease™  for  small  business.' 

re 


IBM  THINKPAD  600E 

Mobile  Intel*  Pentium"  II  processor  300PEMHZ2 

32MB  RAM  •  4.0GB3  HDD 

13.3"  active  matrix  display 

24X-10X'  CD-ROM  •  SBK*  V.90  modem 

Approximately  5  pounds  light  and  about  1.4  inches  thin6 

Lease  now  and  pay  nothing  for  6  months 


V 


$ 


2,699 


SuccessLease 
for  Small  Business 


$ 


102/ 


MONTH' 


CUSTOMIZE  YOURS: 


56W  DC  Automobile  Adapter 

$115* 

or 

$4/rnonth 

IBM  Lithium-Ion  Battery 

Additional  $25  rebate  available  online7 

$225* 

or 

$9/month' 

UltraslimBay  Zip  Drive 

$269' 

or 

$10/month' 

v-PUTE  NOW,  PAY  LATER 

;e  the  tools  you  need  today  and  defer  payments  until  the 
2000  with  SuccessLease.  Just  choose  a  minimum  of 

DO  in  hardware,  software,  training,  options  and  more  (tax 

ded).  Place  one  month's  payment  as  a  security  deposit, 
make  no  more  payments  for  six  months.  Which  means 

can  get  the  growth  you  want,  with  fewer  growing  pains. 


IBM  THINKPAD  i  SERIES  1500 

Mobile  Intel  Celeron™  processor  366MHz 

64MB  RAM  •  4.8GB  HDD 

12.1 '  active  matrix  display 

24X-10X  CD-ROM  •  56K  V.90  modem 

Microsoft*  Windows*  98 

Microsoft  Office  2000  Small  Business  Edition 

100-hour  trial  period  of  AOL  within  a  month8 

Lease  now  and  pay  nothing  for  6  months 


^B 


$ 


1,899 


SuccessLease 
for  Small  Business 


!72/, 


MONTH1 


CUSTOMIZE  YOURS: 


BUY  IT. 


Port  Replicator 

$115* 

or 

$4/month' 

IBM  Lithium-Ion  Battery 

$139* 

or 

$5/month' 

45W  AC  Adapter 

$59* 

or 

$2/monttV 

Or  take  advantage  of  SuccessLease. 

Go  to  www.ibm.com/smallbusiness/sb445  to  find  out  more 

Or  call  1  888  IBM-5800,  code  sb445,  to  discuss  the  tools  you  need. 


"Estimated  reseller  prices  to  end  users  lor  ThinkPad  Model  #2645-3AU.  DC  Adapter  Pari  /02K3381,  Battery  Part  /02K6504.  Zip  Drive  Part  /37L1504.  ThinkPad  Model 
#2611-512,  Port  Replicator  Model  #05X5591.  Battery  Part  #02K6576.  AC  Adapter  Part  #1 1J8702  'SuccessLease  is  ottered  and  administered  in  the  US  and  Canada  by  Fidelity 
Leasing  Inc  .  an  approved  provider  ot  business  financing  for  IBM  Global  Financing  All  terms  are  provided  by  Fidelity  Leasing  Inc.  Featured  six-month  deferral  option  is  a  42-month 
full  payout  lease,  with  the  first  six  payments  at  $0  00  and  remaining  36  payments  calculated  at  $37  80  per  $1 .000  financed,  fo  qualified  business  customers  only  Minimum  amount 
financed  under  this  deferral  option  is  $5,000  Final  month's  payment  as  security  deposit  and  documentation  fee  required  at  lease  inception  Otter  may  be  withdrawn  at  any  lime  All 
taxes  are  additional  Other  terms  and  financing  structures  are  available.  Options  must  be  leased  with  system  unit  'MHz  denotes  microprocessor  internal  clock  speed;  other  factors 
may  affect  application  performance  'GB  means  one  billion  byles  when  referring  to  hard  drive  capacity  Accessible  capacity  may  vary.  'Variable  read  rate  Actual  playback  speed  will 
vary  and  is  often  less  than  the  maximum  possible  'These  modems  are  designed  to  be  capable  of  receiving  data  up  lo  56Kbps  from  a  compatible  service  provider,  and  transmitting 
data  al  up  lo  31  2Kbps  Public  networks  currently  limit  maximum  download  speeds  to  about  53Kbps  Actual  speeds  depend  on  many  laclors  and  are  often  less  than  the  maximum 
possible  'Weight  and  thickness  may  vary  due  to  vendor  components,  manufacturing  process  and  options  Rebate  terms  lor  qualifying  purchases  by  1 1/30/99  and  submit  required 
documentation  by  12/31/99  See  wwwpcibm.com/us/c3shback  or  call  1  888  855-6554  for  inslruclions  and  additional  terms  and  conditions  Other  restrictions  may  apply 
'Premium  services  carry  surcharges,  and  communications  surcharges  may  apply  in  AK  and  outside  of  the  US  You  may  incur  telephone  charges,  depending  on  your  calling  plan 
and  location  AOL  membership  lees  will  apply  after  expiration  ot  the  trial  period  il  you  do  not  cancel  your  account  All  product  names  are  registered  trademarks  or  trademarks  ol 
International  Business  Machines  Corporation  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Celeron  is  a  trademark  ot  Intel  Corporation  Microsoft  and 
Windows  are  registered  trademarks  of  Microsoft  Corporation  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  ol  others  ©1999  IBM  Corp 
All  rights  reserved 
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Finance 


COMMENTARY 

By  Gary  Weiss 

LET'S  SHINE  SOME  LIGHT  ON  HEDGE  FUNDS 


I! 


It's  fast  becoming  a  fading  memory. 
Only  a  year  ago,  the  financial 
world  was  reeling  from  the  melt- 
down of  Long-Term  Capital  Manage- 
ment. The  threat  of  regulation 
loomed  for  hedge  funds — unregulated 
investment  partnerships  that,  like 
ltcm,  often  use  leverage  to  boost 
their  returns.  But  when  the  smoke 
cleared,  the  regulatory  response  to 
the  ltcm  crisis  turned  out  to  be  a  lot 
of  talk,  some  "working  group"  stud- 
ies— and  no  action. 

That's  not  surprising.  No  "second 
ltcm"  has  reared  its  head.  After  all, 
the  vast  majority  of  hedge  funds  are 
small  in  size  and  rarely  use  sophisti- 
cated strategies.  But  the  largest 
funds  are  in  another  league.  The 
Quantum  funds  of  George  Soros,  Ju- 
lian Robertson's  Tiger  hedge  funds, 
and  the  megafunds  run  by  Louis  Ba- 
con, Bruce  Kovner,  and  others  can 
move  the  world  financial  markets.  A 


The  very  idea 

of  disclosure 

is  anathema  to 

most  hedge  funds 


bad  year  can  result  in  massive 
redemptions,  which  can  lead  to 
billions  of  dollars  in  asset  sales- 
as  lately  have  plagued  the  Robert- 
son funds,  down  23%  this  year 
(BW— Sept.  27). 

OUTRAGE,  ANYONE?  With  the  mega- 
funds continuing  to  pose  a  danger  to 
the  markets,  the  continued  regulatory 
inaction  is  starting  to  resemble  com- 
placency. Gone  is  the  sense  of  outrage 
that  permeated  the  markets  a  year 
ago.  Back  then,  the  vaunted  ability  of 
the  free  markets  to  regulate  them- 
selves came  a  cropper.  Says  Repre- 
sentative Richard  H.  Baker  (R-La.), 
chairman  of  the  House  capital  mar- 
kets subcommittee:  "If  you  were  to 
rely  solely  on  traditional  market  wis- 
dom, where  was  it  when  ltcm  fell?" 

A  good  question — and  one  to 
which  Baker  has  proposed  an  answer 
that  deserves  consideration.  On  Sept. 


23,  the  one-year  anniversary  of  the 
LTCM  crisis,  Baker  introduced  a  bill 
that,  for  the  first  time,  would  require 
the  largest  hedge  funds  to  provide 
regular  public  disclosures  of  their  po- 
sitions— including  their  use  of  lever- 
age. The  Baker  bill  would  enact  as 
legislation  the  findings  of  the  Presi- 
dent's Working  Group  on  Financial 
Markets,  which  produced  a  report  on 
the  lessons  of  the  ltcm  affair  last 
April.  The  legislation  would  affect 
only  the  largest  hedge  funds,  defined 
in  the  bill  as  containing  capital  of 
$3  billion  or  more,  or  belonging  to 
"fund  families"  with  assets  of  at  least 
$20  billion. 

The  bill  would  re 
quire  only  mod 
est  disclo- 


To  no  one's  surprise,  the  Baker  bill 
has  not  won  many  friends  in  the  se- 
cretive hedge-fund  business.  The 
very  idea  of  disclosure  is  anathema 
to  most  hedge  funds,  which  usually 
keep  their  investment  strategies,  and 
client  lists,  closely  held  secrets. 
George  E.  Crapple,  a  hedge-fund 
manager  who  is  chairman  of  the 
Managed  Funds  Assn.,  a  hedge-fund 
industry  group,  feels  that  quarterly 
disclosure  wouldn't  prevent  a  future 
ltcm.  Instead,  the  MFA  feels  lenders 
should  voluntarily  tighten  credit 
standards  and  open  up  lines  of  com- 
munication among  themselves,  so 
they  are  not 


Cm 


sure.  Funds  would  be  required  to  re- 
port their  total  assets  to  the  Federal 
Reserve  every  quarter,  plus  the  size 
of  their  derivative  positions,  some 
gauge  of  their  market  risk,  and  their 
use  of  leverage.  The  legislation  also 
allows  regulators  to  mandate  still 
more  disclosure  requirements.  That 
could  give  regulators  the  ability  to 
monitor  such  things  as  redemptions, 
which  can  be  an  early  sign  of  trou- 
bles. According  to  Baker,  regulators 
have  indicated  to  him  that  had  these 
provisions  been  in  effect,  the  magni- 
tude of  the  ltcm  disaster  would  prob- 
ably have  been  less  severe. 


problems  crop 
up — as  happened  with   ;ta« 
LTCM  last  year. 
But  increased  oversight  by  finan 
cial  institutions  is  not  enough.  The 
events  of  a  year  ago  proved  how  ter- 
rifying it  can  be  when  the  financial 
community  lets  its  guard  down.  Bak- 1 
er's  proposal  is  not  perfect,  but  it  in- 
cludes some  savvy  provisions  and 
would  regulate  offshore  funds  with 
U.  S.  investors,  thereby  heading  off 
the  bogus  "they'll  all  go  offshore"  ar- 
gument used  by  critics  of  regulation. 
Above  all,  it's  a  start.  Congress 
needs  to  act  now — and  not  wait  unti 
the  next  pinstriped  train  wreck. 


!fi- 


Senior  Writer  Weiss  has  written 
extensively  about  hedge  funds. 
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apanies  are  giving  Net  users  what  they  demand:  Speed 


iobert  E.  Knowling  Jr.  under- 
I  stands  there's  no  time  for  caution 
|  in  the  race  to  deliver  ultrafast 
I  Internet  access.  So  in  June,  the 
of  Covad  Communications  Group 
a  Santa  Clara,  Calif.,  huddled  with 
p  executives  and  challenged  them 
ist  blow  away"  the  company's  al- 

ambitious  51-city  coverage  plan. 

two  days  of  scribbling  ideas  on  flip 
<,  they  settled  on  a  new  plan — an- 
ted in  early  September — to  reach 


100  of  the  top  U.S.  cities  by  2001, 
bringing  split-second  Net  access  to  40% 
of  the  homes  and  businesses  in  the 
country.  Says  Knowling:  "This  is  about 
winning  in  the  marketplace." 

Hold  onto  your  modem.  Knowling's 
call  to  arms  at  Covad  reflects  a  new  ur- 
gency among  Internet  carriers  across  the 
country.  In  the  coming  months,  telephone, 
cable,  wireless  broadband,  and  satellite 
companies  will  push  harder  than  ever  to 
reach  customers  thirsting  for  fingersnap- 


connectioiuf  to  the  Net    v.<    '  <<m 

mimical  ions  Inc.  is  planning  i"  pump 
era!  billion  dollars  into  a  (bur-year  plan  to 
extend  well  beyond  ttfl  early  K<>;il  "'  I"'" 
viding  digital  subscriber  tines,  or  dsl, 
service  to  K)  million  customers  by 
yearend.  The  new  target  50  million 
torners  within  four  years.  Meanwhile, 
Bell  Atlantic  Corp.  is  accelerating  its  roll- 
out of  DSL  service,  aiming  to  double  the 
number  of  customers,  to  2\  million,  by 
early  2000.  All  told,  by  2002,  nearly  80$ 
of  U.S.  households  will  have  access  to 
speedy  broadband  links,  up  from  about 
40%  today,  according  to  researcher 
Dataquest  Inc. 

CRUISING.  Why  the  surge  to  speed?  De- 
mand. The  percentage  of  households  on- 
line will  climb  from  31%  now  to  54%  in 
2002,  predicts  market  researcher  XxGen 
Data  Research.  Fueling  this  demand  is 
the  boom  in  new  devices  that  can  cruise 
the  Net — from  WebTV's  to  palmtop  com- 
puters. And  Internet  access  providers 
want  their  share.  That's  why  broadband 
carriers  are  rushing  to  deliver  services 


GH-SPEED 
ITBEDS 


The  demand  for  speedy  Net  access  is  taking  off.  According  to  market  researcher 
NxGen  Data  Research,  by  the  end  of  1999  over  766,000  homes  in  the  U.S.  will  have 
high-speed  connections,  swelling  to  17  million  by  2003. 


NEW  YORK/BOSTON  Tech  meccas  in  the  northeast  where  telco 
Bell  Atlantic  is  aggressively  marketing  DSL  to  its  20  million  cus- 
tomers. It  has  competition  from  Cox  cable,  which  has 
blanketed  Rhode  Island  with  cable"  systems. 


N  FRANCISCO  BAY  AREA 

This  region  has  emerged  as  the 
nost  competitive.  High-speed  Net 
:cess  was  kick-started  in  1996, 
len  ©Home  launched 

e  modem  service 

e  suburb  of 


CHICAGO  Amentech  has  been  slow  to  de- 
liver DSL,  but  merger  partner  SBC  will 
hasten  deployment  in  2000.  Still,  several 

regional  players  offer  DSL  and  cable  mo- 
dem service  throughout  the  midwest. 
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DIGITAL 
SUBSCRIBER  LINE 

Digital  Subscriber  Line  (DSL)  service 

uses  the  copper  wire  of  today's 

phone  system.  Whizzy  electronics  let 

wires  handle  much  more  data 

than  in  the  past — speeds  up  to 

00  times  greater  than  a  56-kilobit 

iodem.  Prices  vary  from  $40  for 

consumers  to  $250  per 

onth  for  businesses. 


CABLE  MODEMS 

Cable  Internet  service  zips  data 

into  homes  over  the  same  TV  wires 

that  deliver  MTV  and  ESPN.  It  costs 

about  $40  per  month  on  top  of  regular 

cable  charges  and  includes  a  cable 

modem.  Cable  modems  deliver 

data  more  than  100  times  faster 

than  today's  speediest 

56-kilobit  modems. 


AUSTIN  Time  Warner  offers  cable  i^^^ 
service  to  358,000  homes  here  while  TCI 
has  made  Dallas  a  target.  Plus,  there's  a 
bevy  of  DSL  providers  in  Texas  from  local 
Bell  SBC  to  Covad,  which  has  just  en- 
tered the  region  with  1,000  lines. 


FLORIDA/GEORGIA  Sprint  has  targeted 

Orlando  with  its  DSL  service  and  Time  Warner 

has  made  the  city  a  test  center  Bell  South  does  big 

DSL  business  here  as  does  Internet  service-provider  Mindspnng. 

Media  One  is  making  a  run  at  the  cable  modem  market. 
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and  for  the  first  time  are  getting  ready 
to  pepper  the  market  with  brand-building 
ad  campaigns.  "What's  lighting  up  the 
interest  is  that  companies  are  starting  to 
understand  just  how  powerful  these  new 
[broadband]  networks  can  be,"  says 
Catherine  M.  Hapka,  ceo  of  Rhythms 
NetConnections  Inc.,  a  DSL  provider  in 
Englewood,  Colo. 

So  far,  cable  operators  lead  the  broad- 
band race.  Strong  in  residential  areas, 
cable  companies  have  lined  up  more  than 
560,000  users  to  date,  about  half  the  en- 
tire broadband  customer  base  in  1999, 
according  to  NxGen.  But  by  2001,  that's 
going  to  change,  and  customers  will  have 
plenty  of  choices  (page  194).  Not  only 
will  the  telecom  companies  grab  a  con- 
siderable share  of  the  broadband  market, 
but  satellite  services  such  as  DirecTV 
and  fixed  wireless  companies  that  beam 
data  via  radio  waves,  are  expected  to 
nab  a  chunk  of  customers,  too.  The  up- 
shot: telcos  will  dominate  the  business 
market,  and  cable  operators  will  keep  a 
narrow  lead  in  the  home. 

That  won't  happen  overnight.  First, 
service  providers  have  to  upgrade  their 
broadband  networks.  Today,  only  about 
30%  of  the  homes  in  the  country  are 
cable-modem  ready.  Cable  companies 
have  to  transform  old,  one-way  cable 
systems  into  robust  two-way  data  high- 
ways. AT&T,  owner  of  TCI,  is  spending 
$15  billion  on  its  TCI  cable  system.  Once 
the  lines  have  been  upgraded,  cable  ser- 


vices such  as  Excite@Home  and  Road 
Runner  hook  cable  modems  to  the  new- 
ly robust  pipes  and  your  PC. 

Telephone  companies  are  hot  on  cable's 
heels.  In  1999,  telco  shipments  of  DSL 
gear,  which  splits  voice  and  data  signals 
and  zaps  them  over  copper-wire  phone 
lines,  will  skyrocket  more  than  900%,  to 
400,000  units,  says  Strategis  Group,  a  re- 
search firm  in  Washington.  Like  sbc  and 
Bell  Atlantic,  GTE  Corp.  is  pouring  $25 
million  into  its  growing  system  this  year. 
"If  the  existing  service  providers  don't 


The  hinterlands  are 

expensive  for  cable 

and  telcos.  Enter 

wireless  broadband 


meet  the  growing  need  for  speed,"  says 
Jeffrey  M.  Bolton,  gte's  director  of  DSL 
programs,  "other  providers  will." 

That's  why  both  cable  and  telephone 
companies  are  busy  working  to  over- 
come the  limitations  of  their  networks. 
Cable  pipelines  are  shared,  making  them 
sluggish  when  too  many  users  crowd 
on.  So  cable  operators  are  extending 
network  gear  deeper  into  neighbor- 
hoods, dropping  the  number  of  homes 
sharing  bandwidth  from  an  average  of 


1,000  to  as  few  as  50,  says  Patti  A.| 
ali,  a  cable  analyst  at  Dataquest. 

Telephone  carriers  are  scramblin| 
find  ways  to  deliver  service  to 
tomers  more  than  3  miles  from  a  eel 
office.  These  offices  store  the  DSL 
that  opens  up  a  high-capacity  pipd 
the  delivery  of  data  to  the  right  hoi 
giving  them  an  Internet  connection  [ 
is  always  on.  Beyond  3  miles,  servi| 
unreliable. 

Simply  put,  the  hinterlands  are 
pensive  for  telcos  and  cable  operatol 
reach.  Enter  wireless  broadband.  S| 
lite  services  DirecTV  and  EchoSts 
beginning  to  beam  a  bundle  of  pop 
Web  data  to  be  stored  on  PC  and 
set-top  boxes.  Companies  also  ard 
stalling  radiowave  towers  that  so 
data  to  wireless  receivers  on  ho| 
Sprint,  for  example,  has  spent  $1. 
lion  for  speedy  fixed  wireless  accej 
30  million  U.  S.  homes. 
THE   BIG  GUYS.  Carriers  are  tur| 
their  attention  toward  marketing 
paigns  and  building  richer  services^ 
Next  year  will  bring  a  rush  of 
TV,  and  radio  ads.  Covad  will  shell 
nearly  $50  million  on  a  campaign  du| 
"The  Internet  as  it  should  be." 
all  is  said  and  done,"  says  Rober 
Roblin,  Covad's  executive  vice-presl 
for  marketing  and  sales,  "this  will  [ 
game  of  who  has  the  strongest  brd 

True,  but  the  heavyweights  of| 
cutthroat  contest  will  have  to  do 


The  Broadband  Scorecard 


The  need  for  speed  has  spurred  both  cable  and  telecom  companies  to  accelerate  their  high-speed  data  offerings  in  a  race 
reach  as  many  customers  as  possible.  Here's  how  the  major  players  stack  up: 


SERVICE 

ENTRY  PRICE 

SPEEDS 

TARGET 

CUSTOMERS 

money! 
market! 

EXCITE@HOME 

Cable  modems 

$40/month 

128  kbps  to 
1  mbps 

Residences 

620,000 

89 

ROADRUNNER 

Cable  modems 

$40/month 

128  kbps  to 
1  mbps 

Residences 

400,000 

25 

RHYTHYMS 
NETCONNECTIONS 

Digital  subscriber 
lines 

$59/month 

128  kbps  to 
7.1  mbps 

Large  and 
small  business 

3,250 

45 

COVAD 

Digital  subscriber 
lines 

$59/month 

128  kbps  to 
7.1  mbps 

Residential 
and  business 

29,000 

51 

SBC/AMERITECH 
BELL  ATLANTIC/GTE 
U  S  WEST 

Digital  subscriber 
lines 

$39/month 

640  kbps  down, 
90  kbps  up 

Residential 
and  business 

32,000 

51 

Digital  subscriber 
lines 

$39/month 

640  kbps  down, 
90  kbps  up 

Residential 

Not  available 

6      I 

Digital  subscriber 
lines 

$39/month 

640  kbps  down 
90  kbps  up 

Residential 

70,000 

40 

I 

DATA:  BUSINESS  WEEK                                                                                                                                  | 
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this  is  your  company 


\m 


this  is  an 

-y       internet  VIRUS 


this  is 

Trend  Micro 


Micro's  VirusWair  sol 
rations'  networks  from  the  worst  of  the  web.  Products  such 
terScan",  ScanMail'  and  the  new  eDoctor  virus  monitoring 
-e.  scan  unbound  and  outbound  traffic,  filtering  out  threats 
at  your  Internet  gateway.  For  details  and  a  list  of  our 
s.  call  1-408-257-1500  or  1-800- 


TREND 

micro" 


*  and  all  product  name*  are  „84red  HdWti  ol  Trend! 
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than  promote  their  name.  Improving  the 
installation  process  is  key.  That's  why 
Bell  Atlantic  unveiled  a  do-it-yourself  in- 
stallation kit  in  July.  It  costs  $100,  the 
same  price  the  company  charges  to  send 
service  reps,  but  customers  aren't  forced 
to  wait.  Road  Runner  is  testing  a  similar 
program  for  cable-modem  hookups  in 
Minneapolis.  "Everyone  in  the  world  is 
too  busy  to  sit  at  home  and  wait  for 
someone  to  come  by,"  says  Bell  Atlantic 
coo  James  G.  Cullen. 

So  far,  speed  has  been  the  big  ad- 
vantage of  broadband  services.  But  a 
handful  of  carriers  believe  customers 


will  demand  a  greater  array  of  services. 
Tomorrow's  homes  will  put  the  Jetsons' 
to  sh'ame — with  voice,  video,  and  data 
flooding  the  dwelling.  Sprint  Corp.'s  ion 
network,  for  example,  is  designed  to  al- 
low phone  calls  and  computer  Web  chats 
simultaneously.  Sprint  will  unveil  its  ion 
network  to  consumers  in  Denver, 
Kansas  City,  and  Seattle  in  December. 
Richer  services  and  faster -connects 
are  redefining  how  and  where  employees 
work.  With  traffic  at  a  crisis  point  in 
California,  employers  are  looking  for  af- 
fordable ways  to  let  staffers  work  from 
home.  Software  maker  PeopleSoft  Inc. 


in  Pleasanton,  Calif.,  bought  about 
DSL  links  from  sbc's  Pacific  Bell.  J 
its  employees  can  connect  from  home 
ing  a  broadband  program  it  calls  "pe 
pipes."  At  about  $100  a  user,  the 
nections  cut  a  tenth  off  the  cost  of  ti 
tional  fast  pipes  offered  by  the  pi 
company,  says  Neil  P.  Hennessy,  Pec 
Soft's  director  of  global  communicat; 
"It  hums  big  time,"  Hennessy  says 
broadband  carriers  duke  it  out,  compj 
such  as  PeopleSoft,  and  their  employ 
will  be  the  real  winners. 

By  Roger  O.  Crockett  in  Chic 
with  Catherine  Yang  in  Washingto 
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If  you're  wondering  why  you  need 
a  super-speedy,  always-on  connec- 
tion to  the  Internet,  consider  the 
recent  plight  of  Albert  A.  Paone.  A 
year  ago,  the  home-based  day  trader 
of  stocks  eyed  subtle  movements  in 
Infoseek  Corp.  stock  on  his  computer 
and  prepared  to  sell  the  bulk  of  his 
2,500  shares.  But  when  Infoseek  be- 
gan a  nosedive  from  its  $80  mark, 
Paone's  Internet  service  took  just 
that  moment  to  knock  him  off  the 
Net.  By  the  time  he  logged  back  in, 
the  stock  had  dropped  to  $70 — cost- 
ing him  tens  of  thousands  of  dollars. 
"I  needed  a  line  that  wasn't  going  to 
crap  out  on  me,"  Paone  fumes.  That's 
why  Paone  became  one  of  nearly 
700,000  residential  subscribers  to 
high-speed  broadband  services  in  the 
U.  S.  this  year.  By  2003,  that  number 
is  expected  to  soar  to  14.7  million. 

So  how  do  you  move  into  the  fast 
lane  for  Internet  access?  And  which 
service  is  best  for  you?  Today,  con- 
sumers can  choose  from  a  handful  of 
options:  the  telephone  carriers'  Digi- 
tal Subscriber  Line  (dsl),  cable 
modems,  data  satellite,  and  fixed 
wireless  services.  While  each  technol- 
ogy offers  the  same  promise — a  su- 
perfast,  always-on  link  to  the  Net — 
they  vary  in  speed,  price,  reliability, 
and  availability. 

FEW  CHOICES.' First  off,  find  out  what 
choices  you  have.  High-speed  Net 
connections  are  not  available  every- 
where. Big  cities  are  the  hot  spots, 
and  even  there,  competition  only  ex- 
ists in  certain  neighborhoods.  Paone, 
for  example,  first  looked  into  cable 
modem  service.  While  Tele-Commu- 
nications Inc.  offered  it,  the  broad- 
band technology  wasn't  available  on 
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Paone's  block.  So  he  turned  to  dsl 
from  GTE  Corp.  Tom  Gale  of  Port- 
land, Me.,  settled  on  a  cable  modem 
because  in  his  neighborhood,  "dsl 
was  not  an  option,"  he  says. 

In  select  markets,  such  as  the  San 
Francisco  Bay  area,  consumers  can 
opt  for  two  flavors  of  wireless  tech- 
nology: fixed  wireless  gear — a  broad- 
band service  piped  via  radio  frequen- 
cies to  a  pizza-box-like  receiver  at 
home;  or  satellite  systems  from 
DirecTV  and  EchoStar  Communica- 
tions Corp.  that  beam  truckloads  of 
data  across  the  country  to  that  dish 
on  your  roof.  The  trouble  is,  the 
satellite  system  is  one  way.  So  data 
going  out — to  a  friend  or  the  office — 
is  pumped  over  a  poky  standard 
phone  line.  The  bottom  line:  Neither 
fixed  wireless  nor  satellite  service  is 
expected  to  compete  heavily  with 
dsl  and  cable  modems. 
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THE  FASTEST  WAY  TO  THE  NET 

(Number  of  households  in  thousands) 

CABLE  MODEMS 

DIGITAL  SUBSCRIBER 

1999:  558,446 

LINES  (DSL) 

2000:  1,617,611 

1999:  122,399 

2001:  3,158,383 

2000:  782,715 

2002:  5,392,356 

2001:  1,713,021 

2003:  8,319,799 

2002:  3,177,638 

WIRELESS 

2003:  5,051,307 

BROADBAND 

SATELLITES 

1999:  7,650 

1999;  11,475 

2000:  52,181 

2000:  78,271 

2001:  160,596 

2001:  214,128 

2002:  337,022 

2002:  674,045 

2003:  445,704 

2003:  891,407 

DATA:  NXGEN  DATA  RESEARCH  INC. 

That  leaves  cable  modems  and  ds 
as  the  dominant  choices.  But  each  o 
these  has  its  drawbacks.  In  most  ca 
ble  systems,  a  thick  portion  of  the 
cable  is  set  aside  for  files  you  want 
to  zap  across  the  Net.  The  rest  is 
used  for  conventional  television  chai 
nels.  If  you  are  the  only  person  us- 
ing the  system,  you  can  download 
data  at  30  megabits-per-second 
(mbps),  a  whopping  540  times  fastei  uickJv, 
than  today's  56-kilobits-per-second 
modems.  But  in  reality,  cable  lines 
are  "shared"  by  as  many  as  several 
hundred  users.  So  during  peak 
times — such  as  after  dinner — down- 
load speeds  can  plummet  to  a  disap- 
pointing 100  kbps. 

The  most  widely  available  altern* 
tive  to  cable  modems  is  dsl.  It  uses 
the  same  wires  that  carry  phone 
calls.  These  wires  can't  carry  the 
bandwidth  of  cable,  but  most  entry- 
level  services  today  hit  spee( 
of  384  kbps — nearly  10  times 
as  fast  as  today's  typical 
modems.  "I  used  to  sit  and 
wait  for  the  pages,"  says  Lai 
ry  A.  Feinberg,  46,  a  Bell  A1 
lantic  dsl  user  in  Ardmore, 
Pa.  "I  don't  remember  those 
days  anymore." 

Hooking  up  these  technoli 
gies  can  set  you  back  as 
much  as  $300.  For  now,  com 
panies  are  promoting  install 
tion  for  $99,  or  even  free.  Si 
nab  some  newfound  Net 
speed.  After  all,  nobody 
wants  the  World  Wide  Wait 
to  be  very  long. 

By   Roger   O.    Crockett 
Chicago,  loith  Andy  Reinhar 
in  San  Mateo 
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ow  quickly  can  you 
lange  direction? 

winds  of  change  are  blowing.  The  days 
„  1  you  could  set  a  secure  course  for  your 
less,  and  make  concrete  plans  for  the  years 
1,  are  over. 

lese  days,  a  successful  business  must  con- 
ly  adjust  its  trim  as  circumstances  change, 
sometimes,  you'll  need  to  change  course 

letely. 

dw  quickly  can  you  do  this?  Traditional 

and  business  systems  may  not  let  you  move 

lough.  But  IFS'  systems  can.  They're  built 

components  that  work  independently  of 

aother,  and  can  quickly  and  easily  be  com- 

and  modified,  as  your  needs  change. 

S  pioneered  this  approach.  It  makes  our 
•ands  of  customers  more  agile.  And  it  has 

us  the  world's  fastest-growing  supplier  of 

;olutions. 

if  you  feel  you  might  need  to  change  direc- 

uickly,  take  a  closer  look  at  IFS. 
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Industrial  &  Financial  Systems 

Set  your  business  free."' 


^ 


We  don't  care  where  your  data  comes  from.  We  can 
store  it.  As  businesses  and  consumers  become  more 
connected  to  e-services,  volumes  of  new  data  will 
be  arriving  from  unimaginable  sources  and  across 
multiple  platforms.  Whether  from  mainframes,  UNIX "- 
based  systems  or  Windows  NT"  servers,  your  data 
needs  to  be  securely  stored  yet  readily  accessible  by 
you,  your  customers  and  your  business  partners. 
Introducing  HP  SureStore  E  — our  stress-free  storage 
solutions  backed  by  a  written  100%  customer  satis- 
faction guarantee*  As  the  *1  UNIX  storage  provider, 
HP  now  delivers  stress-free  storage  solutions  across 
multiple  platforms,  helping  to  prepare  your  business 
for  the  e-service-based  economy.  For  more  information 
about  our  stress-free  SureStore  E  storage  solutions, 
visit  us  at  www.surestore-e.com. 

Stress-Free  Storage  for  the  next  E.  E-services. 
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TELECOMMUNICATIONS 


CISCO'S  TELECOM  TWO-STEP 
IN  EUROPE 

It's  bankrolling  startups  to  build  markets  for  its  own  gear 


Two  years  ago,  Stefan  Krook  faced  a 
marketing  challenge.  The  reed-thin 
Swedish  entrepreneur,  now  27,  had 
launched  a  Stockholm-based  company, 
Glocalnet,  one  of  the  first  to  offer  tele- 
phone service  over  Internet  technology. 
It  was  a  tough  sell,  though.  Voices  sent 
as  packets  of  data  sounded  distorted. 
Krook's  solution  was  to  focus  on  foreign 
workers  living  in  Sweden,  who  soon 
made  up  95%  of  his  customers.  "The 
sound  was  going  to  be  bad  coming  from 
Somalia  or  Afghanistan  anyway,"  he 
says.  "They  wouldn't  care." 

A  wacky  business  plan?  Not  to  Cisco 
Systems  Inc.  The  world's  No.  1  seller  of 
Internet  technology  decided  to  woo  the 
young  entrepreneur.  Last  February,  Cis- 
co bought  Krook's  old  equipment  for 
about  $800,000.  Cisco  then  leased  its 
own  equipment  to  Krook  at  subsidized 
rates.  This  gave  Glocalnet  a  run  at  the 
telecom  market  for  measly  financing  fees 
of  $1  million  per  year. 

Now,  Glocalnet  has  40,000  customers, 
compared  with  7,000  at  the  beginning 
of  the  year.  And  in  mid-September, 
Swedish  regulators  granted  Glocalnet 


equal  access,  making  it  the  first  Internet 
telephony  company  in  the  world  that 
customers  can  simply  subscribe  to,  get- 
ting Glocalnet  access  without  dialing 
lengthy  access  codes.  "Now  we  can  start 
growing  seriously,"  says  Krook. 

Notch  up  another  success  for  Cisco  in 
Europe.  The  Silicon  Valley  company,  with 
$12.5  billion  in  sales  and  $8 
billion  in  cash,  is  ■■■■■■■■■■■■■■"i 
bankrolling  telecom 
companies  across  the 
Continent  and  equip- 
ping them  with 
the  latest  Internet 
plumbing.  They 
range  from  the  Wind 
consortium  in  Italy 
to  Euromap,  an  af- 
filiate of  Germany's 
Mannesmann,  based 


CONTINENTAL  CAMPAIGN 

•  Encourage  startup  phone 
companies  by  providing  them  with 
the  latest  Internet  technology  at 
subsidized  prices 

•  Work  with  them  to  develop  voice 
transmission  on  the  Net  to  rival 
that  offered  by  such  traditional 
phone-equipment  suppliers  as  Al- 
catel, Ericsson,  and  Siemens 


make  bigger  investments  in  Cisco 
ment  to  stay  up  to  date  in  data  cor 
nications.  This  telecom  two-step  is 
55%  annual  growth  for  Cisco  in  E 
where  its  sales  now  top  $3.5  billion, 
28%  of  total  sales.  "Europe's  our  fas| 
growing  market,"  says  Bill  Nuti,  the 
pany's  president  for  Europe. 

But  before  Cisco  can  create  an 
nate   Internet  telephony  network 
must  master  the  voice  technology. 
Cisco's  interest  in  Stefan  Krook. 
young  Swede  started  looking  into 
ternet  telephony  while  working  a 
mer  job   at   NETnet   Internationa 
Stockholm-based  telecom  companyj 
concluded  that  by  breaking  voice 
into  packets  of  data,  the  company 
develop  telephones  along  an  entirelj 
ferent  business  model.  Only  one 
lem:  voices  that  sounded  as  if  they 
coming  from  outer  space. 
PLUNGING  PRICES.  In  1997,  Krook 
ed  Glocalnet.  Since  then,  trends 
gone  his  way.  Net  voice  quality I 
steadily  improved,  while  deregula^ 
has  reduced  voice  call  prices  by 
75%.  Analysts  think  rates  will  cont 
to  plummet  and  soon  be  nearly  fr< 

At  Glocalnet,  Krook  plans  to 
money  selling  services,  which  are 
simpler  to  manage  when  calls  are  I 
mitted  as  packets  of  data  on  the 
He  sees  the  phone  company  packa 
and  transmitting  people's  data  for 
from  computers  to  remote  answ€ 
machines,  cell  phones,  and  digital  | 
Analysts  agree  that  value-added 
vices  will  bring  in  revenues  as 
tariffs  plunge.  But  they  say  Inte 
technology  is  not  ready  to  serve  th^j 
telecom  companies.  "It  will  be  ano 
year  before  the  systems  are  ready,"  I 
Scott  Moore,  an  analyst  at  InternatJ 
Data  Corp.  in  London. 

For  Cisco,  the  Swedish  startup  I 
valuable  experiment.  "They're  our  s| 
■■^^^^^^^^^™  case,"  says 

Nuti.  The  log 
that     if    Glocsj 
makes  money 
Internet  telepl 
in  a  tough  mai 
scores  of  otherl 
ropean  telecom  j 
panies    will    fq 
suit.    With 
that  big,  Krool 
expect  Cisco  t<j 


in  the  Hague.  Cisco's      ^!:..^'^,^dl,u..oie!MeM:>. swer   his    Inte 


moves  in  turn  are 
pushing  Europe's 
large  telephone  com- 
panies, from  Nor- 
way's Telenor  to  the 
Netherland's  KPN  to 


•  Increase  sales  to  telecom 
companies  as  the  new  competition 
forces  them  to  spend  more  to  stay 
current  in  fast-growing  data- 
communications  market 


phone  calls- 
they  sound  uneJ 
ly  for  the  next  [ 
or  two. 

By  Stephen 
er  in  Stockl 
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Try  Iberia's  new  Intercontinental  Business  Class  and  enjoy  a  world  class  experience  on  a  world 
class  airline.  Discover  the  sense  of  privacy  Iberia  gives  you  with  52  inches  or  room  between 
your  economically  designed  seat  and  the  one  in  front.  Relax  in  style  and  made-to- 
measure  comfort  whiling  away  the  time  watching  films,  sports  or  news  on  your  individual 
video  screen,  make  a  call  trom  your  seat  on  your  personal  telephone  or  treat  your  palate 
to  ,i  Mediterranean  Cuisine  inspired  choice  of  three  menus,  among  many  other 
possibilities.  And  for  a  luxurious  travel  experience  try  Iberia's  Gran  Clase,  a  first  class 
way  to  fly.  With  daily  nonstop  flights  to  Madrid  from  New  York,  Chicago  and  Miami, 
and  connecting  services  to  over  95  destinations  worldwide,  as  well  as  A5\dvantage 
miles  wherever  you  fly  Iberia,  you'll  have  no  doubt  as  to  why  Iberia  is  today  one  of 
the  leading  business  airlines  of  the  world.  For  reservations  contact  your  travel 
agent,   call    Iberia   Airlines  at    1-800-772-4642,   or  visit   www.iberia.com/ingles 
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IBERIAim 

The  Best  Kept  Secret  of  European  Travel. 
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THUNDERBIRD      Congratulations 

The  American  Graduate  School  ClCtSS  ()fl999 

of  International  Management  J       sss 

The  #  1  International  Management  School      Executii  >e  Master  of  International  Managemeri 
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Frank  M-Arlotti 

■ 


wk 


A 


George  Bradbury  Donald  G.  Broun  Jr. 
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Gonzalo  \ 
tic  la  Melena 
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Marco  Del  Castillo  Sergio  Delgadillo 

On  Semiconductor  bit  .  Mexico  Oracle,  Mexico  Cify 
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Robert  Pagan 

Salvatore  Federico 

Thomas  Fredrick  Jr. 

Flavio  Fugazza 

Lisa  Gorman 

Wayne  Haughey 

Club  MedSales 

\merkanGrad  ■ 

tmerican  i  <press 

American  Express 

Object  Management  ( 
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Kay  Mittnik 
American  Graduah 
International  Mgml 


Cindy,  Robertson 

Integrated  Information 
Systems 


William  Jacob 
\UledSignal  ft* 


Adilhya 
Mokshagundam 

SpeedFam  Corporation 


Vincent  Sekher 

Motorola  tot 


Cynthia  ll.  No 

//;!/i  'orporation 


Kumar  Shiralagi 
Motorola,  Inc 


Jorge  Mendez-Penate 

lmigosVirtual.com 
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Kenneth  E.  Paul 
Riggs  and  Company 
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Jell  Simpson 
\G  Communication  Systems 
<  'orporation 


Adam  Miller 
Lockheed  Martin  USDS- 

l\aui/f/tlt\\(t>hf  \iv/ew.v 


Carmen  Adriana  Pinilla 
/  &  Johnson 


Jennifer  Thomas 
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Margaret  Mitchell 
American  Express 


\ 


Ganesh  Prasad 

Intel  Corporation 


MeiWah  Wong 


We  proudly  congratulate  these  professionals  who  recently  earned  a  Master 
of  International  Management  degree  from  Thunderhird.  The  American 
Graduate  School  of  International  Management.  They  did  so  with  the  much 
appreciated  support  of  families  and  employers 

To  further  your  career  in  the  global  marketplace,  consider  Thunderhird. 

www.t-bird.edu/execed.htm 


With  special  thanks  to: 
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AG  Communication  Systems 

A  Subsidiary  of  Lucent  Technologies 


Professionals  who  are  serious  about 

moving  ahead  know  that  advanced 

iducation  has  become  a  necessary  step 

on  the  corporate  ladder. 

The  Business  Week  Executive 

Education  &  MBA  Directory  offers 

valuable  information  on  leading 

teducational  institutions  and  programs. 

or  information  regarding  advertising  in 

The  2000  BusinessWeek 

Executive  Education  &  MBA  Directories 

please  call  1-800-424-3090 
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SPECIAL     ADVERTISING     SECTI 


We  run  the  best  executive  education 
programs  in  the  world.  But  don't 
just  take  our  word  for  it... 


Graduate  School  of 
Business  Administration 
University  of  Virginia 


ASK  AROUND! 

Check  the  latest  ranking  of  top  business  schools  tor  executive 
education  programs.  Better  yet,  talk  to  our  participants.  Either  way 
you  will  see  that  when  it  comes  to  executive  education,  Darden 
consistently  gets  the  top  grades. 

MAKE  AN  IMPACT! 

If  your  goal  is  to: 

>■  Transform  your  organization  into  a  world-class  leader 

>■  Develop  leaciership  capabilities  and  core  competencies 

>  Create  a  dynamic  business  environment  that  fosters  growth  and 

creativity 
*-  Increase  your  competitive  market  advantage 

And  you'd  like  to  see  measurable  payback  to  your  organization  in: 

>-  Enhanced  leadership  effectiveness 

>■  Increased  team  productivity  and  performance 

>-  More  effective  allocation  of  resources 

>■  Higher  return  on  your  investment 

Do  what  thousands  of  successful  global  companies  have  done — team 
up  with  Darden  Executive  Education  and  make  an  impact! 

Darden  has  been  consistently  ranked  by  Business  Week  magazine  as  one 
of  the  best  executive  education  schools  in  the  world.  Each  year  we  deliver 
over  100  open-enrollment  and  custom  executive  education  program 
offerings  to  more  than  4,000  executives  and  practicing  managers  from 
500  organizations  worldwide.  Most  programs  range  from  1  to  2  weeks  in 
duration. 


D  Open-Enrollment  Programs 

D  General  Management  Series 

G  Leadership  and  Change  Series 

~i  Marketing  and  Sales  Series 

(~J  Strategy  and  Organizational  Effectiveness  SerieI 

~i  Financial  Excellence  Series 

□  Custom  Programs 
H  Consortium  Programs 


For  information,  check  appropriate  box(es)  above 
and  Fax  to:  804/982-2833,  or  Phone  804/924-3001] 
Email:  Darden_Exed@Virginia.edu 
Home  Page:  http://www.darden.virginia.edu/execed/! 
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• 
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The  Complete 
Outsourced  Solution 

for  Web-based  Training 


•Courseware  Hosting 
Total  Student  Management  System 
Custom  or  Off-the-Shelf  Content 

visit  us  @ 

www.VCampui.com 

full-service,  centrally  hosted,  totally  scalable 

distance  education  platform.   It  allows  for 

\e  enrollment,  registration,  teaching,  tracking, 

testing,  grading  and  certification 

of  d  stance  learners. 

Create  Your  Own  "L  yok  &  Feel"  to  YourVCampus 


TM 


V  tarn  pus 

Delivar»lntfclligence«Online 


800.915.9298 

info44@VCampus.com 

8251  Greensboro  Drive  .   Suite  500  .   McLean,  VA  22102 


Without  Boundarie: 

This  Ohio  University  MBA  offers  a  unique  ne\ 
approach  to  executive  education,  based  on  a  provej 
structure  of  project-based  instruction.  The  conveniencl 
of  on-line,  interactive  learning  is  combined  with  intense 
high-quality  residencies  which  offer  personal  interactioj 
and  collegial  collaboration.  The  result  is  an  MBA  progra 
with  an  innovative  learning  platform  that  is  specificalll 
designed  to  provide  working  professionals  with  th| 
skills  they'll  need  to  succeed  in  the  21st  century. 

A  Different  Way  to 
Connect  With  Success! 


OHIO    UNIVERSITY    COLLEGE    OF    BUSINES! 


ATHENS,  OH  45701  •  1-800-622-3124  •  http://mbawb.cob.ohiou.ed 


SPECIAL    ADVERTISING     SECTION 


i  ne  oioan  reiiows 
Program 

The  Management 
of  Technology 
Program 

Special  Executive 
Programs 


For  Information: 
Telephone:  617  253-7 
Fax:  617  252-1200 
E-mail:  sloanexeced@mrt.edu 
http://mitsloan.mlt.edu/ex 


Massachusetts  Institute  of  Technology 
oan  School  of  Management 


Suite  E52-126 
Cambridge,  MA  02142 
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The  Places  We  Call  Home. 

Like  our  students  and  alumni,  we  hang  our  hats  in  many 
parts  of  the  world.  Tulane  University's  A.  B.  Freeman 
School  of  Business  provides  the  edge  in  education  to  busi- 
ness people  and  corporations  around  the  globe.  From 
executive  education  programs  with  partner  universities  to 
custom  programs  for  businesses  and  countries,  Tulane  is  a 
global  leader  in  executive  education. 

Find  out  how  we  can  give  you  the  edge  needed  to  move 
forward  in  your  career. 

Executive  master's  programs  start  annually  in 
Guayaquil,  New  Orleans,  Santiago,  and  Taipei. 


FREEMAN 

School  of  Business 


Tulane 


Contact  is:  (504)  865-5481.  (800)  827-3622 
executive.ed@tulane.edu 
www.freeman.tulane.edu 

Tulane's  Executive  MBA  program  is  ranked  in 
the  top  20  in  the  U.S.  by  Business  Week  (1997). 
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iraduate  School  of  Business 


In  the  Heart  of  Silicon  Valley 
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Powerful 
Ideas, 

novative 
Practice 


For  more  information  contact: 

Mary  Mayfield 
Office  of  Executive  Education 
Stanford  Graduate  School  of  Business 
Phone:  (650)  723-3341  (worldwide) 
Fax:  (650)  723-3950  (worldwide) 

E-mail: 

Executive_Education@GSB.Stanford.edu 
Web  Site: 
www.gsb.stanford.edu/exed 


EXECUTIVE    EDUCATION 

General  Management      Negotiation  and  Influence  Strategi 
PrOOiamS  April  16  -  21,  August  21  -  26, 

-»n/l    nrtnknr    TT    _    17      Tnflfl 


Stanford  Executive  Program 

June  18 -August  1,2000 

Executive  Program  for 
Growing  Companies 

February  27  -  March  10, 
July  16-28,  2000 

Stanford-NUS  Executive  Program 

July  30 -August  18,  2000 
(in  Singapore) 

Specialized  Programs 

Advanced  Negotiation  Program 

February  8 -12,  2000 

Credit  Risk  Modeling  for 
Financial  Institutions 

February  27  -  March  2,  2000 
(in  London) 

Managing  Technology  and 
Strategic  Innovation 

February  13-18,  2000 

Managing  Teams  for  Innovation 
and  Success 

March  26  -  31, 2000 


Negotiation  and  Influence  Strategies 

April  16 -21,  August  21 -26, 
and  October  22  -  27,  2000     ' 

Strategic  Uses  of  Information 
Technology 

April  30  -  May  5,  2000 

Leading  and  Managing  Change 

June  18-30,  2000 

Financial  Management  Program 

July  2-14,  2000 

Executive  Program  in  Strategy 
and  Organization 

July  30 -August  11,  2000 

Marketing  Management  Program 

July  30 -August  11,  2000 

Supply  Chain  Management 

August  27  -  September  1, 2000 

Human  Resource  Executive  Program: 
Leveraging  Human  Resources  for 
Competitive  Advantage 

September  10  - 15,  2000 

MS  Degree  Program 

Stanford  Sloan  Program 

September  5,  2000  -  July  15,2001 


www.gsb.stanfford.edu/exed 


What  do  these  leaders  have  in  common? 


DIRK  I.  GATES,  MBA  1990 

Chairman,  President  and  CEO 

Xircom,  Inc. 


SONJA  HAGEL,  MBA  1980 

CEO 

Brotman  Medical  Center 

Tenet  HealthSystem 


ARTHUR  E.  ROGERS,  JR.,  MBA  1990 

President  -  North  America 

Saucony 


ANDREA  RIFKIN,  MBA  1992 

President 
Menda  Scientific  Products 
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CHRISTOS  M.  COTSAKOS,  MBA  1983 

Chairman  and  CEO 

E*TRADE  Group,  Inc. 


DAVID  A.  MOUNT,  MBA  1980 

Chairman  and  CEO 

WEA  (Warner/Elektra/Atlantic)  Inc. 


GARETH  C.  C.  CHANG,  MBA  1988 

Executive  Chairman 

STAR  TV 


A  Pepperdine  MBA. 


fepare, 
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The  Graziadio  School  of  Business  and  Management  at  Pepperdine  University  has  been  developing  visionary  lead* 
for  more  than  a  quarter  century,  and  its  alumni  network  is  now  24,000  strong.  PEPPERDINE  UNIVERST 
Today,  more  than  1,700  Graziadio  School  graduates  are  leading  companies  pHnWMBiMlT^ 

throughout  the  world  as  presidents,  vice  presidents,  and  CEOs.  http://bschool.pepperdine.edu 

24255  Pacific  Coast  Highway  ■  Malibu,  California    90263  •  (800)  488-8616,  ext.  100 


SPECIAL    ADVER1ISIN 


THE     OHIO     STATE     UNIVERSITY 

Knowledge  is  Power 

Innovative  tools  and  strategies 
to  keep  you  ahead 

Upcoming  Executive  Education 
Programs 


r 


Creating  Your  Business 
Strategy:  A  Team  Approach 
March  27-31,  2000 


I  Financial  Strategies 
November  15-19,  1999 


Human  Resource  Issues 
March  13-17,2000 


Marketing  Strategies 
lime  5-9, 2000 


State-of-the-art  Executive  Education 
facilities  open  fall  1999. 

I'or  more  information: 
Executive  Education  Programs 
Fisher  College  of  Business 
Phone  (614)  292-9300 
E-mail:  newcomb.28@osu.edu 

wwiv.cob.ohio-state.edu/execed/ 
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KNOW 


FISHER 


COLLEGE  OF  BUSINESS 


THE  OHIO  STATE  UNIVERSITY 


kre  you  prepared  for  the 
global  business  game? 

rhe  game  takes  skill.  Fordham's  Transnational 
MBA  (TMBA)-  an  executive-format  program  - 
prepares  you  for  success  in  any  global  business 
■mironment.  Classes  are  held  one  weekend  per 
nonth  in  New  York.  The  Fordham  TMBA  will 
lelp  you  run  around  your  competition.  To  learn 
nore,  call  (212)  636-6167  or  (914)  829-5452. 


FORDHAM 

GRADUATE  SCHOOL  OF  BUSINESS 


'w.bnet. fordham.edu  -  tmba@embanet.com 
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COLUMBIA 

BUSINESS 
SCHOOL 

"This  is  the  best  way  to 

create  high  performance  team 

members.  I  will  send  another 

3-4  senior  managers  here." 

-  Robert  Lorenz-Meyer 
Managing  I'jrtm-r 
l  rnsl  Russ  l  Iml  'l  I  &  Co. 


Columbia  Executive  Education  programs  focus 
on  honing  the  skills  and  strategic  thinking 
essential  to  succeeding  in  today's  world.  We 
shorten  the  learning  cunt  at  even-  level. 

UPCOMING  COURSES 


The  Columbia  Senior  Executive  Program 

(Apr  30  -  May  26.  2000) 

CUD    E-Commerce:  Creating  Strategic  Advantage 
(Jan  10  -  12.  2000)       (Jun  5  -  7.  2000) 

Marketing  Management 

(Dec  5  -  10.  1999)       (Feb  20  -  25.  2000) 

CH3>    Measuring  and  Managing  Market 
and  Credit  Risk 

(Jan  11  •  12.  2000)       (Jun  6  -  7.  2000) 

Finance  and  Accounting  for  the  Nonfinancial 
Executive 

(Dec  5  -  10,  1999)       (Feb  27  -  Mar  3,  2000) 

GS3>    Fundamentals  of  Management:  Highlights  from 
Columbia's  Core  MBA  Curriculum 

(Apr  2  -  14.  2000) 


For  more  information  on  our  complete'  portfolio: 

800-692-3932  ext.  86 
or  212-854-3395  ext.  86 

www.gsb.columbia.edu/execed 
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COLUMBIA  EXECUTIVE  EDUCATION 
LEARNING  THAT  POWERS  PERFORMANCE. 


SPECIAL     ADVERTISING     SECTION 


I 


Tuck 

at  Dartmouth 

Cutting-edge  concepts 

World-ClaSS   teaching 
BottOm-line  application 


Tuck  Executive  Programs 


£S 


nn 
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For  more  information,  contact  us  at: 

Tel     603-646-2839 

Fax    603-646-1773 

Email:  tiick.executive.education@dartmouth.edu 

Website:  www.tuck.dartmouth.edu 


College  of  Business 
&  Administration 


rftroriDi 


RADO 

iy  ■  High-growth  Hub 
-tech  Environment 
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Innovation  - 

nterdisciplina 
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University  of  Colorado  at  Boulder 

(303)  492- 1 83 1   busgrad@Colorado.  edu 

http://bus.colorado.edu 


University  of  Pennsylvania 


PENN  ENGINEERING |5S^ 
&  WHARTON 


CREATE  MOMENTUM 
FOR  WEALTH 

Technology  Leadership  for  the  Boardroom 

OVER  35  COURSES  INCLUDING: 


•  Artificial  Intelligence 

•  Biomedical  Technologies 

•  Computer  Visualization 

•  Global  Business 
Strategies 

•  Leadership  and 
Teamwork 

•  Logistics 

•  Management 
Information  Systems 

•  Management  of 
Technology 


•  Managerial  Economics 

•  Manufacturing 
Operations 

•  Marketing  Strategies 

•  Microelectronics 

•  Organizational  Design 

•  Photonics 

•  Robotics  and 
Automation 

•  Technology 
Entrepreneurship 

•  Telecommunications 


Penn  Engineering  and  the  Wharton  School  jointly 
sponsor  the  Executive  Master's  in  Technology 
Management  (EMTM),  a  graduate  degree  for 
individuals  aspiring  to  leadership  of  technology- 
based  organizations  in  the  21st  century. 

The  interdisciplinary  EMTM  curriculum  features 
specially  designed  courses  on  the  development 
and  application  of  emerging  technologies,  and 
on  business  and  economic  factors  that  impact 
strategic  technology  decisions. 

Classes  meet  on  alternate  weekends  (for 
full-time  students,  Friday  and  Saturday;  or 
for  part-time,  Friday  or  Saturday  only)  from 
September  to  May,  enabling  students  to 
maintain  their  full-time  professional  positions. 
Hotel  accommodations  and  meals  are  provided 
fostering  a  focused,  productive  and  dynamic 
learning  environment. 

Dr.  Joel  Adler 

Executive  Master's  in  Technology  Management  (EMTM) 

University  of  Pennsylvania 

Philadelphia,  PA  19104-6391 

E-mail:  emtm@seas.upenn.edu. 


El\Mf 


Toll-free: 
1-877-444-EMTM 

www.seas.upenn.edu/emtm 
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ONE  OF  THE  SMARTEST 
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YOU'LL  EVER  MAKE. 
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Kenan-Flagler  Business  Schools  Executive  Programs. 
Setting  world-class  standards  in  innovation,  collaboration  and  leadership. 


EXECUTIVE  EDUCATION    EXECUTIVE  MBA  EVENING  PROGRAM    EXECUTIVE  MBA  WEEKEND  PROGRAM 


Executive  MBA:  1-800-453-9515 

Executive  Education:  1-800-UNC-EXEC  or  919-962-1531 

www.bschool.unc.edu/education  •  kenan-flagler@unc.edu 


FLAGLER 

USINESS      SCHOOL 


UNC-CHAPEL   HILL 


foil  may  have  a  clear  vision.  But  are  you 
looking  in  the  right  direction? 


^^■hMwmhi 


At  the  University  of  Michigan 
Business  School  Executive 
Education  Center,  we  know  that 
business  is  a  moving  target. 
We'll  point  you  in  the  right 
direction  with  real  and  quickly- 
applicable  tools  so  you  can 
grow.  Respond.  Stay  competi- 
tive. Be  a  leader  in  this  fast- 
changing  economic  environment 
It's  quite  possibly  the  most 
comprehensive  and  effective 
Executive  Education  available. 


l  niverait] 
of  Michigan 
Business 
School 


For  a  free  program  catalog, 
please  cat  734.7611000 

or  visit  minibusjinich.edu/aeced 


.  offers  the  same  degree  our  full-time  students  earn 


rself:  The  Chicago  MBA.  Our  part- 


Classes  are  taught  by  the  legendary  Chica 

CHICAGOKS 


TnffPtreadvforwhat'sahead,call3i?464-8700- 
faculty,  and  are  tailored  to  senior  executes.  To  get  ready 
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Soon,  the  most 
sophisticated  users 

of  information 
technology  won't 
come  from  Silicon 

Valley.  They'll 
come  from  bentley. 


Information  Age  MBA 


Find  out  more  on  the  web  at 

www.bentley.edu/learnmba 

or  call  1/800/442-4723. 


BENTLEY  COLLEGE 

Graduate   School  of   Business 


BUSINESS  •  PEOPLE  •  TECHNOLOGY 


'.altham,  MA  02452-4705       www.bentley.edu/learnmba 


Penn  State  Executive  Programs 

THE  SMEAL  COLLEGE  Or  BUSINESS  ADMINISTRATION 

Rated  in  the  top  five  woildwide  in  offering  bast  value  for  investment,  financial  Tlmtt 


We  Work  With  You 
to  Design  Innovative 
Education  Processes  That: 

•  Focus  on  your  business  challenges 
and  development  needs 

Build  organizational  and 
leadership  effectiveness 

•  Generate  results 

We  Bring: 

•  Processes  to  assess 
your  needs 

•  Knowledge  of  global 
business 

Worldwide  network  of  faculty 

Expertise  in  facilitating  the 
education  process 
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Toll-free  within  U.S..  (800)  311-6364 
Outside  U.S.:  (814)  865-3435 
Fax:  (814)  865-3372  •  E-Mail:  psep@psu.edu 
Web  Site:  http://www.smeal. psu.edu/psep 


Duke.  We  Do  Business 

"ourtd  the  clock.  Around  the  world.  Around  your  business  life. 

Our  Executive  Education 
Non-degree  Programs 

^     ^  Foster  Leadership 
^  Build  Relationships 
♦•  Develop  Business  Acumen 

Upcoming    Schedule 


Advanced  Management  Program  -  March  2000 
Program  for  Manager  Development  -  April  2000 
Marketing  Leadership  Forum  -  October  2000 


Also  offered,  company-specifi< 

J      i  1  islom  proi>mms. 

■     To  learn  more,  call  919.600.8011 


DUKE 


THEFUQUA 

SCHOOL 
OF  BUSINESS 
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COMPANY       INFORMATION 

For  more  information  on  the  companies  in  this  directory,  you  can  select  from  the  three  easy  options  listed  below  through  BizL 

Companies  will  be  found  in  the  October  18, 1999  issue. 


•  •   •   . 

• 

Telephone  Call  1-800-848-6708  to  get  information 

• 

24  hours  a  day,  7  days  a 

week 

• 

Internet      You  can  request  informat 

on  and/or  link  directly  to  company 

1— <  ~i  n  1      ~t  ~v\  1  t 

websites  through  our  electronic  reader  service  program 

DlZijinK 

@www.businessweek.< 

:om/BizLink 

www.businessweek.com/BizLink 

Mail         Fill  out  the  attached  postage-paid  reader  service  card  and 

simply  drop  in  the  mail 

1.  Auburn  University 

23.  Ohio  University  College  of  Business 

42.  University  of  Florida 

2.  Baylor  University 

24.  Owen  Graduate  School  of  Management 

43.  University  of  Georgia-Terry  College  of  Business 

3.  Bentley  College-Graduate  School  of  Business 

at  Vanderbilt  University 

44.  University  of  Houston-College  of  Business 

4.  Boston  College  Graduate  School  of 

25.  Pace  University-Lubin  School  of  Business 

Administration 

Management 

26.  Penn  State  University 

45.  University  of  Illinois  at  Urbana-Champaign 

5.  Brookings  Institution 

27.  Pepperdine  University-The  Graziadio  School  of 

46.  University  of  Iowa-Henry  B.  Tippie 

6.  Claremont  Graduate  University-Drucker 

Business  and  Management 

School  of  Management 

Graduate  School  of  Management 

28.  Seton  Hall  University- Stillman  School  of 

47.  University  of  Michigan  Business  School 

7.  Columbia  Business  School 

Business 

48.  University  of  Minnesota-Carlson  School  of 

8.  Cornell  University-Johnson  Graduate  School  of 

29.  Simmons  Graduate  School  of  Management 

Management 

Management 

30.  SMU-Cox  School  of  Business 

49.  University  of  Pennsylvania 

50.  University  of  San  Francisco 

9.  Dartmouth-Tuck  School  of  Business 

31.  Stanford  Graduate  School  of  Business 

10.  Duke  University-Fuqua  School  of  Management 

32.  Syracuse  University-School  of  Management 

51.  University  of  South  Carolina- 

The  Darla  Moore  School  of  Business 

52.  University  of  Southern  California- 

11.  Fordham  Graduate  School  of  Business 

33.  Temple  University-The  Fox  School  of  Business 

12.  Georgia  State  University 

34.  Thunderbird-The  American  Graduate 

13.  ISIM  University 

School  of  International  Management 

Marshall  School  of  Business 

14.  Kenan-Flagler  Business  School  at  the 

35.  Tulane  A.B.  Freeman  School  of  Business 

53.  University  of  Tennessee-Knoxville  College  of       ^ 
Business  Administration 

University  of  North  Carolina  at  Chapel  Hill 

36.  University  College  Dublin-The  Michael  Smurfit 

rf|( 

15.  Loyola  Marymount  University 

Graduate  School  of  Business 

54.  University  of  Texas  at  Austin 

ICH 

16.  Loyola  University  Chicago 

37.  University  of  Alabama-Manderson 

55.  University  of  Texas  at  Dallas 

56.  University  of  Virginia-Darden  Executive 

Graduate  School  of  Business 

17.  Massachusetts  Institute  of  Technology-Sloan 

Fdiiratinn 

School  of  Management 

38.  University  of  California,  Berkeley-Haas 

UUUwQUUII 

School  of  Business 

57.  University  of  Washington  Executive 

18.  New  Jersey  Institute  of  Technology 

39.  University  of  Chicago  Graduate  School  of 

MBA  Program                                          jjj| 

19.  New  York  University- Stern  School  of  Business 

Business 

58.  UOLVCampus                                         >•* 

20.  Northeastern  University 

40.  University  of  Colorado  at  Boulder 

59.  Virginia  Commonwealth  University 

21.  Northwood  University-DeVos  Graduate 

41.  University  of  Connecticut     • 

60.  Wake  Forest  University-Babcock  Graduate 

School  of  Management 

School  of  Management 

22.  Ohio  State  University-Fisher 
College  of  Business 

BusinessWeek 

61.Washington  University-Olin  School  of  Business 

www.businessweek.com 

To  reserve  space  in  the  Spring  2000  directory,  call  1-800-424-3090 
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The  challenges  that  businesses  and 
organizations  face  are  greater  than 
ever  before.  Rapid  advances  hi 
technology  are  changing  every  industry 
sector,  resulting  in  fierce  global  competition.  All  of 
which  makes  an  education  from  the  Peter  F.  Drucker 
Graduate   School   of   Management   more   valuable. 

At  Drucker  we've  always  approached  things  a  little 
differently.  With  an  outstanding  faculty  and  intimate, 
collaborative  classes,  a  Drucker  education  helps 
develop  independent  thinkers  and  aggressive  problem 
solvers.  People  who  are  equipped  to  make  the 
decisions   that   will    shape   the   future   of   business. 

Drucker,  a  different  school  of  thought  for  a 
different  kind  of  student. 

Courses  and  programs  are  designed  to 
meet  the  demands  of  full-time  students 
and  working  professionals. 


MBA 

Executive  MBA 

MS  in  Financial  Engineering 

Executive  Ph  D. 

Certificate  Programs 


■    Peter  f. 

irucke 

1ADUATE     SCHOOL    OF    MANAGEMENT 
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MBA 


Executive 

MBA 


Professional 
MBA 


EMMDS 


1  888-282-0450 

www.drucker.cgu.edu 


Areas  of  emphasis  include  F.-Commerce. 
Finance,  International  Business, 
telecommunications  and  Marketing, 
hull  or  Part-time  matriculation 


Comprehensive  21 -month  curriculum 
Admission  requires  a  minimum  often 
years  management  experience.  Meets 
alternate  Fridays  and  Saturdays. 
International  study  tour  included. 


Accelerated  1 5-month  program  for  the 
mid-career  professional  held  at  USF's 
Santa  Rosa  Campus 


Executive  Masters  of  Management  and 
Disability  Services.  A  unique  21 -month 
graduate  program  devoted  to  the  disabil- 
ity area.  Incorporates  distance  learning. 


Accredited  by  AACSB 

For  more  information  about  USF's  MBA  programs, 

please  call  (415)  422-6314 

OR  visit  our  website  at  www.usfca.edu/mclaren 


Claremont 


Don't  Wait  Until  Fall  to  Start 

an  AACSB-Accredited 
ABA  Program  in  Los  Angeles 


♦  Rolling  Admissions  for  January,  May  or 
August. 

♦Evening  classes  for  full  or  part-time 
enrollment. 

♦  Prior  course  work  can  reduce  program 
length  to  one  year. 

♦Flexible  curriculum  offering  creative 
specialization  opportunities. 

♦Certificate  in  International  Business 
featuring  foreign  travel  opportunity. 

i  are  located  just  south  of  Marina  del  Rey.  For  more 
ormation,  call  us  toll-free  at  1.888.946.5681  or  e-mail 
iapc@lmumail.lmu.edu 
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/ola  Marymount  University 
JA  Program 

oyola  Boulevard 
Angeles,  CA  90045-8387 


Marshall 


Boost  your  career 

Executive  MBA  Program 


•  For  mid-to-senior-level  managers  and  professionals 
with  at  least  eight  years  work  experience 

•  Class  sessions  meet  alternate  Fridays  and  Saturdays 
for  22  months 

•  Thematic  curriculum  addesses  practical  business 


Executive  De 


Update  your  business  knowledge  through  several 
non-degree  programs  covering  topics  such  as: 

•  General  and  change  management 

•  Leadership 

•  Global  business 

•  Human  Resources  Strategy 

•  Marketing 

Take  the  next  SteJDwith 
Marshall  Executive  Programs 


University  of  Southern  California 

Marshall  School  of  Business 

(2 1 3)  740-8990  Fax:  (2 1 3)  749-3689 
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University  of  California 


Berkeley 


MBA  r. 


Haas  School 
of  Business 

Evening  MBA 
Program 

For  information 
on  Open  Houses: 
(510)  642-0292 
(415)  621-3591 

www.haas.berkeley.edu 


\  jm  * 


1 

1 

^^ 

i 


•  *  *  * 


-  W.ishinuton 

FULL  TIME  MBA 
EXECUTIVE  MBA 

EXECUTIVE  MASTER  Of  MANUFACTURING  MANAGEMENT 

■I0NM.  MBA 
I  MBA  IN  HEALTH  SERVICE!!  MANAGEMENT 
(800)622-3622 
www.nlin.wustl.edu 


N 

Greatness  Is  not  the  easy 
choice.  It  requires  that  you 
make  your  own  way.  By 
choosing  to  earn  a  degree  in 
an  Olin  MBA  program, 
you  will  have  chosen  to 
forge  your  path  at  a  top- 
ranked  business  school. 
Upon  completion  of  your 
Of i it  MBA,  you  will  be  ready 
for  the  next  step  in  your 
career.  And  you  will  have 
done  something  only  true 
leaders  can  do.  Forge  your 
own  path. 
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AWARD  WINNING 
DISTANCE  EDUCATION 


"It's  great  to  have  the  flexibility  to  go  to  class 
when  it's  most  convenient." 

Hon  Williams,  Applied  Materials,  I 

"I  decided  to  test  the  waters  by  taking  one  class.    It 
proved  to  be  the  best  educational  experience  I  ever  had.' 

John  0.  Miller,  Colonel,  Commander  916  Air  Refueling  Wing,  USAf  Heser 


303.333.4224 

800.441.4746 

www.isimu.edu 

admissions@isimu.edu 

Accredited  by  the  Distance  Education 
and  Training  Council 


Invest  in 


MBA  &  MS  Degrees 
Executive  Education 


UNIVERSITY 


MANAGEMENT  EOUCATtUN  •  LIFETIME  ACHIEVE  Ml 


stock  market,  big  gains,  record  earning 
but  how  long  can  it  las 

are  you  searching  for 

sound  investment?  ...and  long-tern 

look  in  the  mirjc 

217.333.45 
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isiness  Week  Special  Advertising  Sections 
put  you  in  the  heart  of  your  market. 

Business  Week  wraps  up  another  big  year  with  a  series  of 
highly  targeted  sections  sure  to  attract  the  right  readers. 


Smart  Cars 
2000 


Automotive  trends  and  technologies  for 
the  2000  model  year  and  beyond. 
Issue  Date:  Nov.  15,  1999 
Ad  Close:  Oct.  4,  1999 


Online 
Finance 


7?.jue  ]T 

flnpfiiig 

A  look  at  online  trading  today  and  in  the 

future  with  a  focus  on  customer  concerns. 

Issue  Date:  Dec.  6,  1999 

Ad  Close:  Oct.  25,  1999 


Innovation  via 
Outsourcing 


PGA  Tour:  Golf  in  the 
New  Millenium 


The  Changing  Face 
of  Diversity 


■nation  of  improved  knowledge,  product 
hment,  and  services  through  outsourcing. 
Issue  Date:  Dec.  13,  1999 
Ad  Close:  Nov.  1,  1999 


What's  to  come  in  the  world  of  professional 
golf,  endorsed  by  the  PGA  TOUR. 
Issue  Date:  Dec.  13,  1999 
Special  Ad  Close:  Nov.  8,  1999 


Opening  doors  by  creating  internships  for 
children  and  young  adults  of  color. 
Issue  Date:  Dec.  20,  1999 
Ad  Close:  Nov.  8,  1999 


Be  where  the  action  is.  Contact  David  Johnson,  Director,  Worldwide  Special  Sections,  at 
1212-51  2-6546  or  e-mail  david  johnson@businessweek.com  for  more  information. 
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www.businessweek.com 
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$49  FOR  DSL,  UNLIMITED  INTERNI 
ACCESS  AND  ENOUGH  HORSEPOWI 
TO  WARRANT  A  SEATBELT  ON 
YOUR  OFFICE  CHAIR. 


WHAT  YOU  DO  WITH  IT  IS  UP  TO  Y 

DSL   •   INTERNET   •   ONLINE   OFFICE   •   WEB   HOST 


Get  Pacific  Bell  FasTrak  DSL  for  your  business  and  blow  past  the  traffic  on  tha 

highway.  With  unlimited  Internet  access  and  speeds  up  to  50  times  faster  than  a  28.8K  1 
it's  a  tool  for  downloading  monster  files  while  simultaneously  using  a  phone  or  fax  m 
And  whatever  your  situation,  we  have  the  package  to  suit  it.  Starting  at  $49,  you  can't 
a  more  affordable  investment  in  your  company.  Call  one  of  the  numbers  below  or  vis 
website  at  www.pacbell.com/orderdsl  today,  and  get  free  installation  and  labor.  A  $299 
Pacific  Bell.  Your  how-to,  hands-on,  problem  -sabring  friend. 
►  For  business  call  1-888-724-7237.  For  home  call  1-888-884-2DSL. 


J  •'.-  ■•:• 


Does  not  include  one  time  equipment  charge  of  S198  DSL  service  and  equipment  provided  by  Pacific  Bell.  Internet  access  provided  by  Pacific  Bell  Internet  Services  Maximum  speJ 
optimal  line  conditions.  Cost  based  on  one-year  term  agreement.  Telephone  line  or  service  charges  are  not  included.  DSL  service  may  not  be  available  In  some  areas.  Services  offered  by  Pf 
an  affiliated  company.  Copyright  O  1999  Pacific  Bell.  All  rights  available. 
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Avoiding  the 
Day-Care  Nightmare 

Good  centers  can  help  kids  flourish.  Here's  how  to  find  them 


BY  ANNE  TERGESEN 

When  Ed  Sager  pulled  his  son,  Ian,  out 
of  one  day-care  center  and  enrolled 
him  in  another,  the  Ballston  Spa 
(N.Y.)  resident  was  amazed  at  the  dif- 
ference the  move  made.  Almost  im- 
mediately, the  toddler's  vocabulary  ex- 
ploded, and  his  concentration 
improved.  "He  loved  to  talk  about  the  things  he 
did  during  the  day.  whereas  at  the  previous 
place,  you  had  to  hammer  it  out  of  him,"  Sager 
says. 

Unfortunately,  when  it  comes 
to  child  care,  quality  is  in  short 
supply.  Only  1198  of  the  1,103 

families  in  a  ID'JT  study  by  the  Washington 
D.C.-based  National  Institute  of  Child  Health  & 

Human  Development  were  judged  to  have  ex- 
cellent child  care.  An  additional  :!'J'r  of  the 
arrangements  were  rated  good.  Hut  519f  were 
deemed  fair,  and  ti'<   were  considered  poor.  (Qual- 


ity is  in  especially  short  supply  among  day-care 
centers,  the  study  found.  That's  significant  be- 
cause high-quality  day  care  can  promote  a  child's 
thinking,  language,  and  social  skills. 

Indeed,  the  NR'HD  found  that  among  3-year- 
olds  in  child  care  at  least  10  hours  a  week,  those 
in  day  care  had  better  cognitive  and  language 
skills  than  those  cared  for  by  relatives  and 
babysitters.  Good  group  care  also  was  linked  to 
fewer  reports  of  problem  behavior  at  age  3.  "A 
high-quality  day-care  center  is  your  best  bet  for 
good  cognitive  and  language  de- 


Families 


velopment,"     says     Margaret 
Tresch   Owen,  a    University   of 
Texas  at  Dallas  psychology  pro- 
fessor who  contributed  to  the  study. 

When  it  comes  to  day -care  centers,  a  good 
place  to  start  i>  with  accreditation.  At  least  four 
organizations  give  their  stamp  of  approval  to 
early  childhood  programs  that  meet  high  stan- 
dards, such  as  high  ratios  of  staff  to  children 
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(table).  This  credential  is  in  addition  to  licensing 
(requirements  vary  by  state).  Still,  accreditation 
is  voluntary,  and  only  about  6,000  of  the  nation's 
estimated  90,000  to  102,000  day-care  centers  are 
certified  by  the  National  Association  for  the  Ed- 
ucation of  Young  Children  in  Washington.  Al- 
though accreditation  seems  to  protect  against 
the  worst  programs,  it  does  not  guarantee- the 
highest  quality.  A  1996  NAEYC  study  of  92  pro- 
grams rated  61%  of  those  with  accreditation 
good  or  excellent.  None  was 
deemed  poor,  but  the  re- 
mainder were  fair. 

Even  if  a  program  is  ac- 
credited, parents  should  visit 
for  an  hour  or  more  to  make 
sure  that  it  satisfies  their 
standards.  Ask  for  a  tour  and 
sit  down  with  the  director. 
One  key  issue  is  hygiene. 
Are  toys  scrubbed  daily?  Do 
teachers  wash  their  hands  af- 
ter changing  diapers?  Then, 
ask  about  staff  turnover. 
Centers  that  provide  bene- 
fits and  higher  wages  are 
better  able  to  reduce  defec- 
tions, which  threaten  child 
development  by  severing  the 
bonds  that  kids  form  with 
caregivers.  Margi  Walsch  switched  her  26-month- 
old  twins,  Katelin  and  Megan,  from  one  suburban 
Pittsburgh  center  to  another  after  the  girls  had 
at  least  nine  teachers  in  nine  months.  "We  would 
start  liking  them,  and  they  would  leave,"  Walsch 
complains. 

YARDSTICKS.  Her  experience  is  not  unusual.  With 
unemployment  low  and  salaries  for  the  best-paid 
staff  languishing  at  about  $19,000,  31%  of  the 
nation's  day-care  workers  left  their  jobs  in  1997 — 
the  most  recent  year  for  which  figures  are  avail- 
able, the  Center  for  the  Child  Care  Workforce 
says.  That's  up  from  26%  in  1992. 

Another  yardstick  of  quality  is  the  ratio  of 
staff  to  children.  Although  state  rules  vary,  the 
American  Academy  of  Pediatrics  recommends 
one  adult  for  every  three  infants,  four  2-year- 

What  to  Look  for  in  a  Center 

►  A  safe  and  clean  environment  with  soft  surfaces  beneath  climb- 
ing equipment,  no  sharp  edges,  and  covered  electrical  outlets 

►  A  willingness  to  put  you  in  touch  with  parents  of  enrolled  chil- 
dren before  signing  up 

►  A  practice  of  sending  home  regular  notes  to  inform  parents  Of     ■ 
when  a  child  ate  and  slept  and  how  the  day  went 

►  Teachers  with  a  background  in  early  childhood  education  and  a 
policy  of  providing  ongoing  staff  training 

►  A  flexible  approach  that  allows  young  children  to  eat  when  hun- 
gry and  sleep  when  tired,  and  older  children  to  initiate  activities 

►  A  range  of  toys,  books,  materials,  and  activities 


Seals  of 
Approval 

NATIONAL  ASSN.  FOR 
THE  EDUCATION  OF 
YOUNG  CHILDREN 

800  424-2460  ext.  360 
www.naeyc.org 
Accredits  day-care 
centers 

NATIONAL  ASSN.  FOR 
FAMILY  CHILD  CARE 

515  282-8192 
www.nafcc.org 
Accredits  home-based 
daf  care 

NATIONAL  EARLY 
CHILDHOOD  PROGRAM 

800  505-9878 
www.nccanet.org 
Accredits  day-care 
centers 

NATIONAL  SCHOOL-AGE 
CARE  ALLIANCE 

617  298-5012 
www.nsaca.org 
Accredits  after-school 
programs 

NATIONAL  RESOURCE 
CENTER  FOR  HEALTH 
AND  SAFETY  IN  CHILD 
CARE 

800  598-KI0S 
nrc.uchsc.edu 
Lists  state  licensing 
requirements 


olds,  and  seven  3-year-olds.  ProgramsH 
also  be  able  to  articulate  a  child-care  I 
phy.  Debra  Lazarus,  a  day-care  teacheil 
years  who  works  near  Boston,  recommerl 
ters  that  are  flexible  enough  to  tailor  acti  I 
the  childrens'  interests. 

Open-door  policies  that  permit  parents  I 
and   go  anytime  are  another  must,  J  I 
Kennedy-Spaien  discovered  when  a  si; 
Boston  center  told  her  she  could  stay 
minutes  after  drop 
her  infant  son,  Ev; 
said  it  helped  with  § 

THE  KENNf DY-SPAII 

Eve  wanted  a  centef 
an  open-door  polici 


sition  for  the  kids,"| 
cupational  therapia 
"But  I  wanted  to  ma 
he  was  safe  and  f 
what  his  day  would 
Instead,  Kennedy 
placed  Evan  on  wait 
at  two  centers  wit 
door  policies.  Some 
even  install  cameras 
ents  can  monitor  th 
via  the  Internet 
Quality  programs  aren't  necessarily  cr 
1998,  the  average  cost  of  day  care  rang* 
$4,000  to  $10,000,  according  to  the  Ch 
Defense  Fund.  But  the  best  programs 
fall  on  the  higher  end  of  the  range.  Ask  \ 
your  employer  has  a  flexible  spending  plai 
defrays  some  of  the  cost  by  allowing  yoi 
pre-tax  money  to  pay  the  bills.  But  before 
tuition,  spend  time  in  the  classroom.  A 
teachers  might  be  on  their  best  beha\ 
hard  to  sustain  a  false  impression  for  loi 
Cathryn  Booth,  a  professor  at  the  Unive 
Washington  and  an  NICHD  study  contribi 
When  compiling  the  nichd  study,  Bo' 
her  colleagues  devised  a  system  to  ju( 
quality  of  interactions  between  children  ai 
Their  criteria  can  serve  as  a  checklist  for 
comparing  centers — or  any  form  of  care 
observing,  look  for  instances  in  which  car 
respond  to  or  ignore  fussing  or  crying.  Ac 
es  if  a  teacher  smiles  at,  listens  to,  asks 
tion  of,  or  responds  verbally  to  a  child,  c 
or  reads  aloud.  Physical  contact,  such  as 
is  positive,  as  are  efforts  to  encourage 
whether  by  counting  with  a  toddler  o: 
an  infant  struggling  to  walk.  Also  not 
tives,  such  as  restrictions  on  activities  o: 
ity  and  sharp  or  critical  speech.  Hitting, 
and  other  forms  of  abuse  are  obvious  re 
But  so  are  punishing  without  explanati 
ignoring  a  child. 

Even  if  you  find  a  center  with  all  th 
features,  don't  ignore  nagging  doubts.  Set 
center  is  a  nonscientific  process.  In  the 
attention  to  your  gut  feelings  about 
your  kid  will  thrive. 


I 


What's  our  way?  Jack  up  margins,  make 
all  your  people  more  productive,  toughen 
your  grip  on  expenses,  and  automate 
everything  from  timesheets  to  sales 
forecasting— in  30  days  or  less,  without 
bugging  your  techies.  All  with  just  your 
Web  browser  and  our  complete  set  of 
Internet-based  software  services.  We  call  it 
eALITY  eXPress'"  —  the  Web  way  to 
manage  your  business". 


This  can  be  your  way  to  manage,  too  — 
for  just  45  cents  a  day  per  employee  in 
a  200-person  company.  Just  to  survive, 
every  business  will  have  to  start  working 
this  way  soon.  It's  only  a  matter  of  time 
But  why  just  survive?  Be  first,  and  your 
first  90  days  of  eALITY  eXPress  service  are 
free.  Don't  wait.  Call  before  11/1/99, 
subscribe  by  the  end  of  the  year,  and  your 
company  gets  90  days  for  nothing 


VISIT  WWW.eALITY.COM  NOW,  OR  CALL  TOLL-FREE:  1-877-EALITY  X  (325-4899) 
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BE   FIRST.   OR   BE   LAST. 


Driving 

Lessons, 


Wharton's  George  Day  coined  the  term 
"market-driven  strategy,"  used  today 
by  companies  worldwide. 


NEO 


SSfe, 


To  successfully  drive 
your  business,  you 
must  be  competitively 
focused  and  customer 
focused.  It's  a  lesson  too 
many  people  forget. 

Not  George  Day, 
Wharton  marketing  profes- 
sor. He  introduced  "mar- 
ket-driven strategy"  to  the 
business  vocabulary  -  only 
one  of  the  many  innovative 
ideas  developed  by  our 
world-class  faculty. 

As  the  oldest  business 
school  in  the  world, 
Wharton  has  been  at  the 
frontier  of  finance,  interna- 
tional business,  manage- 
ment, strategy  and  market- 
ing. Driven  by  a  faculty 
with  unparalleled  depth 
and  breadth,  Wharton 


continues  to  help 

organizations 

negotiate  the  tricky  turns 

of  our  increasingly  global 

environment. 

This  rich  tradition  of 
innovation  is  the  founda- 
tion for  our  executive  pro- 
grams, which  incorporate  a 
unique  blend  of  scholarly 
excellence  and  real-world 
pragmatism.  These  insight- 
ful, dynamic  courses  offer 
the  opportunity  to  refocus 
and  refuel. 

Are  you  running  low 
on  new  ideas?  Come  to 
Wharton  Executive 
Education.  You'll  put  what 
you  learn  into  action  and 
quickly  pull  away  from 
the  field. 


Wharton  s  ty 


Visit  us  on  the  web  or  call  us  to  learn  more 
about  our  complete  portfolio  of  courses  and  our 
new  state  of  the  art  interactive  distributed  learn- 
ing program,  Wharton  Direct. 

Aresty  Institute  of  Executive  Education 

21 5.898.1  776  or  800.255. EXEC   ext.  2436 

215.898.2064  fax  (attn.  dept.  2436) 

http://wh-execed.wharton.upenn.edu/2436.cfm 

execed@wharton.upenn.edu  (e-mail) 


Winning  in  the  New  Millennium: 
Creating  Scenarios  for  Success  , 

December  12-15,  1999 
April  25-28,  2000 

Finance  and  Accounting 

for  the  Non-Financial  Manager 

January  2-7,  2000 
March  19-24,  2000 

Essentials  of  Management 

(Two  5-day  sessions,  seperated  by  a  month  for  application) 

December  12-17,  1999  and 
January  30-February  4,  2000 

Integrating  Finance  and  Marketing: 
A  Strategic  Framework 

February  1 3-1 8,  2000 


Visit  Knowledge@Wharton 

The  Ultimate  Business  Websource 

http://knowledge.wharton.upenn.edu/ 


Wharton 


The  Wharton  School 
University  of  Pennsylvania 


Let  Your  Keyboard 
Do  the  House-Hunting 

Would-be  buyers  can  see  homes  near  and  far  on  the  Web 


BY  ELLEN  HOFFMAN 

IaRae  Maruyama,  controller  for  the  U.  S. 
Olympic  Committee,  sifted  through  about 
300  Colorado  Springs  (Colo.)  real  estate  list- 
ings and  looked  at  60  houses  over  five 
months  before  she  found  one  with  the  for- 
mal living  and  dining  room  and  mountain 
view  she  wanted.  But  her  search  might 
have  taken  even  longer  were  it  not  for  the  latest 
time-saving  tool  for  buying  and  selling  real  es- 
tate— the  Internet. 

Especially  helpful  to  Maruya- 
ma was  a  custom  Web  page,  ujv 
dated  daily  with  new  listings  by 

Jennifer  and  Joe  Boylan,  agents 

I'm-  Prudential  Professional  Realtors.  She  came 

across  the  Boylans  because  their  name  was  on  a 

sign  posted  in  front  of  a  house  that  interested 
her.  Their  Web  based  service  alerted  her  to  the 
home  she  ultimately  bought  Using  the  internet 


Real  Estate 


"helped  me  eliminate  properties  that  did  not  meet 
my  specifications,  and  compare  attributes  of  the 
houses,  such  as  the  type  of  building  construction," 
she  says. 

Maruyama  is  in  the  forefront  of  a  fast-growing 
trend.  Save  for  closing  your  deal,  you  can  now  go 
through  every  stage  of  a  home  search  without 
leaving  your  desk.  Some  23%  of  buyers  now  use 
the  Net  as  a  search  tool,  up  from  only  2%  in 
1995,  says  the  National  Association  of  Realtors.  By 
providing  24-hour  access  to  information,  listings, 
and  financing  options,  the  Net 
expedites  what  is  often  a  time- 
consuming  and  frustrating 
process. 

If  you  are  a  buyer  thinking  of  following  in 
Maruyama's  path,  you  might  first  check  Web  sites 
with  sections  that  can  demystify  the  process.  Mi- 
crosoft's homeadvisor.msn.com  provides  tips  on 
how  you  can  determine   whether  you're   paying 


BUSINESS  WEEK  /  OCTOBER  18. 





taff: 


BusinessWeek  Investor 


Real  Estate 


the  right  price.  The  Housing  &  Urban  Develop- 
ment Dept.'s  site  (www.hud.gov/conright.html) 
covers  such  topics  as  the  role  of  brokers,  anti- 
discrimination laws,  and  explanations  of  the  fees 
you  will  be  charged. 

Once  you  launch  a  search  in  earnest,  you'll  find 
most  sites  allow  you  to  create  a  profile  of  the 
home  you  want,  from  its  location  and  price  to  the 
number  of  bathrooms.  But  the  resulting  listings 
vary  greatly  in  comprehensiveness.  For  instance, 
some  listings  aren't  updated  regularly.  And  some 
national  sites,  such  as  online  auctioneer  Home- 
bid.com,  lack  listings  for  entire  cities  and  states. 
That's  why  it  helps  to  search  for  Web  sites  of  local 
real-estate  agents. 

PANORAMA.  I  conducted  a  trial  search  and  found 
that  one  of  the  best — or  at  least  the  most  com- 
prehensive— sources  for  listings  is  the  nar's  Re- 
altor.com.  My  goal  was  a  home  in  the  Minneapolis 
suburb  of  Golden  Valley,  with  at  least  three  bed- 
rooms and  two  bathrooms,  2,000  to  3,000  square 


want  to  avoid  paying  an 
agent's  commission,  try  a  "sale  by  owner"  Web 
site.  You'll  even  get  a  sign  for  your  yard 


feet,  and  a  price  range  of  $100,000  to  $400,000. 
Realtor.com,  whose  database  contains  1.3  million 
properties  collected  from  Multiple  Listing  Ser- 
vices, an  information-sharing  system  used  by 
agents,  yielded  the  largest  list  of  homes  for  sale, 
with  36  properties  that  met  my  specifications. 
Homeadvisor.msn.com  and  Homebid.com  showed 
nothing  at  all.  Homes.com  had  no  listings  for  Gold- 
en Valley,  but  it  yielded  six  for  the  county  it  is  in, 
Hennepin,  which  encompasses  numerous  suburbs. 
On  Cyberhomes,  I  found  20  properties,  but  details 
on  them  were  not  as  extensive  as  on  Realtor.com. 
If  you  are  on  the  other  side  of  the  transaction, 
the  Internet  gives  you  the  option  of  selling  your 
home  through  an  agent,  who  posts  the  listing,  or 

Buy,  Sell,  Borrow  on  the  Web 


SITE/URL 

CYBERHOMES  www.cyberhomes.com 
E-LOAN  www.e-loan.com 
homeadvisor  homeadvisor.msn.com 
homebid.com  www.homebid.com 
homes.com  www.homes.com 
iown.COM  www.iown.com 
MORTGAGE.COM  www.mortgage.com 
owners.com  www.owners.com 
REALTOR.com  www.realtor.com 


DESCRIPTION 

Claims  to  update  listings  daily 

Compare  and  apply  for  mortgages  from  70  lenders 

Good  general  information  about  real  estate 

Online  auction  site 

300,000  listings  nationally 

Mortgage  broker  with  links  to  25  lenders 

Apply  and  get  approval  for  home  loans  online 

For  sellers  who  want  to  do  it  themselves 

Nearly  1.4  million  listings  throughout  the  U.S. 


by  yourself.  To  avoid  paying  an  agent's 
sion,  look  into  "sale  by  owner"  sites.  Owne^ 
whose  sales,  says  Chief  Executive  Han 
have  totaled  $30  billion  since  its  launch  I 
1996 — currently  lists  20,000  homes  for  sal 
fers  sellers  two  three-month  "listing  paj 
one  for  $139  that  allows  you  to  post  five 
on  the  Net  and  the  other  for  $89.95  tha 
one  photo.  You  will  also  get,  by  mail,  sor 
tional  marketing  tools,  including  a  sign 
front  yard  and  a  book  on  how  to  sell  y(j 
home.  You  can  list  on  0wners.com  for 
you  only  get  one  picture.  This  one-month 
like  the  paid  listings,  also  is  distributed 
Yahoo!  and  some  other  Net  browsers.  Oil 
altor  PrivateForSale.com  will  list  your  h<| 
eluding  up  to  six  photos,  for  $39.95  per 
$99.95  for  four  months.  To  help  you  dete| 
price  for  your  property,  HomeGain.com 
instant  valuation  and  a  list  of  recent  sales  I 
parable  houses  in  your  neighborhood. 

Whether  you  are  selling  on  your  own 
broker,  check  if  your  chosen  site  offers  I 
ing,  virtual  tour  of  your  house.  Develcf 
bamboo.com,  the  tour  consists  of  a  s\ 
view  of  a  home's  exterior  and  interior 
such  as  bedrooms,  living  room,  and 
While  the  shots  can  be  somewhat  distort 
tour  allows  potential  buyers  to  see  morj 
house  than  any  two-dimensional  picturJ 
Dana  Weiler,  partner  and  senior  sales  coj 
at   Pacific    Union    Residential    Broker 
Danville,  Calif.,  credits  the  trendy  visi 
closing  a  $599,000  sale  of  a  Walnut  Creel 
A  couple  had  liked  the  house,  but  the  I 
the   family   was   in   Southern   Califorj 
the  absent  members  got  on  the  Net  tol 
look.  "They  all  said,  'You  have  to  buy  it| 
Weiler. 

BANNER  ADS.  Almost  every  real-estate 
can  connect  you  with  someone  selling  moj 
In  some  cases,  banner  ads  link  you  to  a 
mortgage  company.  In  others,  a  click 
you  to  a  site,  such  as  mortgage.com's  or 
that  allows  you  to  sort  through  current  ra| 
types  of  loans 
for  a  mortgage,| 
ceive  approval 
the  Net.  Thesd 
mortgages      c| 
cheaper  than 
ventional  variel 
Through  botl 
gage.com,  whi| 
lender,   and 
which    gives 
choice  of  loar 
more  than  7( 
gage  company 
can  submit 
your    financial 
through  the  ij 
and     talk     wi 
associate  on  a 
number.      To 
buyers  are  refe 


LONG  AGO  PEOPLE 
NAVIGATED  BY  THE  STARS. 


Some  still  do. 

At  At  k  ^k  ^ 

Emerging  Growth* 
Comstock* 
Global  Equity  Allocation** 
Aggressive  Equity* 

*|out  ol  3122  funds  in  the  domestic  equity  (unds  category) 
"(out  of  1001  funds  in  the  international  equity  funds  cotegory) 

Overall  Momingstar  Ratings  Class  A  Shares  (as  of  8-31-99) 
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FUNDS 

hinh  JheS1,Qr!  °Ur  lqUlt^  Funds  that  have  earned  some  of  Morninqstar's 
h,gh  overall  rat.ngs.  For  detail,  coll  your  Flnonciol  Advisor  or  ^To  231  2808 

wvAv.vankampen.com 
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local  offices  of  lawyers,  title  companies,  and  busi- 
ness affiliates. 

Online  mortgages  can  suffer  from  snags.  Air 
Force  Lieutenant  Colonel  Tim  Printzenhoff  of  Col- 
orado Springs  got  a  6.625%,  three-year  adjustable 
rate  mortgage  from  E-Loan,  a  lower  rate  than 
from  a  local  lender.  But  when  he  arrived  at  the  ti- 
tle company  for  settlement,  he  found  that  his  .doc- 
umentation— which  he  had  sent  to  E-Loan  60 
days  earlier — had  not  arrived.  He  had  to  fax  doc- 
uments on  his  investments  back  to  E-Loan  before 
the  settlement  could  occur,  four  hours  late.  He 


also  was  charged  a  $675  mortgage  underaj 
fee  instead  of  the  $300  quoted.  When  he  mecti 
Printzenhoff  received  a  $250  rebate. 

Despite  such  hassles,  real  estate  cybreh 
ping  is  providing  tremendous  savings  I 
and  money  to  homebuyers  and  sellera! 
Sure,  if  you're  a  buyer,  you'll  eventually  eed 
walk  through  the  door  of  your  dream  hie  J 
see  if  that  great  room  really  is  as  spaajj 
the  pictures  you  saw  on  your  monitor.  BJJj 
of  how  much  easier  the  Net  made  it  foiM| 
locate  that  home  in  the  first  place. 


FOR  SALE:  A  STAKE  IN  VIRTUAL  REAL  ESTATE 


The  growing  connection  between 
real  estate  and  the  Net  has 
spawned  a  handful  of  related  ini- 
tial public  offerings  in  recent 
months.  Like  so  many  dot.com 
stocks,  real  estate  IPOs  are  losing 
money  and  remain  highly  speculative. 
But  if  you  have  faith  that  the  econo- 
my will  remain  strong 
and  interest  rates  will 
stay  low  enough  to 
maintain  a  robust 
housing  mar- 


ket, you 
might  consid 
er  these 
stocks  as 
long-term 
plays. 

Current  trends  in  the  online  real 
estate  market  bode  well  for  these 
companies.  For  example,  a  recent  re- 
port by  Forrester  Research  estimates 
that  $91.2  billion  worth  of  mortgage 
commitments  will  be  made  via  the 
Web  in  2003,  up  from  $18.7  billion  in 
1999. 

POISED  FOR  GROWTH.  E-Loan  is 
poised  to  gain  from  that  growth.  The 
Dublin  (Calif.)  company  is  one  of  the 
leading  online-mortgage  brokers,  of- 
fering clients  a  choice  of  loans  from 
more  than  70  lenders  (table).  In  1998, 
E-Loan  closed  3,865  loans  valued  at 
$835.1  million.  It  exceeded  that  figure 
in  the  first  six  months  of  1999,  closing 
4,377  loans  worth  $846  million.  The 
company  sees  its  growth  coming  from 
sectors  besides  mortgages.  Already 
E-Loan  arranges  car  and  small-busi- 
ness loans  on  its  site.  Plans  are  under 
way  to  offer  credit  cards  and  provide 
mortgages  through  lenders  in  Aus- 
tralia and  Europe. 

Mortgage.com,  which  acquired  its 
domain  name  in  January,  started  op- 


erations as  a  mort- 
gage lender  in  Planta- 
tion, Fla.,  in  1994.  The  company  origi- 
nates mortgages,  generating  gains 
and  losses  when  it  sells  them  in  the 
secondary  market.  Like  E-Loan,  its 
site  allows  customers  to  survey  nu- 
merous current  options  and  apply  for 
a  mortgage  online.  Mortgage.com  re- 
ports that  it  closed  10,720  loans  for  a 
volume  of  $2  billion  in  1998  and  8,460 
loans  valued  at  nearly  $1.6  billion  in 
the  first  two  quarters  of  this  year. 

Homestore.com  provides  listings 
for  the  National  Association  of  Real- 
tors' huge  Realtor.com  site,  as  well 


Real  Estate  Net  Plays 


COMPANY  (SYMBOL) 

INITIAL  PUBLIC 
OFFERING 

IPO 
PRICE 

CURRENT 
PRICE* 

BAMB00.COM  (BAMB) 

AUG.  26 

7 

17'/ 

E-LOAN  (EELN) 

JUNE  29 

14 

24  X 

H0MEST0RE.COM  (HOMS) 

AUG.  5 

20 

44/ 

M0RTGAGE.COM  (MOCM) 

AUG.  11 

8 

12 

as  other  Web  sites  for  buying, 
ing,  and  renting  homes  and  co: 
cial  properties.  In  July,  Cendan 
franchiser  of  Century  21,  Cold 
Banker,  and  era  residential  rea 
tate  brokerages,  sued  Homesto 
for  more  than  $300  million,  alle 
it  had  reneged  on  an  agreemen 
give  Cendant  shares  prior  to  th 
Homestore  has  since  suggested 
Cendant,  which  is  planning  an  I 
a  competing  site  called  Complet 
Home.com  next  year,  migh 
to  have  its  affiliated  broker! 
sending  Homestore  their  listing: 
Cendant  said  it  has  no  plans  to 
at  this  time. 

SHOOT  TO  SELL.  One  of  the  mor 
teresting  Internet-related  real 
offerings  is  bamboo.com.  This  P, 
Alto  (Calif.)  company  produces 
degree  house  tours  that  real  es 
agents  can  buy  for  $99.95  and  u 
post  on  their  Web  sites.  Unlike 
petitors  such  as  ipix,  which  sell 
software  and  cameras  to  enable 
agents  to  shoot  their  own  virtus 
tours,  bamboo.com  uses  its  own 
videographers  in  5,000  cities  in 
North  America. 

Bamboo.com  has  made  deals  v 
re/max,  Prudential,  and  other  n 
real  estate  franchise  companies 
promote  the  use  of  its 
nology.  But  those  arrar 
ments  don't  guarantee 
agents  will  purchase  t! 
tual  tours.  Revenues  h 
soared  in  the  last  year, 
$77,410  in  1998  to  $536' 
in  the  first  six  months 
this  year.  It's  just  one  I 
sign  of  how  the  process. i 
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Icnmunications  Solutions 
For  Businesses  with 


Big  Plans. 
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For  a  successful  architect,  just  having  the  right  blueprint  isn't  enough. 
He's  constantly  gong  to  and  from  job  sites,  talking  with  clients,  consulting 
with  his  partners  and  discussing  changes  with  the  builders.  So  when  he's 
evaluating  total  communication  solutions,  he  will  look  for  a  company 
who  can  link  all  his  offices  into  a  seamless  network,  with  tools  that 
will  improve  both  his  collaboration  and  productivity.  That's  exactly  what 
Comdial  provides.  With  a  unified  messaging  solution  from  Comdial,  he 
and  his  partners  can  manage  fax,  voice  mail  and  e-mail  messages  from 
anywhere— the  office,  a  client's  conference  room,  even  a  building  site. 
With  Comdial,  he'll  get  the  right  system  tailored  to  his  specific  business 
needs.  Because  Comdial  has  practical,  reliable  communications  solutions 
just  for  businesses  like  his— businesses  with  a  master  plan. 

When  evaluating  communications  solutions  for  your  growing  business, 
consider  the  RISING  STAR.  Consider  Comdial. 


COMDIAL 

The  Rising  Star 


Call  1-800-COMDIAL  for  more  information  on  Comdial's  business  communications  solutions. 

©  1999  Comdial  Corporation 


www.comdial.com 
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progress.  The  Internet  is  reshaping  American 


Ome  join  a  revolut. 

,sinesses  from  top  to  bottom.  If  your  company  is  to  survive  and  prosper,  you  need 

more  than  a  website,  more  than  an  e-commerce  initiative.  You  need  a  strategy, 


a  pur 


vision.  Start  here. 


1 1 


0  I  M  prominent  e-business  leaders  and  strategists  from 

such  companies  as  Office  Depot,  Wiliiams-Sonoma,  Nabisco, 
America  Online,  Columbia  House,  Federal  Express,  and 
Sports  Illustrated,  as  well  as  e-pioneers  including 


cata,  for  an  intensive, 
full-day  program  based  on 


ness. 


rea 


Hear  powei 


case  studies  from 


net-smart  companies  about  their  transition  to 
e-commerce,  and  team  with  your  executive  peers 
oundtables  led  by  e-commerce  experts  to 


w 


Enrollment  is  free,  but  strictly  limited  to  250  executives.  One  call  reserves  your  seat. 

Call  800-682-6007  to  register  or  get  more  information. 

Or  register  online  at  www.conferences.businessweek.com/1999/ebiz. 

To  get  the  latest  on  the  conference  program,  visit  the  conference  website, 

or  call  800-682-6007  and  ask  for  document  #110. 
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Mutual  Funds 


Against  the  Tide 

Contrarian  bets  are  winners  for  Br andes 


You  won't  find  high-priced  Net 
issties  in  the  $60  billion  worth 
of  funds  managed  by  Charles 
Brandes  and  Glenn  Carlson, 
the  two  top  stockpickers  at  San 
Diego's  Brandes  Investment  Part- 
ners. Die-hard  value  investors,  they 
prefer  beaten-down  companies  with 
sound  balance  sheets  that  sell  for 
book  value  or  less  and  fetch  single- 
digit  price-earnings  ra- 
tios. Once  they  buy, 
says  Brandes,  they 
may  have  to  wait  "for  a 
hell  of  a  long  time"  be- 
fore their  bets  pay  off  The  wait 
can  be  worth  it,  however. 

One  of  the  two  essentially  identi- 
cal retail  mutual  funds  Brandes 
manages,  the  $382  million 
Northstar  International  Value 
(table),  returned  Uk-39%  over  the  12 
months  ended  Sept.  30.  With  a  low- 
er expense  ratio,  the  other  fund,  the 
$20  million  Nations  International 
Value,  had  slightly  better  returns. 
But  its  load  is  higher. 

Brandes  and  Carlson  attribute 
their  solid  recent  performance  to  a  prescient 
decision  to  invest  in  Europe  in  1992.  As  antici- 
pation of  a  successful  launch  of  the  euro  in- 
creased last  year,  they  unloaded  many  of  their 
holdings  at  huge  gains  and  plunged  into  Asia — 
just  in  time  for  Japan's  market  to  take  off.  The 
partners  also  manage  domestic  portfolios  for 
institutional  clients  and  say  that  they  are  find- 
ing value  in  the  U.S.  now  that  stocks  are  off 
their  record  highs.  They  spoke  with  Senior  Edi- 
tor William  Glasgall. 


Dirt  Onlnn    Aknnn/I  Q:  WJiy  did  you  sell  in  Europe? 

Dig  UalliS  AUlOaU  CARLSON:  We'd  been  building  po- 

...                    ..      , ,,  i     r     j  niniiu.  sitions  in  big,  reasonably  valued 

Northstar  International  Value  Fund  (NIVAX)  European  companies  the  world 

YTD t-YR believed  couldn't  survive,  like 

TOTAL  RETURN*   21.50%     44.39%  Alcatel,  Daimler,  Nestle.  In  1998, 

values  in  these  wonderful  com- 

ASSETS  $382  million  panies  reached  huge  levels.  So 

AVG.  P-E/PRICE-BOOK  22.2/2.5  we  got  out 

LARGEST  HOLDINGS  Deutsche  Telekom,  HSBC,  Q:  You  sold  Daimler-Benz  at  22 

Kyocera  times  projected  earnings.  Now 

Minur  onn  we  wvi it's  DaimlerChrusler  and  the 

PHONE  800  595-7827  ,     , ,           .     ,  a      .     1ft    A 
stocks  p-e  is  down  to  10.  Are 

•Aug.  31  you  going  back  in? 

DATA:  BRANDES  INVESTMENT  PARTNERS.  STANDARD  &  POOR'S  CORP  BRANDES:    We're    getting    closer. 

No  doubt  about  it. 


CARLSON:  Looking  for  growth  stocks  gone  bad 


BRANDES:  Prescience 
paid  off  in  Europe 


Q:  The  Nikkei  stock  average  is  up  37%  v 
terms  this  year.  Are  you  selling? 
CARLSON:   We're  starting  to  take  some 


Q:  What  do  you  still  like  in  Japan? 
BRANDES:  Hitachi.  With  hundreds  of  bus 
they  had  no  idea  what  they  were  doing.  r 
60%  of  book. 

CARLSON:  But  Hitachi  has  taken  some  int 
steps.  They're  breaking  into  five  business  v 
setting  new  targets  for  return  on  equity  an<   I 
[Despite  the  Nikkei's  recovery],  they're  sti 
for  a  slight  premium  to  book.  They're  still 

Q:  Are  you  still  in  Europe? 
CARLSON:  We  continue  to  own  a  big  c' 
phone  stocks,  including  Deutsche  Telekom, 
developed  parts  of  Europe,  phone  use 
thirds  to  80%  of  that  in  the  U.  S. 

Q:  Wliere  do  you  see  value  at  home? 
CARLSON:  We  look  for  growth  stocks  go 
One  is  Service  Corp.  International  [the 
home  group].  It  was  selling  for  30  tim< 
ings,  but  much  of  its  gains  were  due  to 
tions.  Now,  expected  growth  rates  have  i 
from  15%  to  18%  a  year,  to  5%  to  8%.  It's 
at  10  times  forward  earnings  but  has  a  dei 
ance  sheet.  [We  also  own]  McKesson  H 
largest  drug  distributor  in  the  world.  The 
the  merged  companies  has  dropped  $1 
since  their  merger. 

Q:  Anything  else? 

CARLSON:  Toys  'R'  Us.  Its  market  cap  is 

of  eToys,  and  it's  trading  at  book  and 

earnings.  After  being  the  darling  of  the! 

they  bungled  it.  But  is  it  right  to  completeij 

them  off? 

BRANDES:  We  don't  have  a  feel  for  the  upsi<| 

history  tells  us  that,  on  average,  [in  sit 

like  this]  there  is  a  whole  lot  of  upside.  □  I 
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Tektronix 


E  COLOR  PRINTER  COMPARISON 
P  DOESN'T  WANT  YOU  TO  SEE. 


prised  by  the  comparison?  We're  not.  We've  been  busy  perfecting  color  printing  for  more  than  15  years,  and 
■lupin"  breakthrough  products  such  as  the  Tektronix  Phaser9  740  color  laser  printer.  It's  the  first  workgroup 
iter  to  deliver  amazing  photo-quality  color  at  an  equally  amazing  price.  Imagine,  true  1200  dpi  color  output  on 
rvthing  from  labels  to  letterhead.  Dazzling  color  presentations  and  overheads.  And  a  host  of  user-friendly 
ii res  that  make  the  Phaser  740  color  laser  as  easy  to  use  as  it  is  to  own.  To  learn  more  about  the  Phaser  740 
i  laser,  or  bringing  color  into  your  office,  call  1-877-362-6567,  ext.  1629  or  visit  www.tektronix.com/compare. 


he  HP  » i  njmnJ  mhniiit  ol  HmlrtMtetJrt  to 
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Minifunds,  Maxi  Gains 

Soon,  you'll  be  able  to  track  tiny  outperformers 


BY  TODD  SHAPERA 


hen  it  comes  to  mutual-fund  performance, 
Jonas  Ferris  thinks  size  matters — small 
size.  Ferris,  a  former  securities  analyst 
and  fund  marketer,  observes  that  many 
funds  with  assets  under  $25  million  beat 
multibillion-dollar  competitors.  That's  because  they 
tend  to  be  nimbler.  Unlike  Magellan-size  rivals, 
they  can  easily  take  positions  in  promising  small 
companies  without  driving  their  stocks  through  the 
roof.  If  successful,  the  investments  can  give  the 
funds'  small  portfolios  a  huge  boost.  A  recent 
study  by  Boston-based  Financial  Research  Corp.  of 
766  funds  with  10-year  track  records  found  that 
small,  generally  young  funds  on  average  deliv- 
ered returns  of  80  basis  points  a  year  over  their 
category  averages. 

But  the  problem  with  minifunds  is  that  it's 
hard  to  find  information  about  them — even  high- 
fliers. Nasdaq  doesn't  list  funds  on  its  ticker  until 
they  gain  $25  million  in  assets  or  1,000  investors. 
Since  Nasdaq  supplies  the  fund  data  used  by 


Thank  Heaven  for  Little  Funds 


FUND/SYMBOL 

ASSETS 

MILLIONS 

INCEPTION 

12-M0.  TOTAL 
RETURN* 

PHONE 

BERKSHIRE  FOCUS  (BFOCX) 

$13.0 

7/1/97 

119.27% 

877  526-0707 

FIRSTHAND  TECH.  INNOVATORS  (TIFQX) 

142.0 

5/1/98 

298.35 

888  884-2675 

THURLOW  GROWTH  (THRGX) 

3.4 

8/8/97 

153.62 

888  848-7569 

TURNER  MICROCAP  GROWTH  (TMCGX) 

12.9 

2/27/98 

113.68 

800  224-6312 

WARBURG  PINCUS  INTL.  SMALL  CO.** 

16.7 

5/29/98 

153.86 

800  927-2874 

*12  Months  through  Sept.  30 


**No  Nasdaq  ticker  symbol 


newspapers  and  many  investment 
sites,  you  wouldn't  have  found  suclji 
minifunds  as  Firsthand  Technology 
novators,  whose  assets  were  onh 
million  in  June.  Now  with  $142  m 
li  in  assets,  its  performance  is  up 
than  101%  in  the  year  ended  Sep 
You  can  find  monthly  updates  on 
unlisted  funds  at  Business  Week  O 
(visit  www.businessweek.com/invf 
or  America  Online,  keyword:  BW) 
even  there,  you  won't  find  daily  upc 
"It's  a  Catch-22  for  puny  funds," 
Morningstar  Inc.  Chief  Executive 
Phillips.  "They  can't  get  coverag^J 
cause  they  don't  have  assets,  and 
can't  get  assets  because  they  don1 
the  coverage." 

To  offer  better  visibility  for  these  fi| 
Ferris,  28,  and  software  entrepreneur  J; 
Price,  44,  plan  to  launch  MAXfunds.com  in 
November.  The  site  (www.maxfunds.com)  ex 
to  provide  daily  pricing,  portfolio  summaries 
analysis,  and  manager  interviews  for  200 
with  less  than  $25  million  in  assets.  It  also  wil 
vide  pricing  on  all  no-load  equity  funds,  no  m 
the  size.  MAXfunds.com  will  list  such  funds  a 
$525,000,  golf-focused  Value  Trend  Links;  the 
old  StockCar  Stocks  Index  Fund,  ($4.7  milli 
assets);  and  the  more  seasoned,  female-fri( 
Pro-Conscience  Women's  Equity  ($11  million 
HIDDEN  GEMS.  Ferris  was  inspired  to  creat 
site  after  struggling  last  year  to  help  buil 
the  Third  Millennium  Russia  Fund,  whicl 
been  plagued  by  volatile  results.  Ferris  fig 
that  many  of  the  800  other  equity  funds 
each  year  also  suffer  for  lack  of  attention.  "A 
funds  are  small  for  a  reason,"  Phillips  says.  ' 
it  doesn't  mean  there  aren't  diamonds  ir 
rough."  Indeed,  Morningstar's  vaunted  five 
roster  includes  the  microscopic  Warburg  P 
Advisor  Japan  (with  assets  of  $1  million),  iti 
ling,  Japan  Small  Company  ($3  million),  an( 
large-company  growth  Noah  Fund  ($8  millic 
If  you're  considering  investing  in  a  mini 
keep  a  close  eye  on  asset  size,  as  many  mini 
ter  when  they  grow  up.  For  instance,  Pe 
Opportunity  ranked  first  among  Mornings 
small-cap  growth  funds  in  1995,  returning  7 
Then,  the  fund  grew  from  $5.1 
lion  to  $68  million  in  assets  in 
one  year.  By  1996,  assets 
$103.2  million.  The  fund  sank  to 
in  its  class,  returning  -7.3% 
19.4%  for  its  peers.  The  slid« 
continued,  with  the  fund  now  n 
100  among  220  small-cap  fund 
the  past  three  calendar  years 
assets  have  shrunk  so  far 
Perkins  is  practically  mini  a 
with  $29  million  in  assets.  Anc 
again  outperforming  its  smal 
peers  and  the  Standard  &  P 
500-stock  index.  Is  small  beau 
MAXfunds.com  will  give  you  a 
to  find  out. 


DATA:  MAXFUNDS.COM 
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■ 


)en  you   call    up   and  say  you're   a   small 
jsiness,  do   some  businesses  make  you 
?e7,  well ,  urn,   smal  1  ? 


?R    HELPING   A    DIVERSE    RANGE    OF   COMPANIES    SET    UP    BUSINESS    ON    THE    INTERNET, 
RSTAND   WHAT  MOST   BUSINESSES   WANT:  TO  BE  TAKEN  SERIOUSLY.    Whether  you   employ 
]0  people,    MindSpring   Biz   will  help  you  identify  your   needs    for    taking  your 

wness   online.    Me' 11    stake   out  your  piece   of  real    estate   on    the   Web,    and  even 
•ii   get  your   site   designed    if  you'd    like.    And  our   high-speed  business   access 

wee   allows  you    to   experience    the    Internet    the   way  you   should:  immediately . 

mu're    thinking   about   selling   stuff  online,    we   can    talk  you    through   several 
•ce   solutions,    from  shopping   cart   software    to   credit   card  authorization. 

mur  customer   service   staff   is   available   24   hours   a   day   to   help   answer  any 
•ns  you    mi  ve,     including:    "What's    shopping   cart  software?"   Call    us 

U-888-MSPRING   or    visit    us    at    www. mi ndspringbi z . com  and  get  your    first   month 
eb   site   hosting    for    free.    Hurry,    offer   expires    10/31/99. 


' 


" 


You'd   be   happier    using 


MindSpring  Biz 

*  o 
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Mixing  Business  with  Pleasure  by  Lincoln 
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ACROSS 

L  "My,  my,  what  have  we " 

(see  page  at  right) 

5.  Taiwan-based  PC  maker 

9.  Goodyear's  headquarters 

14.  Corrosive  chemical 

15.  Mock  fanfare 

16.  T. Pickens 

17.  Campaign-finance  reform  target 

19.  Works  on  manuscripts 

20.  One  of  Turner's  networks 
2L  Legal  eagle  Dershowitz 

22.  Considerably 

23.  Stock-newsletter  rating 

24.  Cologne  ingredient 


27  Travel  professionals' 

group: 

54.  Pioneer  American  educator 

Abbr. 

57.  Admired  one 

30.  "In  the "  (Nixon  b 

ook) 

58.  Faux 

32.  Vast  expanse 

6L  Nautical  direction 

35.  Presides  over 

63.  Big  Baby  Bell 

38.  Paris  airport 

65.  First  American  monopolist 

39.  Owns 

66.  Cordial 

40.  Chips 

67.  European  capital 

43.  Lodge  brother 

68.  Legend  in  labor  history 

44.  Mr.  Panetta 

69.  "The  world  puts  its  stock" 

45.  Unseat,  as  a  CEO 

in  it:  Abbr. 

46.  Wily 

70.  Mope 

47.  Computer  key 

49.  Administrative  staffs 

r:  Abbr. 

DOWN 

50.  Phone-system  units: 

Abbr. 

L  Possess,  old-style 

51.  Line-     veto 

2.  London  School  specialty:  Ab 

3.  Break  in  friendly  relations 

4.  Wall  Street  summer  clock 
setting:  Abbr. 

5.  Bikini,  for  one 

6.  Sam  Bronfman's  homeland 

7.  '50s  British  prime  minister 

8.  Bit  of  sunshine 

9.  Justice  Fortas 

10.  Brand  name  coined  by 
George  Eastman 

lLVex 

12.  Not  fooled  by 

13.  Hotbed 

18.  Cultural  Revolution  leadei 

23.  Clairol  concern 

24.  Chicago  exchange,  for  shcj 

25.  Not  occupied,  as  an  apart 

26.  Final  authority 

27.  High  points 

28.  Con-game  decoy 

29.  Not  at  all  tasteful 

3L  Network  exec  Arledge 

32.  Mall  tenants 

33.  House  of  Lords  members 

34.  Goodwill,  for  example 

36.  Movado  rival  ' 

37.  Paid  out 

4L  Deteriorates 
42.  Unsolicited  e-mail 
48.  Railroad  patrons 
50.  Natural-gas  giant 

52.  Jazz  singer  Mel 

53.  Lilly  of  pharmaceuticals 

54.  Polite  term  of  address 

55.  Church  section 

56.  PartofN.B. 

57.  "If interrupt..." 

58.  Money  in  Monterrey 

59.  Rights  organization:  Abbt 

60.  Unrepairable 

62.  Determine  judicially 

63.  Grain  bristle 

64.  Ladder-of-success  destina 


For  answers  to  this  puzzle: 

Turn  to  page  233  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 
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WILL  THESE  ACORNS 
TURN  INTO  OAKS? 

A  13-year-old  boy  named  Rob  Mohn  spotted  a 
book,  The  Bulls  and  the  Bears,  in  his  sub- 
urban Chicago  school  library.  His  first 
thoughts:  basketball!  football!  Then  he  looked 
closer.  The  next  thing  he  knew,  he  got  his  dad  to 
help  him  buy  Ethyl  Corp.  convertible  preferreds. 
Right  away,  they  plunged — this  was  amid  the 
rout  of  1974 — but  he  held  on  for  a  profit.  "I  be- 
came a  total  stock  geek,"  he  says.  Other  kids 
"just  looked  at  me  as  a  freak." 

As  Mohn  recalled  all  this  recently  in  his  30th- 
floor  Chicago  office,  I  couldn't  help  thinking 
that  at  age  38,  he's  still  boyish,  and  he's  still  a 
stock  geek.  Then  I  won- 
dered: What's  he  buying 
now? 

His  $310  million  Acorn 
USA  Fund  has  just  turned 
three  years  old  with 
freaky — I  mean,  uncom- 
mon— results  (table).  It's  up 
69%,  more  than  twice  the 
return  of  its  small-cap 
benchmark,  the  Russell 
2000.  Better  yet,  Standard 
&  Poor's  figures  that  the 
fund  soared  even  after  ad- 
justing for  risk.  How?  Just 
the  way  Mohn's  mentor, 
Ralph  Wanger,  manager  of 
the  venerable  Acorn  Fund, 
taught  him:  By  patiently 
picking  and  holding  stocks 
in  strong  little  companies 
that  figure  to  grow  into  big 
companies. 

Acorn  Fund,  which  un- 
like Mohn's  includes  foreign  stocks,  is  famous 
for  four-digit  gains  in  the  likes  of  Harley-David- 
son  and  Carnival.  Less  famously,  Mohn's  fund 
has  been  scoring  with  such  stocks  as 
fiber-optic  networker  rcn,  in  which 
Microsoft  co-founder  Paul  Allen  also 
holds  a  big  stake.  Wanger,  Mohn,  and 
the  managers  of  Acorn's  three  other 
funds  swap  stock  ideas  freely.  Where 
do  they  see  future  gains?  Here  are 


BY  ROBERT  BARKER 

Just  three  years 
old,  the  Acorn  USA 
Fund  is  up  69%- 
more  than  twice 
the  return  of  its 
small-cap 
benchmark,  the 
Russell  2000 


new  business-to-business  Web  site,  mro.h 
order  replacement  parts  and  supplies.* 
bought  the  stock  around  40,  figuring  he  |t 
established  software  business  at  a  fairbri 
plus  a  cheap  call  on  MRO.com.  What's  in 
worth?  Hard  to  say,  but  rival  Ariba  wentw 
in  June  with  a  $1  billion-plus  market  cap,|ea 
twice  the  value  investors  now  put  on  all  f  P: 
ject  Software. 

■  AmeriCredit.  This  company  is  a  le;gr 
financing  sales  of  used  cars  to  people  w  ill 
credit.  Sounds  like  a  rotten  business.  Fac  %, 
the  same  line  that  sent  highflier  Merci 
nance  into  bankruptcy  last  year.  The  difi 
says  Mohn,  is  the  software  tools  that 
Credit  developed  to  figure  out  which  boi 
are  better  risks,  a  job  traditional  lendt 
Mercury  left  largely  to  a  loan  officer's  in 
He  sees  profits  growing  at  30%,  yet  at 
stock  goes  for  10  times  next  year's  est 
earnings.    He    thin 
worth  about  25. 
■  First   Health 
Outsourcing  is  a  ther 
ning  through  stocks 
Acorn    funds,    and 

PATIENT:  Mohn  hold 
stocks  for  the  long  h 


Turning  in  Dandy  Returns 


TOTAL  RETURN 


YEAR  TO  DATE 


3.4% 


THREE-YEAR 

ACORNUSA      18.6% 

MSSELL  200P .?:.?. ?.:.! four  stocks  they've  been  buying  lately 

*  Annualized  since  fund's  inception,  Sept.  4,  1996,        and  why: 


to  Sept.  30,  1999     **  Through  Sept.  30 

DATA:  ACORN  FUNDS, 
FRANK  RUSSELL  CO. 


■  Project  software  &  development. 
Like  the  rest  of  us,  Mohn  is  agog  at 
the  market  values  Internet  companies 
are  getting.  He  wants  some  of  that,  too,  but  he 
wants  it  the  Acorn  way — at  better  odds.  That's 
why  he  has  been  buying  this  maker  of  custom 
software  systems.  He  calls  it  "my  chicken-heart- 
ed Internet  play."  Factories  use  the  company's 


■  National  Data. 
processor  of  credit- 


Health  is  a  prime  e) 
It  has  built  a  nati 
network  of  pn 
provider  or,ganizatio 
collects  a  fee  for  m 
them  with  such  big 
nies  as  McDonald's 
do  the  dirty  bac 
work,"  Mohn  says,  b 
none  of  the  under 
risk  shouldered  by 
insurers.  Now  at 
stock  in  Acorn's 
worth  30. 

Mohn's  big  position 
and  debit-card  char; 
prescription  claims  got  whacked  recent! 
quarterly  earnings  missed  the  Street's  e 
by  a  penny.  At  25,  the  stock  boasts  a 
price  to  future  earnings  of  about  10 — to  ] 
"dumb"  number.  The  market  is  confu 
thinks,  because  National  Data  operates 
distinct  markets — financial  services  and 
care.  "The  stock  falls  in  the  Wall  Street 
where  we  pick  it  up,"  he  says.  Its  goal,  t 
mate  physician  claims  much  as  it  does  tl 
prescriptions,  lends  it  growth  potential  tl 
ket  is  ignoring.  He  values  it  around  60 

Will  all  four  of  these  stocks  prove  inste 
ners?  Unlikely.  But  as  even  less  precociov 
geeks  I  know  have  learned,  winning  is  a 
picking  carefully  and  staying  patient 

For  barker.online,  go  to  www.busine 
com/investor/  or  AOL,  Keyword:  BW  Da 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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To  the  competition,  you  are  invisible. 


*  I're  a  major  player  in  the  securities 
ets  So  when  it's  time  to  trade,  the 

me  world  is  your  competition. 
Ik    market    knows   what   you're 
{,  it    may    move   against   you   — 
ig  the  price  up  or  down  —  before 

'J* .an  take  advantage  of  it. 
It's  \\h\  you  trade  electronical!) 
Instinct  —  lor  the  anonymity  you 
,Jf  and  the  liquidity  you  need 
tusands  of  institutions  around  the 
I  use  Instinct  to  electronical!)  access 


some  of  the  broadest,  deepest,  most 
liquid  trading  opportunities  anywhere. 

And  because  we  don't  have  our  own 
portfolio,  we  never  compete  or  take  a 
position  opposite  your  trades. 

Our  goal  is  to  help  you  get  the 
fastest  trade  at  the  best  price  —  and  we 
handle  the  follow-up  automatically. 

If  you'd  like  the  better  performance 
that  can  come  with  anonymous 
trading,  call  toll  free  1  8"-INSTINET 
or  \  isit  ww  w  lnstinet.com 


Instinet 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price* 
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Washington,  D.C.,  is  home  to  some  of  the  country's  most  preferred  addresses. 
Now  Parkland  apartments  is  one  of  them. 


Over  the  years,  the  Parkland  community  began  showing 
its  age  and  became  run-down.  But  something  remarkable 
happened  when  the  apartments  were  renovated 
and  new  grass  and  flowers  were  planted.  An  entire 
community  sprang  back  to  life.  With  Parkland, 
Fannie  Mae  used  its  financial  innovation  to  help 
transform  the  community.  Working  with  a  developer 
and  lender,  the  property  emerged  as  an  870-unit 
community  with  landscaped  grounds,  playgrounds, 
and  a  water  park. 

Fannie  Mae  is  the  largest  source  of  funds  for  home 
mortgages.  Yet  many  people  don't  know  that  we're  also 
the  largest  private-sector  provider  of  financing  for 
affordable  rental  housing  in  America.  And  in  1998, 
we  invested  a  record  $15  billion  to  help  nearly 
400,000  working  families  find  communities  they  could 
be  proud  to  call  home. 


*S 


£i  FannieMae 

.fanniemae.com 
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KULICKE  A  'SLEEPER9? 


NE  G.  MARCIAL 

e  4  Soffa's 
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nay  surge, 
no  rival  may 
ting  Boyd 
g.  And  ITT 
Ties  looks 
'shift  into 
ear 


UP  AND  DOWN 
LIKE  A  YOYO 


Semiconductor  stocks  are  staging  an  impres- 
sive rally,  but  some  of  them  arc  still  out  of 
sync.  One  stock  that  continues  to  trail  the 
group  is  Kulicke  &  Soffa  industries  (klic),  the 

world's  largest  maker  of  semiconductor  assembly 
equipment.  The  shares  have  been  acting  like  a 
yo-yo:  They  fell  from  25  in  April  to  19  in  May. 
rebounded  to  28'^  in  July,  then  tumbled  to  19  in 
August,  closing  at  26  on  Oct.  6.  But  that  doesn't 
bother  investment  manager  Scott  Black,  a  rabid 
value  player  who  scouts  for  companies  that  are 
doing  poorly  but  whose  businesses  are  on  the 
verge  of  a  turnaround.  He  thinks  Kulicke  &  Sof- 
fa is  one  such  sleeper. 

"It  is  in  an  industry 
that's  moving  fast,  and 
with  Kulicke's  leading-edge 
technology,  the  company 
will  at  least  catch  up  with 
its  peers,"  says  Black,  pres- 
ident of  Delphi  Manage- 
ment in  Boston.  "The  stock 
should  double  from  here  in 
12  months,  based  on  the 
earnings  recovery  we  are 
projecting."  The  recovery  is  due,  in  part,  to  the 
bounce  in  the  Asian  economies  and  the  rebound 
in  iv  sales  in  the  U.  S.  Kulicke's  assembly  prod- 
ucts include  wire-and-die  bonders,  which  are 
used  to  bond  tiny  circuit  wires  to  semiconductor 
chips,  and  which  account  for  some  60%  of  equip- 
ment sales.  Among  Kulicke's  major  customers: 
Intel,  Micron  Technology,  Lucent  Technologies, 
and  Motorola. 

Black  figures  that  Kulicke  has  a  70%  share  of 
the  market  in  the  U.S.  market  and  33%  world- 
wide. Stronger  demand  for  more  advanced  sys- 
tems has  raised  spending  on  assembly  equip- 
ment, pushing  up  orders  for  Kulicke  bonders, 
says  Black.  Analysts  expect  Kulicke  to  post  a 
loss  this  fiscal  year  (ended  Sept.  30.).  Black  fig- 
ures Kulicke  will  be  back  in  the  black  in  2000, 
with  earnings  of  $1.25  a  share  on  revenues  of 
$600  million',  and  $2  on  $690  million  in  2001. 

WHY  BOYD  GAMING 
MAY  BE  A  GOOD  BET 


&  SOFFA 
INDUSTRIES 

APR.  9.  '99  OCT.  6 

▲  DOLLARS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 


NOT  EXACTLY 
ON  A  ROLL  NOW 


BOYD  GAMING 
STOCK  PRICE 


A  DOLLARS 

DATA  HIHOMMM.  MNANnJI  HARM  IS 


Investment  pro  Steve  Kroll  is  not  a 
gambling  man,  but  he  is  keen  on 
casino  stocks  these  days.  He's  bet- 
ting that  Big  Board-listed  Boyd  (lam- 
ing (BYD),  currently  at  0  a  share,  will 

s i  catch  tire  like  many  other  gam- 
bling stocks  have.  "It  is  a  play  on  the 
millennium  traffic  [at  New  Year's]  and 

a  takeover  bet  as  well,  "  he  says. 

"Boyd  is  the  cheapest  and  the  hest 
valuation  story  in  the  casino  group," 
argues    Kroll,    a    money    manager   at 


New  York  Investment  firm  Monne  I  re  pi  & 
Hardt.  Othei  that  Kroll  had  picked 

earlier  this  year  have  run  up,  including  Park 
Place  Entertainment,  which  leaped  from  7  in 
April  to  L3,  and  Station  Casinos,  which  has 
zoomed  from  ]'■',  to  25. 

Kroll  believes  that  Boyd,  which  own-  12  casi- 
nos located  in  Illinois,  Louisiana,  Mississippi,  and 
Nevada,  is  worth  at  least  20,  based  on  its  earn- 
ing- growth  and  the  lofty  price-earnings  ratios  of 
its  peers.  Boyd  currently  sells  at  six  times  Kroll's 
estimated  2000  earnings  of  $1  a  share,  up  from 
an  estimated  65c  this  year. 

Kroll  notes  that  Boyd  will  open  a  resort  in  At- 
lantic City  through  a  "sweetheart  deal"  that  it 
has  struck  with  Mirage  Resorts,  arranged  by 
the  tatter's  chairman  and  CEO,  Steve  Wynn.  In 
Atlantic  City,  Boyd  and  Mirage  are  co-developing 
a  resort  called  the  Borgata,  a  $750  million  en- 
tertainment facility  with  1,200  guest  rooms.  It 
will  adjoin  Mirage's  own  planned  resort  com- 
plex. The  Borgata  is  scheduled  to  open  in  2002. 

With  the  consolidation  going  on  in  gambling, 
Kroll  thinks  Boyd  could  become  an  attractive 
takeover.  Right  now,  it  looks  as  if  "Mirage  and 
Boyd  are  on  very  friendly  terms,"  says  Kroll. 

ITT  INDUSTRIES: 

ITS  TIME  MAY  BE  NIGH 

The  stock  market  has  been  hard  on  industri- 
al companies,  despite  the  economy's 
strength.  Take  ITT  Industries  (nx),  whose 
stock  is  down  from  41J4,  in  mid-April  to  32,  at  a 
depressed  p-e  ratio  of  just  12.6  on  estimated 
1999  earnings.  But  some  analysts  are  certain 
that  the  time  for  such  industrial  stocks  is  near,  if 
not  already  here. 

Over  the  past  two  years,  ITT  Industries  has 
changed  its  business  mix,  and  "emphasis  has 
shifted  toward  profit  enhancement  and  acquisition 
growth,"  says  Quinten 
Nufer,  an  analyst  at  War- 
burg Dillon  Read.  He  be- 
lieves that  "the  stock's  un- 
derperformance  is  a  buying 
opportunity"  and  also  that 
strong  earnings  gains  and 
improving  fundamentals 
could  well  drive  an  expan- 
sion of  the  p-e. 

ITT  Industries  was 
formed  after  the  191)5 
breakup  of  ITT  Corp.,  which  then  included  gam- 
ing, hotel,  insurance,  and  education  management 
operations.  Now,  iit  Industries  has  "a  [xirtfolio  of 
faster-growing,  less  cyclical,  and  more  profitable 
businesses,"  says  Nufer.  PIT  is  a  major  producer 
of  pumps,  electronic  connectors,  and  military  de- 
fense gear.  Harriet  Baldwin  of  Deutsche  Bank 
Alex.  Brown  rates  the  Mock  a  buy.  based  on  its 
market   leadership  and  opportunities  to  improve 

returns.  Her  12-month  target  for  the  stock  price 
i.-  Hi,  or  16  times  her  2iHMi  earnings-per-shari 
timate  of  $2.90. 
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Figures  of  the  Week 


STOCKS 

S&P  500 

Oct.    Apr.    Oct.  Sept.30-0ct.6 


U.S.  MARKETS 


Oct.  6 


%  change 
Week         Year 


=pl  325.40 

1310 


11- 


Dow  Jones  Industrials  10.588.3 

Nasdaq  Composite  2857.1 

Nasdaq  100  2531.9 

S&P  MidCap  400  389.9 

S&P  SmallCap  600  177.2 

S&P  SuperComposite  1500  278.0 

SECTORS  Oct.  6 


3.7 

4.6 
5.6 
2.0 
1.9 
4.2 


36.7 
89.1 
113.7 
34.8 
28.4 
34.5 


%  change 
Week  Year 


52-week  change  1  -week  change 
+36.5%  +4.5% 


COMMENTARY 

The  market  may  finally  be  re- 
turning to  health.  U.S.  stocks 
slumped  on  Oct.  1,  after  a 
manufacturing  report  suggest- 
ed the  economy  may  be  grow- 
ing too  fast  and  encourage  in- 
flation. But  interest-rate 
optimism  gave  stocks  and 
bonds  new  vigor.  On  Oct.  6, 
the  Dow  Jones  industrial  aver- 
age rose  188  points  in  antici- 
pation that  third-quarter  prof- 
it growth  will  be  healthy. 

Data;  Bloomberg  Financial  Markets 


S&P/BARRA  Growth  775.3  5.6  43.8 

S&P/BARRA  Value  574.2  3.2  24.6 

S&P  Basic  Materials  125.5  2.5  16.2 

S&P  Capital  Goods  1023.7  3.9  46.2 

S&P  Energy  812.9  -0.8  9.1 

S&P  Financials  128.8  6.4  28.5 

S&P  REIT  76.7  1.1  -8.0 

S&P  Transportation  609.6  3.3  6.5 

S&P  Utilities  244.6  2.2  -7.7 

GSTI  Internet  485.2  5.5  235.2 

Morgan  Stanley  Cyclical  544.8  2.1  36.8 

PSE  Technology  656.6  4.3  127.3 


%cl 

GLOBAL  MARKETS 

Oct  6 

Week 

S&P  Euro  Plus 

1342.5 

2.0    1 

London  (FT-SE  100) 

6097.5 

1.3 

Frankfurt  (DAX) 

5353.3 

4.2 

Tokyo  (NIKKEI  225) 

17,896.4 

3.6 

Hong  Kong  (Hang  Seng) 

13,018.0 

1.3 

Toronto  (TSE  300) 

7025.1 

2.1    1 

Mexico  City  (IPC) 

5116.3 

0.7    1 

FUNDAMENTALS 


Oct.  5 


ago      ■ 


S&P  500  Dividend  Yield  1.30% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  30.9 

S&P  500  P/E  Ratio  (Next  12  mos.)*  22.4 

First  Call  Earnings  Surprise*  5.01  % 

•First  Call  Corp. 

TECHNICAL  INDICATORS  Oct.  S 


1.31  % 
30.1 
22.5 
3.95  % 

Week 
ago  j 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1307.1      1303.9 
31.0%      30.0% 
0.58  0.62 

1.24  1.25 


BEST-PERFORMING        Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


Gold  Mining 

Shoes 

Defense  Electronics 

Specialty  Retailers 

Instrumentation 


30.3  Communications  Equip.  170.1 

14.9  Instrumentation  141.6 

14.6  Semiconductors  141.3 

12.0  Invest.  Banking/Brkrge.  109.6 

8.2  Computer  Systems  96.0 


HMOs  -32.6 

Toys  -29.7 

Furnishings  &  Appliances  -26.6 
Cosmetics  -19.5 

Oil  &  Gas  Drilling  -16.2 


Pollution  Control 

Toys 

Food  Wholesalers 

Tobacco 

Manufactured  Housing 


Ikt 


U 

-.it 
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MUTUAL  FUNDS 


■■s&p  mo"  m 

4-week  total  return 


I  All  Equity  Week  ending  Oct  5 

52-week  total  return 


%      -4       -3       -2 
Data:  Morningstar,  Inc 


16      24       32      40      48 
"Vanguard  500  Index  fund 


EQUITY  FUND  CATEGORIES 


Leaders 

Four-week  total  return 


Laggards 

Four-week  total  return        % 


Precious  Metals 
Japan 

Communications 
Technology 
Diversified  Pacific/Asia 

Leaders 

52-week  total  return 


27.3   Health  -7.9 

4.1  Natural  Resources  -6.6 
2.4  Mid-cap  Value  -5.6 

2.2  Large-cap  Value  -4.9 
1.0  Small-cap  Value  -4.2 

Laggards 

%  52-week  total  return  % 


Technology 

lapan 

Diversified  Pacific/Asia 

Communications 

Pacific/Asia  ex-Japan 


145.3  Real  Estate 

120.3  Precious  Metals 

85.8  Domestic  Hybrid 

81.8  Utilities 

73.8  Small-cap  Value 


2.0 
11.3 
14.2 
15.2 
15.6 


INTEREST  RATES 


KEY  RATES 


Week      Year 
Oct.  6       ago        ago 


BLOOMBERG  MUNI  YIELD  EQUIV 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


4.92%  4.90%  5.02% 
4.80      4.83      4.15 


Taxable  equivalent  yields  on  AAA-rated,  ta> 
municipal  bonds,  assuming  a  31%  federa 

10-yr.  bond  3 


1-YEAR  TREASURY  BILLS  5.32      5.27      4.23 

10-YEAR  TREASURY  NOTES       6.03      5.97      4.34 


GENERAL  OBLIGATIONS         4.99% 


TAXABLE  EQUIVALENT 


7.23 


30-YEAR  TREASURY  BONDS       6.17      6.13      4.83 
30-YEAR  FIXED  MORTGAGEt     7.90      7.80      6.54 


INSURED  REVENUE  BONDS  5.17 
TAXABLE  EQUIVALENT  7.49 

tBanxQuote,  Inc. 
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BW  PRODUCTION  INDEX 


Change  from  last  week:  -0.5% 


155- 

INDUSTRIAL  OUTPUT 

150 Sept  25=148.4 

1992=100 
145 


Change  from  last  year:  4.5% 


The  index  is  a  4-week_ 
moving  average 


135  ■ 


Sept. 
1998 


Jan. 
1999 


May 
1999 


Aug. 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  contir 

dine  in  the  week  ended  Sept. 
averaged  index  also  fell,  to  147.2 
Electric  output  was  down  1.1% 
sonal  adjustment,  as  cooler  te 
prevailed.  Auto  and  truck  produc 
as  crude-oil  refining  also  fell.  Inc 
noted  in  the  output  of  steel,  coal, 
Rail-freight  traffic  was  also  up 
modal  freight  this  week  higher 
other  previous  week  in  history. 


I  THE  WEEK  AHEAD 


RETAIL  SALES  Thursday,  Oct.  14, 
8:30  a.m.EDT*-  Retail  sales  probably  in- 
creased at  an  annual  rate  of  0.3%  in  Sep- 
tember, says  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's  mms,  a 
division  of  The  McGraw-Hill  Companies.  Ex- 
cluding car  purchases,  store  receipts  likely 
rose  0.4%.  Shoppers  were  busy  in  August, 
when  total  retail  sales  jumped  1.2%  and 
nonauto  purchases  increased  0.7%. 

EXPORT-IMPORT  PRICES  Thursday,  Oct.  14, 
8:30  a.m. edt  ►  Prices  of  exported  goods 
likely  edged  up  0.2%  in  September,  after  a 
0.4%  gain  in  August.  Import  prices  were 
probably  up  by  a  large  0.7%,  on  top  of  a 


1%  jump  in  the  preceding  month.  The  re- 
cent import-price  acceleration,  however,  is 
concentrated  in  higher  oil  prices. 

PRODUCER  PRICE  INDEX  Friday,  Oct.  15, 
8:30  a.m.EDT>  Producer  prices  of  finished 
goods  probably  rose  0.4%,  says  the  s&p  mms 
median  forecast.  That  follows  a-0.5%  in- 
crease in  August.  Excluding  food  and  ener- 
gy, core  prices  likely  rose  a  smaller  0.2%  for 
the  month,  after  falling  0.1%  in  August. 

BUSINESS  INVENTORIES  Friday,  Oct.  15, 
8:30  a.m. edt*-  Inventories  held  by  manu- 
facturers, wholesalers,  and  retailers  likely 
edged  up  0.3%  in  August,  the  same  as  the 


July  gain.  Inventories  have  been  very 
this  year,  in  part  because  businesses 
anticipate  the  strength  in  demand. 

INDUSTRIAL  PRODUCTION  Friday,  Oct. 
9:15  a.m. edt*-  The  mms  median  for« 
expects  that  output  at  factories,  min' 
utilities  probably  rose  0.3%  in  Septe 
Output  rose  0.3%  in  August.  The  aw 
operating  rate  likely  stayed  around  8 


;?/  < 
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For  more  investment  data  and  t 

components  of  the  production  ind 

visit  www.businessweek.com. 
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lex  to  Companies 

p  gives  the  starting  page  for  a  story  or 
villi  a  significant  reference  to  a  company. 
isidiaries  are  indexed  under  their  own  names. 
<  s  listed  only  in  tables  are  not  included. 
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Editorials 


POVERTY  IN  AMERICA:  SOME  GOOD  NEWS 


The  current  expansion  has  just  entered  its  35th  quar- 
ter— on  its  way  to  becoming  the  longest  in  U.  S.  history. 
Of  all  the  economy's  achievements,  perhaps  none  is  more 
important  than  the  improvement  being  made  in  the  lives  of 
the  very  poor.  The  Census  Bureau's  latest  report  contains 
much  good  news:  the  poverty  rate  is  the  lowest  in  10  years, 
annual  income  for  the  poorest  fifth  of  black  households  has 
jumped  by  20%  since  1992,  and  income  inequality  has  finally 
stopped  worsening.  After  three  decades  of  decline,  real  wages 
are  at  last  rising  in  response  to  America's  tight  job  market 
(page  156). 

The  Fed,  which  did  not  raise  rates  at  its  latest  meeting, 
has  shown  courage  in  fostering  the  fastest  sustainable 
economic  growth  possible,  despite  criticism  from  conven- 
tional inflation  hawks.  This  has  driven  the  unemployment 
rate  to  around  4%,  producing  a  job  market  with  enough  de- 
mand to  raise  the  wages  of  workers  at  the  very  bottom  of 
the  economy. 

All  this  is  great  for  America's  cities.  The  tight  labor  mar- 
ket is  encouraging  companies  such  as  United  Airlines,  H&R 
Block,  and  Sprint  to  look  for  workers  in  places  they  never 
dreamed  of — and  to  pay  them  higher  wages.  Companies  are 
investing  in  training  new  employees  and  upgrading  their 
skills.  Desperate  for  laborers,  they  are  moving  to  inner  cities, 
injecting  new  wage  money  that  attracts  retail  chains,  such  as 
Costco  and  Pathmark  Stores.  Across  the  nation,  inner  cities 
are  being  reborn. 

Government  policy  is  playing  a  major,  if  mixed,  role.  Rais- 


ing the  minimum  wage  is  probably  helping  to  boost; 
come  at  the  very  bottom  of  the  wage  scale.  Yet  t| 
number  of  immigrants  permitted  into  the  U.S.  id 
years  probably  puts  downward  pressure  on  wage! 
lower  end.  The  Earned  Income  Tax  Credit  for  the  ] 
poor  is  clearly  helping  by  putting  up  to  $26  billion  i  j 
pockets  each  year. 

But  the  gains  remain  insufficient.  The  povertj 
America  is  still  12.7%,  or  34.5  million  people,  cond 
above  the  11.1%  rate  of  1973  and  significantly  mil 
the  23  million  poor  people  in  1973.  The  ex-poor  must| 
their  skills,  crossing  the  digital  divide  into  the  highe 
New  Economy,  if  possible.  But  if  there  is  a  serious 
any  time  soon,  they  could  easily  drop  back  into 
This  time  there  won't  be  much  of  a  welfare  safetl 
catch  them. 

The  best  hope  for  reducing  poverty  lies  in  contir 
fastest  pace  of  sustainable  growth  possible.  How  f| 
open  question.  The  economy  has  sustained  4%  gro\ 
cent  years  without  inflation.  The  Fed  appears  to  bel 
a  3%  annual  rate  is  doable  over  the  long  run. 
enough.  At  that  rate,  job  markets  can  remain  sul 
tight  to  keep  real  wages  rising  in  a  moderate  fashion] 
turn,  requires  a  very  delicate  balancing  act  by  the 
must  remain  vigilant  to  signs  of  an  inflationary  surg 
also  must  not  prematurely  squeeze  the  life"  out  of ; 
ingly  robust  expansion  that  is  finally  beginning  to  imj] 
lot  of  America's  poor. 


WHY  THIS  MERGER  WAVE  IS  DIFFERENT 


Worldwide  mergers  and  acquisitions  hit  a  record  $2.2 
trillion  dollars  in  the  first  nine  months  of  1999,  up 
nearly  20%  from  a  year  ago.  The  $129  billion  union  of  MCI 
WorldCom  Inc.  and  Sprint  Corp.  is  only  the  largest  of  hun- 
dreds of  megadeals  sweeping  the  U.  S.,  and  Europe.  What's 
going  on?  And  what  should  trustbusters  do  about  it? 

The  current  merger  wave  is  very  different,  in  kind  as 
well  as  size,  from  those  in  the  past.  Not  one,  not  two,  but  up 
to  half  a  dozen  forces  are  driving  mergers.  Companies  are 
merging  not  only  to  cut  costs  and  shrink  capacity  but  also  to 
gain  access  to  new  technologies,  new  markets,  new  skills,  even 
new  workers.  Offline  companies  are  buying  online  compa- 
nies to  get  access  to  the  Internet.  Online  companies  are 
merging  to  expand  the  palette  of  services  they  offer  cus- 
tomers. So  desperate  for  Net-savvy  workers  are  some  com- 
panies that  they  are  even  merging  just  to  get  bodies. 

Mergers  in  telecommunications  epitomize  several  trends. 
Long-distance  telephone  operator  AT&T,  for  example,  bought  into 
wireless,  then  into  cable.  MCI  WorldCom  is  doing  the  same,  as 
is  Deutsche  Telekom,  which  bought  into  the  Hrvatska  Corp., 


and  France  Telecom,  which  linked  up  with  Vodafor 
The  decline  of  pricing  power  is  another  major  ford 
mergers  these  days.  Globalization  and  electronic  c| 
have  increased  competition,  preventing  companies 
ing  prices.  Profit  margins  are  being  squeezed.  Meij 
one  way  to  cut  costs  by  shedding  labor. 

Finally,  companies  are  merging  to  trim  capacitj 
competition,  and  hike  prices.  Energy  prices  are  up  bej 
opec  cartel  can  enforce  production  cutbacks,  at  lej 
short  run.  But  the  mergers  of  energy  companies  havJ 
to  a  drop  in  refining  capacity,  helping  to  push  oil  pric<| 
There  have  been  mergers  in  copper,  nickel,  and 
that  have  decreased  capacity,  production,  and  comp^ 
well.  And  prices  of  industrial  metals  have  been  mo\ 
The  bottom  line:  Unlike  in  the  past,  there  are  loll 
sons  for  mergers.  Consolidation,  especially  in  Old  Ecu 
dustries  such  as  metals,  can  lead  to  less  compeq 
higher  prices.  But  the  situation  in  the  fast  moving, 
ly  innovating  New  Economy  is  much  more  compled 
quires  a  defter  hand.  Trustbusters,  please  take  nota 
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How  hard  will  their  lives  be? 

How  will  they  learn,  shop, 

entertain? 

Where  will  they  work? 

In  a  completely  interconnected 

world,  will  they  be,  at  last, 

completely  liberated  to  be 

themselves? 

At  IBM,  we  are  obsessed  by 
these  questions.  Because 
we  believe  that  every  action 
we  take  today  affects  what 
will  be  possible  for  our  kids, 
the  world's  kids. 
Every  e-business  we  create, 
every  solution  we  invent, 
every  customer  we  touch 
today  lays  a  foundation  for 
what  comes  next. 

Want  to  invent  that  world? 
Explore  your  options  at: 

m/vw.  ibm .  com/why  work 
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It  adds  six  ounces 

to  your  pocket  while 

lifting  considerably  more 

from  your  shoulders. 

Consider  the  Nokia  6100  Series 
wireless  phone  your  own  personal 
assistant.  This  digital  wonder  is 
loaded  with  features  to  help  you 
get  through  your  busy  day: 
up  to  199-name  phone  directory, 


one-touch  dialing,  calendar,  clock, 
calculator,  caller  ID,  text  messaging, 
reminder  messages,  call  waiting, 
up  to  four  hours  of  talk  time,  up  to 
200  hours  of  standby  time,  four 
games  and  profile  settings  that  let 
you  silence  your  phone  during 
important  meetings.  So  if  you  feel 
as  if  you're  carrying  the  weight 
of  the  world,  try  carrying  the  Nokia 
6100  Series  wireless  phone  instead. 
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GREENSPAN: 

Keeping  mum 


FED  WATCH 

TURNING  JUNKYARDS 
INTO  A  CRYSTAL  BALL 

FEDERAL  RESERVE  CHAIRMAN 

Alan  Greenspan  manages  the 
world's  largest  economy  and 
oversees  some  of  the  nation's 
largest  banks.  So  why  did  he 
write  a  technical  treatise, 
"Motor  Vehicle  Stocks,  Scrap- 
page  and  Sales"  for  an  ob- 
scure academic  journal? 

The  paper,  published  in 
August  in  The  Review  of 
Economics  and  Statistics  and 
co-authored  with  Fed  econo- 
mist Darrel  Cohen,  aims  to 
come  up  with  a  more  accu- 


rate    way     to 
forecast         car 
sales.       Littered 
with  lengthy  mathe- 
matical equations  and 
ensely  worded  argu- 
ments, the  article  is, 
say  Fed  officials,  the 
first  academic  journal 
piece  ever  written  by  a 
sitting  chairman. 

Five  years  in  the  making,  it 
delves  into  a  subject — auto 
scrapping — that  few  policy- 
makers care  about.  It  doesn't 
just  try  to  determine  what 
motivates  consumers  to  buy, 
it  asks  why  car  owners  decide 
to  junk  their  vehicles,  in  the 
belief  that  such  decisions  also 
affect  sales.  Plug  some  vari- 
ables into  equations  that  rep- 
resent those  decisions,  and 
you  get  a  forecast.  But  de- 
spite the  out-of-the-box  ap- 
proach, in  one  way  the  paper 
is  vintage  Greenspan.  Neither 
he  nor  other  Fed  officials  are 
saying  exactly  what  the  cur- 
rent forecast  is.     Rich  Miller 


TAXING  MATTERS 

DEATH  WITHOUT 
TAXES?  NOT  SO  FAST 

EVEN    IN    DEATH,   AND    EVEN 

overseas,  the  taxman  cometh. 
The  heirs  of  Ted  Arison,  best 
known  as  the  founder  of  Car- 
nival Cruise  Lines,  may  be 
in  for  a  substantial  tax 
bill,  thanks  to  the  way 
the  U.  S.  tax  code 
treats  emigrants. 

Arison  was  born  in 
Palestine  but  made 
his  fortune  in  the 
U.S.  He  died  on 
Oct.  1  at  age  75  in 
Israel,  having  moved 
back  there  in  1990. 
An  American  citizen, 
however,  must  live  abroad  for 
10  years  to  be  considered,  for 
tax  purposes,  a  foreign  resi- 
dent. Arison  only  lived  in  Is- 
rael for  nine.  So  his  estimat- 


ed $5  billion  estate  could  be 
subject  to  estate  taxes  as 
high  as  55%.  Israel  has  no 
estate  tax. 

Bruce  Stone,  a  Miami  at- 
torney representing  Arison, 
declined  to  comment.  But  le- 
gal experts  say  that  Arison's 
estate  might  be  set  up  in 
such  a  way  that  it  does  not 
even  enter  probate,  a 
common  practice 
among  the  wealthy. 
Arison,  survived 
by  son  Micky,  who 
now  runs  Carnival, 
and  daughter  Shari, 
who  oversees  his  Is- 
raeli investments, 
were  clearly  aware 
of  the  approaching 
tax  problem.  "All  I 
know  is  my  lawyer,  he  told 
me. . .  'You'd  better  live  for 
10  years,' "  he  said  in  a  1996 
deposition.  "That's  it.  So  I'm 
trying."  Dennis  Blank 


TALK  SHOW  UThere  is  an  overwhelming  medical  and  senll 
ic  consensus  that  cigarette  smoking  causes  lung  cancer,  i  irt 
disease,  emphysema  and  other  serious  diseases  in  smokeil) 

— New  posting  on  the  Philip  Morris  Web  site 


AFTERLIVES 

OUT  OF  OFFICE, 
BUT  IN  FASHION 

CARL     BILDT,     THE     FORMER 

Prime  Minister  of  Sweden, 
is  making  the  journey  from 
the  Riksdag  to  the  rag 
trade,  cour- 
tesy of  the 
Internet. 

Bildt  has 
found  a  new 
career,  agree- 
ing to  serve 
on  the  adviso- 
ry board  of 
the  fast-grow- 
ing Stock- 
holm-based BILDT: 
startup  dress  New  career 
mart.com, 

which  sells  men's  business- 
wear.  "I  am  committed  to  the 
revitalization  of  Sweden,  not 
least  through  development  of 
the  new  economy  and  infor- 


mation technology,"  Bil.  sa 
For  dressmart.com,  e  i 
use  his  heft  a  few  kys 
month  to  open  dots 
heavy  hitters  as  the  mp 
ny  expands  outsidi  t 
Nordic  region.  "Car  Bill 
will  help  us  globalize  res 
mart,"  says  the  eormnv 
co-founder,  Markus  Li$so 
By  yearend,  the  ;es 
mart.com  site  hopes o  I 
open  in  seven  Euioe: 
countries  and  the  U.  1 1 
company  wants  to  goubl 
eventually.  In  the  mea;im 
Bildt  has  received  stoj:  oj 
tions,  but  no  salary. 

Bildt  resigned  as  lets* 
Sweden's  opposition  riglwij 
Moderate  Party  earliM 
year,  and  withdrew  froipa 
tics.  He  does  plan,  hopR 
to  remain  active  in  them 
matic  world.  He  is  cuiW 
the  European  Union's  a 
Representative  for  the  ih 
Yugoslavia.  William  Ec)l 


CAR  TALK 

HONDA  REHEARSES 
A  PICKUP  LINE 

IS  HONDA  THINKING 

of  producing  a  pick- 
up  truck?    It   cer- 
tainly looks  that  way. 
On  Oct.  20,  at  the  Tokyo 
tor  Show,  the  carmaker  will 
unveil  a  concept  car  from  its 
North  American  design 
studio  that  looks  sus 
piciously  like  a  next 
generation  convert- 
ible   pickup.    The 
Spocket  is  a  sporty 
two-seater      with 
four-wheel  drive  and 

a  flatbed  in  the  rear.  Yet  

slide  the  roof  back  and  roll 
the  rear  windows  down,  and 
it's  a  two-seater  sports  car. 

The  Spocket  isn't  a  full- 
bore  pickup:  It  packs  only  a 
1.3-liter  engine.  Honda  in- 
sists it  has  no  plans  to  man- 
ufacture the  truck  anytime 
soon.  "It's  a  creative  exer- 
cise at  this  point,"  says 
a  Honda  spokesman.  Yet 
designers   say  that   Honda 


Pr 

Hiro 
Yoshino  revi 
the  Spocket  n 
ly  and  liked  it 
New  mini 
sport-utility 
cles,  and  pickup  t 
from  the  Japanese 
already  started  to  trei 
on  Detroit's  truck  terri 
Honda's  redesigned 
Odyssey  minivan,  laun 
last  October,  is  luring 
away  from  both  Chry: 
$22,000  Voyager  and  F 
$19,000  Windstar.  If  H 
finds  a  way  to  actually 
the  average  clunky  pi' 
cool,  Detroit  may  really 
trouble.         Emily  Tlu 
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Re-birth  announcement. 


iMac 


hear  this:  iMac  is  the 

first  computer  to  integrate 

Harman  Kdrabn's  new 

micro-speakers,  which  deliver 

ultra  clean  stereo  wund 

across  a  wide  dynamic  range. 


Instant  gratification.  No 
more  waiting  through  a  long 
startup,  i  \lacwakes  up  right 
when'  \>ou  left  off  last  time. 


All-new  recipl 


600MHz  Pentium  III:  8.1 


400MHz  iMac:  13.1 


BYTEmark  Integer  Index  Processor  Scores 


Speed /brills.  The  G3  chip  in  every  iMac  (up  to  400MHz)  out-duels  even  the 
fastest  Pentium  III  processor  in  PCs  costing  twice  as  much. 


Silence  is  golden. 
Unlike  PCs,  iMac  doesn't 

need  a  fan  inside  It's 
ingeniousl  i '  engineered 
to  be  the  worlds  quietest 
desktop  computer. 


Let  the  games  begin.  A  built-in  AH 
RAGE  128  VR  graphics  accelerator. 
with  8MB  of  graphics  memory  lets 
you  play  the  most 
hyper-realistic 
3D  games.  (We' 
included  two  to 
get  you  started.) 


Music  to  theeyes.  iMac  has  been 
resculptedso  it's  smaller,  sleeker 
and  more  translucent.  Still  in 
five  flavors  (D\  'model),  plus  a 
new  Special  Edition  in  Graphite. 


Strawberry 


Tangerine 


I 


h'li  minutes  to  the  Ink 
Plugm,  connect the pb 
line  and  let  iMac  be  your 
guide.  You'll i 
on  the  web  in  no  time. 


. 


t  ingredients. 


j  Mac  comes  with  a  Men  ,  q)  memory 

MBm  the  Special  Edition  model).  Bui  if  you 
ever  need  more,  just  open  the  easy-access  memory 
compartment  with  the  twist  of  a  coin  -  and  upgrade 
all  the  way  to  512MB. 


» 


Easy  loading.  The  new  iMac  is 
the  first  computer  to  feature 
an  elegant  slot  loading  CD  or 
DVDdrive.  No  moresliding  trays  to 
fumble  with  as  you  load  software, 
music  CDs  or  DVD  movies. 


•  ff 


t  Point  and  plug. 

lidepanelmai 
connecting  the  built-in 
56K  modem  Ethernet,  USB  and  high- 
speed FireWire  mi  l>\  models)  a  snap. 


+      ^    Blazmgperipherals 
iMac  DV  models 
have  superfast  FireWire 
™     built  in,  so  you  can 
easily  connect  to  high-speed 
deuces  like  digital  camcorders 
and  external  disk  drit 


•$"»*■* 


Expand  at  will  Dual-channel  USB 
lets  wu  add  over  100 devices- 
from  joystick's  to  Zip  drives  -  with 
no  reconfiguring  or  restarting. 


Grape 


Blueberry 


Graphite 


Presenting  the  all-new  iMac. 
(Actually,  three  of  them.) 

Just  over  a  year  ago,  iMac "  was  born. 

Already  two  million  people  have  discovered  it's  the  fastest,  easiest 
route  to  the  Internet.  And  a  far  more  colorful  one. 

What  could  follow  the  world's  most  popular  home  and  classroom 
computer?  A  completely  new  iMac,  redesigned  from  top  to  bottom, 
inside  and  out  -  and  available  in  three  new  models. 

Now  everything  you  love  about  iMac  is,  well,  more  lovable.  It's 
sleeker,  smaller,  friendlier  and  faster  (with  a  G3  chip  that  out-races 
even  the  fastest  Pentium  III).*  And  our  new  DV  models  feature  Apple's  ' 
groundbreaking  digital  video  technology.  So  you  can  play  DVD  movies 
right  on  your  iMac,  or  connect  your  digital  camcorder  to  create  pro- 
quality  home  movies. 

In  other  words,  it's  exactly  what  you'd  expect  from  an  iMac: 
The  computer  that  makes  amazing  things  amazingly  simple. 


* 


*}lascd<»i  HYll  »uni-  mhxer  i>uh.\  ;■■ 
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Superfast  I'ireW  ire  is  built  into 
every  Mac  DV model.  So  vou 
can  directly  transfer  your 
Videos  from  digital  camcorder 
to  iMac  and  back  again  - 

\n  pristine  digital  quality. 


u  ///» Mac's  new  Movie  software, 

ware  the  director.  Re-arrange 
v  i  m  \  cut  out  boringparts,  add 
dissolves,  cross-fades  and  other 
transitions.  Then  end  roar  ejuc 
properly   with  scrolling  credits. 


Feeling  electric?  Acoq 
Spice  up  your  flict 

anisic  from  you 
favorite  CDs.  Arh 

i)h  ike  it  sound 
^reat  as  it  looks. 


Or  make  them  yourself. 

Presenting  the  next  revolution:  Desktop  Video.  With  the  iMac  DV  models, 
it's  easy  to  bring  out  your  inner  Spielberg.  Just  connect  your  digital  camcorder 
to  iMac's  built-in  FireWire  port  and  launch  iMac's  new  iMovie  software. 
Next,  digitally  transfer  your  video  footage  into  iMac  (with  zero  loss  of  quality)  and  start 
directing:  Re-arrange  scenes.  Trim  out  the  boring  parts.  Add  transitions,  special  effects, 
scrolling  titles  -  even  your  own  soundtrack. 

Then  send  your  finished  movie  back  through  the  camcorder  to  make  VHS  copies. 
Or  send  clips  to  friends  via  e-mail.  Or  even  post  them  on  your  website.  With  iMac,  you've 
got  everything  you  need  to  go  Hollywood.  Except,  of  course,  a  really  good  agent. 


II  On    - 


Applaus*     0  06 
I  Clapping      0  04 


rt 


]Di    Roll 


0  06  - 

0:04l 

0:01  M 

i:in-.[j 


( rash  ' 

boom  \pplause 
iMac  makes  it 
easy  to  add 
sound  effects  to 
your  movie, 


ur finished 
mash  >. 

camcorder  ton 
VHScopies.  Vow  all  your  friends  can  enjo) 
it,  whether  they  own  a  computer  or  not. 


the  world  is  wuraud 

into 

you  can  e-mail  it  to  fn 
andfamily.  Orpostiton 

your  on  n  if  I 


Play  the  classics. 

iMac  meets  Hollywood.  With  the  iMac  DV 
models,  just  slide  a  DVD  movie*  into 
the  slot  and  instantly  turn  your  iMac 
into  a  personal  movie  theater.  With  its 
full-screen,  high-res  image,  the  show  is 
positively  cinematic  -  complete  with  heart-thumping  sound. 

iMac  gives  you  all  the  benefits  of  movies  on  DVD,  including 
direct  access  to  your  favorite  scenes  and  extra  material  you 
won't  find  on  traditional  videos.  It  can  save  you  money,  too. 
Because  now  you  don't  have  to  buy  an  extra  TV  and  DVD  player 
for  the  kid's  room,  den  or  classroom. 

iMac  comes  with  everything  you  need  to  start  watching 
DVD  movies  right  out  of  the  box.  (Popcorn  optional.) 


Multiple  choice. 
(Any  answer  is  correct.) 


i\hic:S999.' 

\50MHzG3  processor, 

64MBmemoty, 

56Kmodem," 

6GB  disk  storage, 

slot-loading  CD-ROM 

drive,  Harmon  Kardon 


stereo  micro-speakers, 
dual  I  SBports, 
10/lOOMbps  Ethernet. 
Includes  AppleWorks, 
Internet  Expi 

antes  and  more. 
( olor:  Blueberry. 


iMaC  DV:  $1299" AAthe 'features of "iMac,  plus.  400MHz  G3 processor,  slot-loading  DVD  drive,  10GB  disk  storage, 

dual  400Mbps  h'ireWire ports.  iMone  video  editing  software.  Colors:  Tangerine,  'Strawberry,  Blueberry.  Grape.  Lime. 


iMacDV 

Special  Edition: 

$1499: 


All  the  features  of  iMac  DV, 
plus:  128MB  memory 
and  13GB  disk  storagi 

Color:  Graphite. 


Think  different 


.  .  , 


... 


7:48  am.  Bad's  on  pancake  duty.  And 

cruising  the  Internet  for  stock  quotes,  world  news 

and  delicious  details  from  last  night's  game. 


Froratt 
classroom 


7:48  am.  Alex  uses  his  iBook'to 

check  his  favorite  game  website  for 

the  latest  on  new  releases. 


What  could  be  more  amazing  than  surfing  the  Internet? 
How  about  surfing  the  Internet  without  any  wires  tethering 
you  to  the  phone  line? 

Welcome  to  Apple's  new  AirPort"  wireless  networking. 

All  you  have  to  do  is  plug  the  AirPort  Base  Station  into  your  phone  line,  cable  modem,  DSL  modem 
or  Ethernet  network.  Then  slip  an  AirPort  card  into  your  iMac  and  you're  cleared  for  takeoff. 

Up  to  ten  iMacs  (or  iBooks)  can  share  a  single  AirPort  Base  Station  to  connect  to  the  Internet,  and  can 


7:48 am.  linn  uses  her  new  iMac 

in  conduct  web  research  on  Shakespeare 

while  getting  ready  for  school. 


k  i,  den, 
re  house. 


7:48  am.  Mom  scours  the  u  eh  for  trai  el 

deals  while  she  proofs  the  term  paper .  \lex 

just  sent  via  his  wireless  connection. 


be  anywhere  within  150  feet  of  the  base  station  -  literally 
half  a  football  field  away;  All  ten  users  can  visit  different 
websites  simultaneously,  or  exchange  files.  orpla\  the  latest 
network  sanies  with  each  other  -  all  without  anv  wires. 


There's  no  longer  any  need  to  worry  about  placing  your  iMac  near  a  phone  line  or  tearing  up  your 
ills  to  rewire.  Yon  can  put  your  iMac  wherever  you  want,  and  change  your  mind  as  often  as  you  want. 
The  future  of  the  Internet  has  definite!}  arrived.  No  strings  attached. 


~ 


m 


The  easiest  way  to 
connect  to  the  Internet. 

Amazing,  but  true:  90%  of  all  iMac  owners  are  connected  to 
the  Internet!  And  most  of  them  got  there  on  the  very  first  day.  That's 
because  iMac's  setup  instructions  are  stunningly  uncomplicated: 
Plug  in.  connect  the  phone  line  and  answer  a 
few  simple  questions.  Presto,  instant  Internet. 

Now  you're  sharing  e-mail  with  friends 
and  family.  Shopping  in  places  you  never 
even  knew  existed.  Visiting  the  world's  great 

museums.  Researching  projects  for  school  or    | 

business.  Reuniting  with  long-lost  friends.  Exploring  the  universe. 
There's  literally  no  limit. 

You're  a  fully  certified  Internet  surfer.  All  within  a  few  minutes 
of  taking  your  iMac  out  of  the  box. 
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Up  Front 
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HAL    OF  IVY 

ABCHOOLGOES 
THE  -SCHOOL  ROUTE 

]  ORK  CITY   COLLEGE 

or  sending  forth  le- 

business  students  into 

t  inn's  center  of  com- 


mer  thinks  it  also  has  a 
n  >r  two  to  pass  along  to 
•0!  -ctive  members  of  the 

Estate. 
F  uch  College,  part  of  the 
University  of  New  York, 
is  arted  to  offer  a  Master 
3  in  Business  Journal- 
he  director  of  the  two- 


year  degree  program,  Joshua 

Mills,   says   that    it    will    help 

reporters  read  balance  sheet* 

and  make  sense  of  [POB. 
Those  are  skills  traditional  .1- 
Bchools  have  ignored,  Mills 
says.  "Journalism  education 
has  largely  turned  a  blind  eye 
to  the  growth  of  business 
journalism.  They  missed  the 
boat."  Twelve  students  en- 
tered the  Baruch  program 
this  fall,  and  Mills  hopes  to 
double  the  number  by  2000. 

Journalism  programs  else- 
where, however  belatedly, 
have  begun  to  beef  up 
their  business  curricula. 
New  York  University 
aunched  an  expanded 
economics  and  report- 
ing master's  degree  this  Sep- 
tember, while  Boston  Univer- 
sity also  offers  a  master's 
degree  with  a  concentration 
in  business.  It's  all  a  way  to 
develop  reporters  who  know 
there's  more  to  a  newspaper 
than  the  metro  section. 
Mica  Schneider 


SU  ORT  SYSTEMS 

HI,  M  JOHN,  AND  I'M 
AN  NTREPRENEUR. . . 

■  YBODV  KNOWS  about 
■JJirt  groups  to  help 
ow  aters,    alcoholics,    and 

»  >rs.  But  what  about 
the  well-being 
w  elf-esteem 
I  nitre  pre- 
lei .        who 
deal 

it  office 


VA< 


all  j  through  and 
fl|  tial  employees 
da  nding  way  too 
■  stock  options? 
'<  metimes,  only 
**  Jne  else  who's 
JW  he  bug  can  un- 
e  and.     It's    not 
■to  be  a  head 
I  ,u  i  wentysome- 

willing  to  risk 
"V  ,-thing  for  a  shot  at   the 
I  Amazon.com.  That's  why 
\l  n  Ross,  27,  chief  execu- 
n  of  San  Francisco-based 


irt   EquipmentLeasing.     quits 


com,  founded  Gotthebug.com 
last   March.    It's   an   online 
community  devoted  to  help- 
ing executives  at  straggling 
startups  deal  with  everything 
from  finding  an  accountant  to 
learning     how    to     survive 
without  a  salary.  The  group 
has  grown  to  about  60  en- 
^C^  l/N^  trepreneurs  from  Sili- 
con   Valley    to    New 
Hampshire. 

Ross,  a  Stanford 
grad,  got  the  idea 
after  encounter- 
ing the  loneliness 
if    starting    a 
Net   business. 
"Sometimes     it 
feels  like  it's  you 
against  the 

world,"   he  ex- 
plains. "So  any- 
place   you    can 
find         support 
lelps   reduce   the 
stress."    And    for 
his   next    venture'.'      Koss  is 
considering    a    new    site, 
Keep!  hefaith.com,  for  entre- 
preneurs   ready    to    call    it 


Li  mid   II  i  Did  stem 


SPORTS  BIZ 

GOLF  CLUBS  ONLINE: 
A  BETTER  IDEA? 

THERE  ARE  (IT  SITES  ON 
Yahoo!  selling  golf  clubs,  but 
only  one  claims  to  have  its 
own  dot.com,  made-to-order 
brand.  Chipshot.com  is  bet- 
ting on  that  innovation  to  help 
it  stand  out  among  the  glut 
of  e-biz  golf  merchandisers. 

Amar  Goel,  the  twen- 
tysomething  chief  executive  / 
who  started  chipshot.com 
in  1995  with  $350,  says  it 
has  since  attracted  $21 
million  in  venture 
funds.  Goel  wants 
chipshot.com  to  be 
to  golf  clubs  what 
Dell  Computer  is  to 
pes:  the  dominant  direct  sell- 
er. With  custom  clubs  for  sale 
on  many  sites,  Goel  says  that 
chipshot.com  needs  more  than 
just  low  prices  to  prosper, 


though  it  has  those  too.  Its 
xt-55  Custom  Iron  with  a 
graphite  shaft,  for  example, 
compares  favorably,  pricewise, 
with  the  Cobra's  $109  Gravity 
Back  Iron.  The  company  says 
it  sells  5,000  clubs  a  week — 
though  not  all  are  its  own. 

So  far,  however,  chipshot 
pulls  in  only  1  million  page 
\iews  a  month  vs.  13  million 
at  SportsLine.com,  which  has 
several  big  golf  sites 
v\  where  purchases  aver- 
age $200  per  customer. 
With  an  emphasis^ 
on  si 


CHIPSHOT'S 

custom  gear 

news,  SportsLine  be- 
lieves content  drives  sales, 
since  almost  all  fans  are  play- 
ers. Chipshot  thinks  its  name 
is  enough  to  lure  buyers  from 
bigger  sites.  □ 


THE  BIG  PICTURE 


MORE  PEOPLE,  BUT  HOW  WELL  OFF? 

With  the  world  population  now  at  6  billion,  the  impact 
of  the  consumption  gap  grows  larger:  The  richest  20% 
of  humanity  consumes  86%  of  all  goods  and  services, 
while  the  poorest  filth  consumes  1.3%. 


WORLD  POPULATION 
ESTIMATES 


1804  1927  1960  1974  1987  1999  204 
BILLIONS       -MOOERATE  PROJECTION 
DATA:  U  N  POPULATION  FUNO 


TNOTES  students,  vj.  to  17,  who  report  ever  having  had  classes  discussing  Bavings  or  investing:  in  1999,  56%;  in  1998,  44% 
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Introducing 

Powerstreer 

ONLINE  TRADING®  FIDELITY.COM 


The  power  to  personalize 
your  brokerage  experience  to 
fit  your  goals,  your  life,  your 
unique  way  of  doing  things. 


Fidelity 


Investments* 


WE  HELP  YOU  INVEST  RESPONSIBLY5 


powered  by 


LYC 


Finally,  online  trading  gets  personal. 

Whether  you're  an  active  trader  or  a  beginner, 
you  can  personalize  Powerstreet  to  match  your 
own  individual  needs  and  investing  style. 

The  power  to  personalize. 

Using  Lycos  technology,  Powerstreet  lets  you  organize, 
prioritize  and  maximize  the  news  and  trading  tools  you 
want  in  one  place — simply  and  easily.  There's  even  a 
souped-up  active  trader  site. 

The  power  to  access. 

Powerstreet  has  more  state-of-the-art  ways  to  access 
your  account,  from  online,  phone,  pager,  and,  now  available, 
the  Palm  VII     organizer. 


The  power  of  information. 

You  get  comprehensive  investing  research.  Expert  analysis 
from  Lehman  Brothers.  Plus,  coming  soon,  active  traders 
get  exclusive  access  to  real-time  market  news  from 
CBS  MarketPulse. 

And  with  Powerstreet,  online  stock  trades  start  at  just  $14.95. 


Experience  Powerstreet  Online  Trading  only  at 
FIDELITY.COM  or  call  1-888-FIDELITY  for  details. 


(And  you  thought  we  just  sold  mutual  funds.) 


ycos  is  a  registered  trademark  of  Carnegie  Mellon  University. 

owerstreet  Pro  is  available  to  customers  who  place  at  least  36  stock,  bond,  or  option  trades  per  year. 

aim  VII  is  a  trademark  of  Palm  Computing,  Inc.  or  3Com  Corporation,  independent  companies  that  are  not  affiliated  with  Fidelity. 

14.95  for  stock  trades  up  to  1,000  shares  placed  via  the  Web  or  InstantBroker M  in  accounts  of  active  traders  (minimum  12  stock, 

iond,  or  option  trades  in  the  prior  12  months). 

idelity  Brokerage  Services,  Inc.   Member  NYSE,  SIPC  87697 
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IN  PRAISE  OF 

BREAKTHROUGH  TECHNOLOGIES 

The  introductory  article  of  "The  In- 
ternet Age"  (Cover  Story,  Oct.  4) 
prompts  me  to  point  out  some  missing 
bytes  of  information.  In  October,  1969, 
researchers  at  the  University  of  Cali- 
fornia at  Los  Angeles  indeed  tested  the 
first  host-to-host  computer  transmission. 
The  unnamed  colleagues  at  the  other 
end  of  the  phone  line  in  Menlo  Park, 
Calif.,  were  at  Stanford  Research  In- 
stitute, now  known  as  SRI  International. 
And  while  the  sri  system  crashed  when 
the  first  word  "login"  was  automatically 
completed  by  the  receiving  host,  sri 
immediately  realized  the  problem,  and  a 
second  attempt  was  successful.  Both  the 
UCLA  and  SRI  systems  had  been  crashing 
during  the  debugging  period  that  pre- 
ceded the  successful  login;  what  is  no- 
table, of  course,  is  not  the  crash,  but 
the  success. 

The  "bankrollers  at  the  Pentagon" 
were  at  the  Advanced  Research  Pro- 
jects Agency;  hence  the  name  ARPANET 
was  coined  for  the  network  that  grew 
from  that  first  connection,  arpa's  goal 
was  not  to  design  a  network  that  could 
survive  a  nuclear  attack  but  to  leverage 
the  military's  investment  in  computers 
for  interactive  computing.  (Coinciden- 
tally,  a  completely  separate  investiga- 
tion at  the  Rand  Corp.  was  exploring 
similar  techniques  for  survivability  rea- 


sons.)   Led   by  Doug  EngelbartM^li 
team's  innovations  included  hype 
dia,  groupware,  teleconferencing, 
the  computer  mouse. 

Engelbart's  vision  was,  and  st: 
extraordinary.  In  1970,  he  predicted 
"there  will  emerge  a  new  market]: 
representing  fantastic  wealth  in 
modities  of  knowledge,  service,  i 
mation,  processing,  storage,  etc."  T 
Engelbart  continues  to  pursue  thi 
evolution  of  tool  systems  and  hb 
systems  to  position  individuals,  or] 
zations,  and  society  to  solve  urgent  ?,,;, 
more  complex  problems 

Alice  Galk 

Senior  Dir< 

Corporate  Communica 

SRI  Internat 

Menlo  Park,  (  ,, 


You  stated  that  the  "telephone 
perhaps  the  greatest  breakthrough 
formation  technology,  ever."  This  i 
the  case.  Many  years  before  the 
phone,  the  telegraph  was  bom:  U] 
that  time,  information  could  go  on] 
fast  as  someone  could  carry  it  by  h 
At  that  moment,  telegraphic  informs 
could  be  transported  at  the  speed  of 
and,  in  theory,  to  anywhere  in  the  w 
where  a  wire  or  cable  was  strung, 
telephone  was  just  a  modification  of 
electrical  impulse  through  wire. 

You  also  stated  that  without  the 
phone,  large-scale,  centrally  man 
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Sections  &  clarifications 

ble  in  "Legal  wrangling  won't  restore 
inforest"  (Environment,  Oct.  1 1) 
1  have  said  that  Texaco  Inc.  com- 
I  remediation  ot  drilling  sites  in 
or  in  1998,  not  1988. 

aption  in  "Jerry  Barton  vs.  the  Unit- 
ies" (People,  Oct.  18),  Robert  M. 
and  Barry  G.  Hon  were  misidentitied. 
.the  one  in  the  red  sweater. 


ations  such  as  General  Motors 

would  be  impossible.  Until  the 
>f  microwave  transmission  (and 
etellites),  the  long-distance  phone 
rribly  expensive,  and  labor-inten- 
3  well.  I  would  guess  these  busi- 

used  the  telegraph  as  a  primary 
.ation  user  as  it  was  much  cheap- 
I  almost  as  fast.  I  can  remember 
g  and  sending  telegrams  in  my 

is  as  late  as  the  19(><)s. 

George  B.  Freeland 
Orinda,  Calif. 
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BALL:  HOW  RICH  TEAMS 
LD  SUBSIDIZE  POOR  ONES 


m  a  loyal  Pittsburgh  Pirates  fan 
lhate  what  the  large-market  teams 
)ing  to  baseball  ("And  then  there 
28,"  Sports  Business,  Oct.  4).  I 
ice  Gd  |my  own  suggestions  to  make: 

Pirates  and  other  small-market 

must  notify  the  Braves,  Cubs, 

-    :     5rs,  and  Yankees  that  they  will 

allowed  to  televise  their  away 

unless  they  pay  50%  of  their  TV 

ues  from  those  games  to  the  home 

If  the  mega-teams  balk,  the  home 

|  should  just  forfeit  the  game  and 

will  be  no  TV  revenue  for  any- 

r  The  superstation  shows  reruns  of 

e.  This  will  work  only  if  the  home 

is  serious  and  the  fans  heartily 

»rt  the  effort. 

mers  in  the  small  markets  could 

tap  into  local  fans'  resentment  by 

lizing  them  into  a  potent   third 

something  now  missing  in  the  eco- 

c  equation.  The  folks  in  Kansas 

\  Mo.,  are  already  primed  for  such 

Hon.   Fan  involvement  is  impor- 

because  even  with  the  increased 

be  from  new  stadiums,  small-mar- 

eams  will  still  be  dramatically  out- 

by  teams  in  major  media  cities. 

course,  Ted  Turner  and  George 

brenner  would  threaten  to  Bue.  I 

et  them. 

ie  rallying  cry  for  us  lowly  peasants 

here  in  the  provinces  should  be 

pay,  you  play.  No  pay.  no  way." 

Hob  Keir 
Avalon,  Pa, 


GET  READY  FOR 
CONCEPTION  CONTROL 


The  implications  of  John  Donohueand 
Steven  Levitt's  study  go  far  beyond  Ie 
galized  abortion  ("Does  abortion  lower 
the  crime  rate?"  Economic  Viewpoint, 
Sept.  27).  Unwanted  children  are  par- 
ticularly likely  to  be  abused  and  ne- 
glected, to  sutler  miserably  themselves, 
and  later  on  to  cause  major  probli 
for  the  rest  of  society.  But  legalized 
abortion  is  only  one  possible  response. 


More  •.  [de  pread  and  effective  pro 
grami  to  help  people  control  conception 
would  be  a  more  advantageous  rotation. 

However,  all   known   methodl    for  COB 

trolling  conception  work  only  when  the 
individuals  involved  use  thern  properly, 

and  the  mosl  dangerous  source  of  un- 
wanted children  is  probably  those  people 
mosl  lacking  in  personal  responsibility. 

The  truly  rational  and  moral  solution 

is  to  make  conception  an  event  that  re- 
quires a  conscious,  affirmative  decision 
by  the  would-be  parents.  TWa  solution  is 


"Reliability  rarely  occurs  naturally,  Bob. 
It  usually  takes  generations  of  commitment  to  achieve  it. " 


A  kept  promise  is  a  scarce  resource.  Yet  that's  how  we've  built 
our  90-year  reputation  for  reliability.  So,  whether  your  business 
needs  risk-free  energy  solutions  or  leapfrog  communications 
technologies,  call  America's  only  leader  in  both  —  Williams. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WltLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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iding  to  results. 


At  Deutsche  Bank  we  are  performance 
driven.  To  us,  performance  means  one 
thing  -  delivering  superior  results  for  our 
clients.  Results  that  contribute  to  their 
success. 

Performance  that  can  drive  our  clients' 
competitive  advantage  -  another  reason 
why  Deutsche  Bank  is  leading  to  results™" 


Deutsche  Bank 
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within  reach  technically  but  is  suffi- 
ciently remote  socially  to  make  Robert 
J.  Barro's  phrases  "explosive  politically" 
and  "cause  a  major  ruckus"  seem  un- 
derstated. Nevertheless,  it  is  time  to 
begin  discussing  social  policies  that 
would  require  deliberate  action  before 
conception  can  occur. 

Richard  P.  Boyle 

Senior  research  scientist 

Institute  for  Social  Research 

University  of  New  Mexico 

Albuquerque 

ONLINE  RECRUITING:  TOO  MUCH 
IS  RIDING  ON  A  RESUME 

I  take  issue  with  the  assertion  in 
"The  search  for  the  young  and  gifted" 
(Business  Management,  "The  Internet 
Age,"  Oct.  4)  that  Internet  recruiting 
can  be  more  interactive  and  personalized 
than  the  old  paper-based  way.  It  defi- 
nitely has  its  place.  With  organizations 
such  as  Cisco  Systems  Inc.  receiving 
20,000  resumes  a  month,  it  is  without  a 
doubt  a  great  time-saver. 

However,  as  a  graduating  MBA,  I  have 
seen  this  tool  taken  well  beyond  its 
meaningful  utility.  Recently,  more  and 
more  recruiting  events  have  been  re- 
duced to  little  more  than  further  Web 
sites  to  upload  resumes  to.  It  is  becom- 
ing more  convenient  for  local  compa- 
nies to  use  the  events  as  a  way  to  gath- 
er more  fodder  for  their  search  engines 
(i.e,  "the  following  companies  will  be 

screening  the  database ")  than  to 

send  representatives  to  talk  to  us. 

No  longer  able  to  use  these  events  as 
opportunities  to  network,  my  chances 
of  landing  an  interview  have  very  little 
to  do  with  my  ability  to  make  a  profes- 
sional impression  and  everything  to  do 
with  how  carefully  I  have  crafted  my 
resume  to  include  as  many  of  the  right 
buzz  words  as  possible.  Interactive?  Per- 
sonalized? Far  from  it.  The  lesson:  Just 
because  something  can  be  done  online 
doesn't  mean  it  should. 

Keith  Hoagland 
Boulder,  Colo. 

THE  HIGH  HURDLES  THAT 
ENZYME  RESEARCHERS  FACE 

In  "Evolution  on  fast-forward" 
(Science  &  Technology,  Sept.  27),  you 
neglected  to  mention  one  crucial  point 
about  technological  advance:  Finding  a 
one-in-a-billion  enzyme  variant  requires 
a  truly  massive  screening  effort  if  it  is 
to  succeed.  Up  until  now,  finding  new 
enzymes  that  display  modest  improve- 
ments has  been  a  relatively  easy  task. 
This  first  wave  of  directed  evolution 


technology  created  small  libraries  of  mu- 
tant enzymes  and  then  screened  the 
members  of  those  libraries  one  by  one. 
But  to  find  the  truly  rare  enzyme 
with  radically  different  properties  re- 
quires much  larger  libraries  and  much 
more  efficient  screening  technology.  This 
second  wave  of  technology  incorporates 
massively  parallel,  imaging-based  tech- 
niques to  sift  rapidly  through  enormous 
libraries  of  mutants.  This  is  the  only 
way  that  large-scale  improvements  in 
biocatalysts  are  likely  to  be  found. 

Mary  M.  Yang 

President  and  ceo 
KAIROS  Scientific  Inc. 

Santa  Clara,  Calif. 

RETIRED  EXECS  FORM 
A  VALUABLE  BRAIN  TRUST 

In  reporting  on  Corporate  America's 
age-related  "Brain  drain"  (Cover  Sto- 
ry, Sept.  20)  Jennifer  Reingold  and 
Diane  Brady  captured  a  phenomenon 
that  transcends  function  and  industry: 
the  loss  of  intellectual  capital  due  to 
the  departure  of  older  executives  from 
the  workforce.  However,  these  senior 
executives  who  are  draining  out  of  the 
corporation  are  forming  a  brain  trust 
that  businesses  can  tap  into  as  needed. 
This  brain  trust  is  one  of  the  fastest- 
growing  segments  in  the  workforce  and 
is  sometimes  referred  to  as  portable  ex- 
ecutives or  contingency  workers. 

As  baby  boomers  "retire"  at  an  ever- 
younger  age,  the  interim  executives  who 
form  this  brain  trust  will  become  an 
important  factor  in  the  quest  for  tal- 
ent. Businesses  that  take  advantage  of 
older  executives  will  enjoy  a  significant 
competitive  advantage. 

John  A.  Thompson 
Stamford,  Conn. 

WHAT  RJR  IS  DOING 

TO  KEEP  KIDS  OFF  CIGARETTES 

"Cutting  back  on  tobacco  ads" 
(Economic  Trends,  Sept.  27)  raised  in- 
teresting points.  As  you  are  aware,  the 
settlement  with  the  states'  attorneys 
general  resolves  many  of  the  issues  re- 
garding underage  smoking  and  cigarette 
marketing.  In  addition  to  the  multibil- 
lion-dollar  payments  each  state  stands  to 
receive,  the  settlement  also  placed  the 
cigarette  industry  under  severe  restric- 
tions on  our  marketing  practices.  These 
include  bans  on  the  use  of  billboard  ad- 
vertising, cartoon  characters,  brand-logo 
merchandise,  and  movie  placements.  The 
agreement  also  restricts  promotional 
programs,  sampling,  lobbying,  and  event 
sponsorships. 


The  settlement  will  provide  the 
up  to  $246  billion  over  25  years 
sign,  implement,  and  enforce  proj 
including  a  $1.5  billion  trust  fui 
use  by  states  and  public  health  g 
to  address   underage   smoking, 
many,  we  at  R.J.  Reynolds  Tobac 
would  like  to  see  a  large  porti 
these  funds  directed  toward  rec 
youth  smoking  rates.  We  remain  h 
that  the  states  will  elect  to  use 
propriate  amount  of  these  financi 
sources  to  develop  tailored  youtl 
smoking  programs.  Since   1991, 
Reynolds  Tobacco  has  funded  a 
nonsmoking  program  teaching  kid 
to  resist  peer  pressure.  This  pr 
addresses  the  fact  that  peer  pre 
and  not  advertising,  has  been  sho 
be  the  primary  factor  in  youth  sm<    ,> , 

At  rjr  Tobacco,  we  believe 
should  not  smoke.  The  risk  of 
tracting  lung  cancer  and  heart  d: 
is  higher  for  those  who  smoke  th: 
those  who  don't,  rjr  Tobacco  ac 
supports  efforts  to  prevent  und 
smoking.  But  a  ban  on  all 
tisements  is  both  unwarranted 
unnecessary. 
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R.J.  Reynolds  Tobacc 

Winston-Salem, 
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TEST 

et  History  of  the  American  Meritocracy 
)las  Lemann 
traus  &  Giroux  •  406pp  •  $27 


to  I 
esefit 

you  are  looking  for  reading  that 

vestigates  one  of  the  most  im- 

irtant  recent  developments  in 

an  society.  You  should  choose: 

*     >)ne  of  the  many,  many  books  fo- 

ill  Silicon  Valley. 

V  volume  on  globalization. 

v  history  of  the  Educational  Test- 

rvice  and  its  impact  on  the  U.  S. 

L  surely  not  (c),  right? 

ng.  Because  Nicholas  Lemann'^ 

ig  Test:  The  Secret  History  of  the 

i  can   Meritocracy  is  one  of  the 

istute  and  disquieting  efforts  of 

ason.  What  begins  as  a  chronicle 

evolution  of  standardized  testing 

is  a  penetrating  commentary  on 

frantic  skirmish  for  a  place  in 

Sessional  upper  middle  class.  Le- 

Hiows  how  our  educational  sys- 

'one  of  the  United  States'  great 

al  social  contributions,"  has  be- 

a  giant — and  somewhat  rigged- 

achine. 

reover,  even  though  by  mid-book 

lay  wonder  where  it's  all  leading, 

iy  Test  is  a  veiry  enjoyable  read. 

largely  because  Lemann,  a  New 

staff  writer  and  the  author  of 

romised  Land:  The  Great  Black 

ttion  and  Hoic  It  Changed  Ameri- 

livers  his  analysis  through  a  series 

Viced  biographical  sketches. 

e  book  begins  by  describing  how 

al  key  members  of  the  Establish- 

set  about  transforming  America's 

■sing  the  application  of  standard- 

bsting  ami  now  university  admis- 

policios.  Concerned  that  America 

I   1940s  was  developing  an  unde- 

atic,  hereditary  ruling  class,  Har- 

Univci-sity  President  .lames  Bryanl 

nt  worked  to  make  U.S.  universi- 

i  breeding  ground  for  "a  now  one 

•  up  of  brainy,  elaborately  trained. 

Hpirited  people  drawn  from  every 

m  and  every  background."  Simul- 

)usly,  Educational  'Posting  Service 


WE! 


chief  Henry  Chauncey  was  waging  a 
holy  war  on  behalf  of  standardized  tests. 
(A  man  who  "loved  everything  about 
testing,"  he  frequently  tested  himself 
and,  prompted  by  an  unhappy  home  life, 
pondered  "marriage  compatibility"  ex- 
ams.) By  the  early  1960s,  the  duo  and 
their  allies  had  made  the  once  little- 
used  SAT  a  standard  hurdle  for  admis- 
sion to  the  country's  prime  universities. 
Meanwhile,  two  seminal  academic  lead- 
ers of  that  decade,  University  of  Cali- 
fornia President  Clark  Kerr  and  Yale 
University  President  King- 
man Brewster  Jr.,  were 
helping  to  transform  higher 
education  into  a  hierarchical 
complex  of  institutions 
topped  by  large,  research- 
oriented  universities. 

The  effort  to  remake  the 
country's  elite  largely  suc- 
ceeded. But  there  were  a 
host  of  unintended  conse- 
quences. First,  contrary  to 
Conant's  wishes,  the  new 
test-savvy  elite  wasn't  much 
interested  in  public  service.  Instead,  the 
author  says,  such  a  "Mandarin"  typical- 
ly became  a  "well-paid,  securely  posi- 
tioned provider  of  expert  advice:  cor- 
porate lawyer,  investment  banker, 
management  consultant,  high-end  spe- 
cialized doctor."  As  a  result,  most  people 
saw  the  testing  and  sorting,  followed 
by  elite-college  admission  or  refusal,  not 
as  a  way  of  improving  society  through 
scientific  management  of  its  intellectual 
resources.  Rather,  they  felt  it  was  mere- 
ly "a  way  of  determining  how  big  a 
share  of  America's  goodies  they'd  get." 
In  response,  there  soon  arose  a  test- 
preparation  industry,  pioneered  by  Stan- 
ley Kaplan,  a  lower-middle-class  striver 
who  is  the  subject  of  another  fascinating 
Lemann  profile. 

Then  the  educators'  scheme  set  off 
a   national  debate   "ii    how    best    to   bal- 
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THE  SECRET  HISTORY  OF  THE    1 
AMERICAN  MERITOCRACY 

NICHOLAS     LEMANN 

ance  the  sometime!  conflicting  ideal-  of 
equal  opportunity  for  all  and  a  better 
deal  for  the  downtrodden.  Since  mem 
bers  of  minority  groupt  generally  per- 
formed poorly  on  standardized  h 
universities  and  government  in  time  de- 
cided to  take  special  measure- — effec- 
tively creating  another  favored  elite, 
those  benefiting  from  affirmative  action. 
Soon,  yet  another  social  group 
emerged — a  resentful  one,  primarily 
composed  of  whites  who  had  gotten 
nudged  aside  under  the  rigorous  new 
placement  scheme.  Among  other  things, 
this  final  bunch  would  become  the  social 
basis  for  Proposition  209,  the  1996  Cal- 
ifornia ballot  initiative  aimed  at  abol- 
ishing affirmative  action. 

Lemann  makes  these  social  strata 
real  by  providing  flesh-and-blood  rep- 
resentatives. There  is,  for  example.  Bill 
Lann  Lee,  the  smart  Chinese  kid  out  of 
Harlem  who  won  spots  at  Yale  and  Co- 
lumbia University  School  of  Law  and 
ultimately  became  U.  S.  Assistant  At- 
torney General  for  Civil 
Rights.  Molly  Munger,  an 
idealistic,  white  Southern 
Californian,  finds  that,  be- 
cause "the  deck  had  been 
shuffled  only  once,"  the  new 
order  hasn't  made  for  a  bet- 
ter America.  In  time,  she 
places  her  Harvard  Law  cre- 
dentials in  the  service  of  the 
NAACP  Legal  Defense  Fund. 
Marginalized  California  aca- 
demics Glynn  Custred  and 
Thomas  Wood,  the  develop- 
ers of  the  idea  of  Prop  209,  will  become 
her  key  antagonists.  Finally,  teasing  and 
manipulating  the  aspirations  and  re- 
sentments of  all  of  these  people  are  our 
political  leaders,  particularly  that  em- 
bodiment of  Lemann 's  Mandarin  order, 
William  Jefferson  Clinton,  Yale  Univer- 
sity law  school,  1973. 

Lemann,  himself  a  graduate  of  Har- 
vard College,  ends  by  challenging  the 
entire  "meritocratic"  idea.  Conant  and 
his  allies,  he  observes,  had  futilely  tried 
to  "undermine  social  rank  by  setting  up 
an  elaborate  process  of  ranking."  In- 
stead, Lemann  says,  we  should  be  try- 
ing to  design  "a  society  without  a  spe- 
cially anointed  group  at  the  top  of  it."  A 
Utopian  wish?  Well,  the  effort  would 
certainly  put  U.S.  society  to  the  test. 
BY  HARDY  GREEN 
Green  is  business  week%  Books  / 


HE  TESTS  HELPED  CREATE  A  NEW  MERITOCRACY, 


UT  ONE  MAINLY  INTERESTED  IN  MORE  "GOODIES" 
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Gold 

blocking 

of  your 

full  name 

add  $4.75. 

Planner  size 
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Featuring  quick  data  entry,  an  easy-to-read  display  and  a  sleek  design,  the  2000 
Business  Week  Pocket  Planner  remains  the  king  of  the  handhelds.  Available  in  black  or 
burgundy,  the  Pocket  Planner  comes  fully  loaded  with  a  13-month  calendar,  week-to- 
view  appointment  pages  and  a  business/travel  information  section. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PLANNER  and  mail  to  DEPT. 
BC30,  P.O.  Box  1597,  Fort  Lee,  NJ  07024  U.S.A.  Enclose  separate  sheet  with  color 
choice,  personalization  requirements  and  delivery  details.  New  Jersey  residents  add 
6%  sales  tax.  Full  refund  if  not  completely  satisfied  with  materials  and  workmanship  . 
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USA  Credit  card  holders  may  call  TOLL-FREE  800-553-3575. 
Ask  for  Dept  BC30  We  honor  AmEx/Diners/Visa/MasterCard 
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Books 


No  Batteries  Required 


For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040,  or  fax  to  201-461-9808. 


BOOK  BRIEF 

THE  FABULOUS  HISTORY  OF  Tl 

SWAMP  COMPANY 

A  Story  of  George  Washington's  Times 

By  Charles  Royster 
Knopf  .622pp.  $35 

YE  OLDE  FIASCOl 

Thick  with  white  cedar  and  c; 
the  Dismal  Swamp  appeare 
ceeding  rich"  to  a  young  George 
ington.  Located  on  the  North  C; 
Virginia  frontier,  the  virgin  900 
mile  area  seemed  a  profitable  lan> 
for  the  12  esteemed  Virginians  (i 
ing  Washington)  who  in  1763  foil 
the  Dismal  Swamp  Co.  with  ho 
converting  it  to  farmland 

The  fate  of  that  company  is  th< 
ject  of  Charles  Royster's  The  Fa> 
History  of  the  Dismal  Swamp  Co\ 
ny,  an  exhaustive  tale  of  a  pre-R 
tionary     economy 
driven  by  specula- 
tion and  deep  per- 
sonal indebtedness. 
Those  expecting  a 
full      account      of 
Washington  as  en- 
trepreneur will  be 
disappointed:    His 
involvement    with 
the  company  was 
minimal.    Royster 
instead  homes  in  on  the  company 
er  11  partners,  a  collection  of  coi 
bureaucrats  and  tobacco  traders  in) 
ing  Virginia  patriarch  William  Byrj 
With  a  just-the-facts  style,  Ro; 
Boyd  Professor  of  History  at  Loui 
State  University,  shows  how  tradinj 
bacco  to  England  was  less  business 
ture  than  blind  bet.  But  Fabulous 
tory  is  strongest  when  it  concent: 
on  the  swamp  company.  Facing  a 
of  vegetation,  the  partners'  slaves 
little  progress  on  the  initial  draii 
scheme.  A  second  plan  to  cultivate  h 
never  won  support.  Before  long,  the 
terprise  was  reduced  to  felling  tin 
for  roofing  shingles.  As  decades  pas 
the  swamp  remained  fallow,  with  sh 
in  the  company  scattered  to  survi 
grandsons  and  great-grandsons 

In  1810,  47  years  after  its  founc 
Dismal  Swamp  Co.  paid  its  first 
dends.  Only  one  original  partner 
lived  to  collect  a  return.  Likewise1 
readers,  Fabulous  History  requires 
common  endurance.  Its  ultimate  p; 
is  insight  into  a  business  culture 
may  seem  all  too  familiar. 

BY  DENNIS  BER 
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A  rare  moment  when  your  heart, 
mind  and  wallet  can  agree. 
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And  how  could  they  not?  The  2000  Chrysler  LHS  is  a  car  with  all  the  amenities  you'll  ever  desire.  Such 
as  a  leather-trimmed  interior,  power  heated  front  seats,  speed-sensitive  steering  and  a  253  horsepower 
engine.  And  priced  at  $28,695/  it'll  bring  your  heart,  mind  and  wallet  into  perfect  harmony-at  least 
on  one  thing.  For  more  information,  call  1.800. CHRYSLER  or  visit  us  on  the  Web  at  www.chryslen 


com. 


ENGINEERED  TO  BE  GREAT  CARS 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


AN  APPLE 
FOR  HARD 


READY 
KNOCKS 


The  iBook  portable 
will  hold  up  well 
under  the  wear  and 
tear  of  school 

Judging  by  how  hard  it  is 
to  get  one,  it  seems  that 
Apple  Computer  hit  the 
sweet  spot  of  the  consumer 
market  with  its  new  iBook 
portables.  The  combination  of 
some  clever  marketing  and  a 
visually  exciting  design  has 
made  the  blue-  or  orange- 
and-white  iBooks  very  ap- 
pealing to  retail  customers 
in  a  world  of  look-alike, 
work-alike  laptops. 

In  fact,  the  iBook  is  per- 
fectly acceptable  as  a  con- 
sumer notebook,  even  if  at 
$1,599,  it's  somewhat  over- 
priced and  underfeatured. 
The  true  value  of  this  inno- 
vative design  will  become 
apparent  when  it  is  used  in 
the  arena  for  which  it  was 
really  created — school. 
SCHOOL  SMARTS.  Many  de- 
sign decisions  that  seem  odd 
in  a  product  for  homes  be- 
come exciting  in  a  product 
designed  for  students.  Take 
the  handle,  which  seems  a 
superfluous    addition    at 
first  glance.  Kids,  how- 
ever, have  a  hard  time 
holding  a  laptop  be- 
tween    thumb     and 
forefinger    the    way 
adults  do.  Besides,  the 
handle  isn't  just  a  han- 
dle. The  solid  aluminum 
rod  that  runs  through  it  is 
part  of  a  tough  hinge.  And 
passing  a  cable  through  the 
loop    allows    a    classroom's 
worth  of  iBooks  to  be  se- 
cured with  a  single  lock. 

Other  little  touches  make 
the  iBook  well  suited  to 
school  use.  The  top  is  held 


shut  by  spring  loading  rather 
than  a  latch  because  latches 
break  under  rough  handling. 
Two  recessed  contacts  on  the 
bottom  allow  a  number  of 
iBooks  to  be  charged  at  once 
in  a  special  rack  or  cart.  The 
generous  margins  of  tough 
plastic  and  rubber  around  the 
screen,  which  make  the  dis- 
play seem  even  smaller  than 


knocks.  As  compensation,  the 
battery  life  of  more  than  five 
hours  is  exceptional. 

One  of  the  most  interest- 
ing features  of  the  iBook,  the 
built-in  wireless  networking, 
will  eventually  become  im- 
portant in  the  home,  but  it's 
ideal  fof  schools.  A  $99  Air- 
Card  installs  under  the  key- 
board and,  using  an  antenna 
built  into  the  cover  of  the 
iBook,  communicates  with  the 
$299  AirPort  Base  Station  at 
11  megabits  per  second.  The 
base  station  includes  a  56K 
modem  that  allows  a  number 
of  iBooks  to  share  a  dial-up 
Internet  connection,  or  it  can 
link  the  iBooks  to  a  wired 
Ethernet  network.  (The 
iBook  also  comes  with  a  stan- 


ift.ik 


Apple's  New  iBook 

PROCESSOR    300  MHz  PowerPC  G3 


MEMORY 

32  MB  base/128  MB  max 

HARD  DRIVE 

3.2  GB 

DISPLAY 

12.1 -inch  active  matrix 

PRICE 

$1,599 

DATA:  APPLE  COMPUTER  INC. 

o 

C 

O 

its  12.1-inch  size,  provide  ex- 
tra protection  for  a  laptop's 
most  vulnerable,  and  expen- 
sive, component.  You  have  to 
remove  two  screws  and  a 
cover  to  change  the  battery — 
a  nuisance,  but  it's  additional 
protection      against      hard 


dard  Ethernet  cable  jack.) 
With  wireless  networking, 
students  will  be  able  to  move 
their  computers  around  the 
school  as  long  as  they  stay 
within  some  100  meters  of  a 
base  station.  And  $100  per 
station  is  considerably  less 


than  the  cost  of  running! 
ernet  cable. 

I  couldn't  test  the  sye 
because    the    base    st| 
won't  be  out  until  Novel* 
But  I  recently  attend! 
conference  where  200  i 
dows  laptops  communis 
using  the  same  wireless 
working  technology,  a  p 
dard  called  IEEE  802.11.1 
AirPort  is  compatible  ii 
networking    systems 
3Com,  Symbol  Technolct 
Lucent  Technologies,  and  I 
ers.  Apple  also  has  put . 
Port  into  its  new  iMacs: 
high-end  G4  desktops. 
PUNY  DRIVE.  There  are  i  \ 
things  I  don't  like  aboui! 
iBook  design.  Like  the  i 
it  has  no  built-in  floppy  i 
and  uses  the  universal  s 
bus  as  its  only  way  to 
nect  accessories.  I  don't 
the  floppy  or  the  old 
modem  and  printer  cor 
tors,  but  I  wish  it  h 
second  USB  jack.  Plug 
mouse,  for  example,  tc 
in  place  of  the  touch 
and  you  can't  connect 
thing  else.  Even  more 
ous  is  the  lack  of  a  PC 
slot,    which  'means 
1  there's  no  way  to  conn< 
standard  video  camera  t 
iBook.  And  the  3.2-giga 
hard  drive  is  puny. 

One  reason  that  the  il  fl^ 
seems   relatively   price, 
that  the  features  for  ed>5o. 
tional  use  don't  come  ch;i[ 
Among  Windows  laptops 
about  the  same  money, 
can  get  a  Toshiba  Sate!6* 
2590cdt    with    a    fa 
processor,  more  mf  _ 
ry,  and  a  bigger  1 
drive.  Buyers  com 
ted  to  the  Macini 
would     probably 
better    off    with 
iMac,  unless  portab 
is  essential. 
For  school  use,  howe 
there's  nothing  like  the  iB 
With  its  ability  to  put  c 
puters   wherever  they 
needed  in  a  school,  or  tc 
low      movement      betw 
school  and  home,  the  iB 
could  open  a  new  era  in  t 
cational  computing. 


S. . 
ItOnE, 

lib 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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RHINOS 

Redeemable  Hybrid  Income 

Overnight  Shares 

Sole  Arranger: 

Banc  of  America  Securities 

September  1998 
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$350,000,000 
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Convertible  Preferred 
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Lead  Manager: 
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There's  no  doubt  about  it.  The  combination  of  a  unique  insight  into  our 
clients'  needs,  innovative  thinking  and  $615  billion  in  capital  strength  gives 
us  a  greater  perspective  on  putting  together  deals.  In  the  case  of  Hercules, 
it  enabled  us  to  offer  immediate  access  to  equity-linked  capital  through  our 
own  balance  sheet,  rather  than  see  them  issue  underpriced  common  stock 
in  an  uncommonly  volatile  equity  market.  It's  yet  another  example  of  our 
ability  to  seamlessly  link  debt  and  equity  capital  raising.  Perhaps  it's  time 
we  put  our  perspective  to  work  for  you. 

INSIGHTFUl     tD  VISORS     COMPREHENSIVE  CAPABILITIES     CAPITAL  STRENGTH 

Bank  of  America    _-^ 


a:  of  America  Securities 


meni  banking  and  securities  products  provided  through  Bum  oi  America  Securities  LLC,  membei  \N  M   NASI)  SI  P( 

ii.u\  .'i  Bankol  Vmericat  orporation  rhete  announcements  appear  as  a  matter  of  record  only.  Bankol  Vmerica  is  the  marketing 

foi  n. ink, >i  America  <  orporation  and  its  affiliates  worldwide      W)  Bankof  Americat  orporation 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


THE  MESSAGE  IN 
LETTING  ECUADOR  DEFAULT 


HANDS  OFF: 

By  not  mount- 
ing a  bailout, 
Washington 
and  the  IMF 
are  telling 
private 
investors 
that  they 
ought  to  be 
more  prudent 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser. 


In  early  1995,  over  the  strong  objections  of 
both  Democratic  and  Republican  congres- 
sional leaders,  the  Clinton  Administration 
mobilized  an  international  rescue  package  of 
$50  billion  to  prevent  a  Mexican  default.  It 
did  so  despite  great  uncertainty  that  the  pack- 
age would  succeed  in  restoring  investor  confi- 
dence in  Mexico  and  despite  polls  indicating 
that  most  Americans  opposed  a  Mexican 
"bailout." 

Why  did  the  Clinton  Administration  take 
the  risk?  First,  the  U.  S.  has  strong  strategic 
interests  in  Mexico's  economic  and  political 
well-being.  A  prolonged  recession  in  Mexico 
threatened  to  destabilize  its  politics,  under- 
mine its  fledgling  transition  to  a  market  econ- 
omy, and  spawn  flows  of  illegal  immigrants 
across  U.  S.  borders. 

Most  important,  the  Mexican  crisis  threat- 
ened the  international  financial  system.  The 
Administration  and  the  Federal  Reserve  wor- 
ried that  a  default  might  unleash  a  stampede  of 
private  capital  out  of  all  emerging-market 
economies,  triggering  other  defaults,  toppling 
reforms,  and  undermining  global  growth.  Fear 
of  such  "contagion  effects"  was  the  primary 
motivation  behind  the  controversial  decision 
to  "bail  out"  Mexico. 

Since  the  early  1990s,  private  capital  flows  to 
emerging-market  economies  had  surged,  dwarf- 
ing official  capital  flows  as  the  dominant  source 
of  financing.  Private  capital  had  increasingly 
taken  the  form  of  bond  and  equity  instruments 
in  lieu  of  more  traditional  bank-syndicated 
loans.  Although  the  new  forms  of  private  lend- 
ing were  plentiful,  they  were  by  nature  foot- 
loose, able  to  move  rapidly  anytime. 
SOBERING  LESSONS.  The  U.  S.  bailout  worked. 
Mexico  avoided  default,  reaffirmed  reform, 
and  began  to  recover  after  a  short  recession. 
Foreign  investors  holding  on  to  risky  Mexican 
bonds  survived  the  temporary  crisis  un- 
harmed. So  why  has  Washington  decided  to 
sit  on  the  sidelines  as  Ecuador  becomes  the 
first  country  ever  to  default  on  so-called 
Brady  bonds,  which  are  dollar-denominated 
bonds  partially  backed  by  U.  S.  Treasury 
bonds? 

Of  course,  American  economic  and  security 
interests  are  not  nearly  as  great  in  Ecuador  as 
they  are  in  Mexico.  And  unlike  Mexico, 
Ecuador  has  not  adopted  credible  policies  to 
address  its  economic  problems. 

But  the  sobering  lessons  of  the  financial  dis- 
ruptions that  have  rocked  global  capital  mar- 


kets in  the  past  two  years  also  explain  U. 
action  on  Ecuador.  Not  only  did  generoi 
cue  packages  for  Thailand,  Indonesia, 
South  Korea  fail  to  prevent  the  crises 
from  spilling  over  to  other  countries  but 
also  had  the  perverse  effect  of  encoun 
private  investors  to  take  on  excessive  risj 

Nowhere  was  this  effect  more  dramatic 
in  huge  purchases  of  risky  Russian  go1 
ment  debt  by  foreign  investors  who  exp 
to  be  bailed  out  in  the  event  of  repa; 
difficulties.  This  expectation  proved  un| 
ranted,  and  what  was  revealingly  dubb 
Wall  Street  as  the  "moral  hazard  pla; 
Russian  debt  sent  the  first  clear  signal  thai 
vate  creditors  could  be  forced  to  share 
pain  of  their  bad  decisions. 
NO  WINNERS.  Ecuador's  unilateral  dec: 
to  default  and  reschedule  some  of  its 
with  the  acquiescence  of  both  the  U.  S. 
the  International  Monetary  Fund  is  the 
ond  clear  signal.  True,  Ecuador's  actions 
been  ad  hoc,  lacking  in  transparency 
equal  treatment  to  all  investors.'  But  Eci 
has    had   little    choice,    since   to    dat 
progress  has  been  made  on  developing 
tilateral  rules  requiring  or  encouraging  b| 
holders  to  participate  in  necessary  deb 
structurings.  Indeed,  private  investors 
steadfastly  opposed  a  formal  restruct 
framework,  maintaining  that  they  are 
matically  "bailed  into"  the  pain  of  natio: 
nancial  crises  when  asset  values  plu: 
They  prefer,  they  say,  to  act  individual 
get  the  best  deal  they  can  at  the  expens 
an  embattled  debtor,  its  other  private  ci   | 
tors,  and  whatever  official  assistance  is 
bilized  on  the  debtor's  behalf. 

But  history  shows  clearly  that  a  long  d 
in  rescheduling  an  unsustainable  debt  bui 
benefits  neither  a  debtor  country  nor  its 
itors.  And  although  international  guideline! 
quiring  private  bondholders  to  agree  to 
structuring  under  certain  circumstances  c 
reduce  their  willingness  to  lend  to  emerg 
market  economies,  such  guidelines  would 
encourage  more  prudent  lending,  discoui 
overborrowing  by  individual  countries,  anc 
duce  the  likelihood  and  severity  of  futur 
nancial  crises. 

That's  a  risk  worth  taking.  And  thatfl 
valuable  lesson  that  the  U.  S.  and  the  IMF 
hope  to  teach  private  investors  by  sitting 
the  sidelines  as  Ecuador  negotiates  with 
private  creditors. 
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CONCORD 

Time   is   a   luxury. 


THE  CONCORD  IMPRESARIO'"  CHRONOGRAPHE.  CO  S  C  CERT.F.ED  AUTOMATIC  MOVEMENT  ACCURATE  TO  1/10  OF  A  SECONI 
IN  STAINLESS  STEEL  OR  18  KARAT  GOLD    CALL  1  888  812  6626  FOR  MORE  INFORMATION 

BAILEY   BANKS    &    BIDDLE 


1  800  651  4BBB 


SPECIAL    ADVERTISING    SECTION 


Driving  Down 

Auto  InsuTance  FTaud 


CRASH    TESTING  —A    TOOL    TO    UNDERSTAND    SOFT    TISSUE 
INJURY   AND    HELP    DETECT    INSURANCE    FRAUD. 


Soft  tissue  injury  fraud  is  one  of  the  biggest  challenges  that  the 
automobile  insurance  industry  is  facing  today.  Billy  Cox,  direc- 
tor of  transportation  forensic  services  at  Engineering  and  Fire 
Investigations  (EFI) — a  wholly-owned  subsidiary  of  GAB 
Robins — explains  how  insurers  can  weed  out  false  claims 
from  legitimate  ones  using  data  derived  from  crash  testing. 

O:  What  is  a  soft  tissue  injury? 
A:  After  a  truck  or  automobile  accident, 
victims  often  complain  of  "soreness"  or 
"stiffness."  Usually,  these  kinds  of 
injuries  take  place  in  the  neck  or  back. 
Unfortunately,  these  injuries  are  often 
characterized  by  a  lack  of  objective 
physical  evidence — the  kind  of  evi- 
dence that  shows  up  on  an  X-ray  or  a 
CT  scan,  for  example.  This  makes  the 
diagnosis  of  these  problems  much  more 
subjective  than,  say,  a  broken  bone  or 
sprain.  While  many  people  do  legiti- 
mately suffer  from  soft  tissue  injuries 
after  accidents,  many  other  people  use 
their  subjective  nature  to  commit  fraud. 


O:  How  big  a  problem  is  soft  tissue 
injury  fraud? 

A:  Huge.  Industry  research  suggests  that 
auto  insurance  fraud  is  a  $20  billion  a 
year  business,  and  that  baseless  soft  tissue 
damage  claims  constitutes  the  biggest 
category  of  crime.  This  is  because  soft 
tissue  injuries  are  one  of  the  most  fre- 
quent claims,  and  also  because  treatment 
for  such  injuries  can  be  expensive  and 
ongoing.  That  said,  in  about  40%  of  the 
accident  cases  that  are  referred  to  us,  we 
conclude  that  victims  probably  did  sus- 
tain a  soft  tissue  injury.  So  insurance 
companies  have  to  make  sure  that  they 
don't  deny  legitimate  claims  in  their  zeal- 
ousness  to  weed  out  the  criminals. 


Q:  How  does  accident  recon- 
struction help? 

A:  The  field  of  impact  biome- 
chanics has  been  around  for 
more  than  50  years.  We  use 
the  tools  of  this  engineering 
discipline — including  acci- 
dent reconstruction — to  help 
understand  how  automobile 
crashes  impact  passengers  physically.  We 
conduct  both  low-  and  high-speed  crash 
tests  that  are  designed  to  show  what 
kinds  of  soft  tissue  injuries  passengers 
could  sustain.  We  also  examine  what  the 
stress  threshold  is  for  soft  tissue  injuries, 
and  how  the  type  of  accident  changes  the 
kinds  of  injuries  passengers  sustain. 

O:  How  do  you  use  this  data? 
A:  So  far,  we  have  conducted  more  than 
100  crash  tests  and  60  tests  using  an 
impact  sled.  We  have  added  this  data  to 


our  proprietary  database  of  more 
1 ,000  crashes  that  we  have  investig 
over  a  1 0-year  period  of  time.  Cornl 
ing   these   resources,   we   can   pre 
whether  or  not  a  person  will  sustain 
tissue  damage  in  a  crash,  and  what  I 
of  injuries  they  are  most  likely  to  red 
based  on  the  dynamics  of  the  crash. 

O:  How  can  this  data  save  insula 
companies  money? 
A:  Based  on  the  experiences  of  our  ci 
customers,  we  estimate  that  an  ins| 
that  writes  about  $300  million  in  pn 
urns  each  year  will  save  more  than  $1 
lion  as  a  result  of  our  diagnostic  ser 
That  savings  comes  not  just  from  ded 
ing  likely  cases  of  fraud, 
also  from  avoiding  litigat 
And  when  insurers  avoid  ( 
costs,  they  don't  have  to 
their  premium  rates  to 
fraud-related  expenses. 


Billy  Cox,  Director 
of  Transportation 
Forensic  Services  at 
Engineering  and 
Fire  Investigations 


EFI  high-speed  crash  test  gathers  data  to 
predict  likelihood  of  soft  tissue  injuries. 


O:  How  much  experiel 
does  GAB  Robins,  as  a  fil 
have  in  this  kind  of  analy| 
A:  The    professionals 
work  for  EFI  have  decade 
experience,   and   the   fii| 
that  were  merged  in  1997  to  form 
were  founded  in  the  mid-1970s, 
brings  together  its  extensive  portfolid 
fire    and    engineering    investigatij 
under  one  roof.   For  example,   El 
automotive  engineering  staff  can 
vide  full-motion,  color  computer 
mations     of    accidents,     mechanl 
examination,  disassembly  and  testing 
vehicles,  and  a  wide  range  of  other 
vices.  In  addition,  the  firm  can  anall 
roadways,  traffic  controls,  and  inter 
automobile  systems  such  as  steeril 
electrical  and  braking  systems. 

To  find  out  more  about  EFI's  Tra 
portation  Forensic  Services,  call  l-8i 
334-0200.  For  information  about  ot 
ways  that  GAB  Robins  detects 
investigates  insurance  fraud  in  prope 
and  casualty  lines,  visit  our  web  site 
www.gabrobinsna.com. 

Clara  Van  Hast,  a  New  York-based  turn 
reports  frequently  on  insurance  and  rip 
management. 
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EMERGENCY   PROCEDURE 


■ 


IN  THE  EVENT  OF 
AN  ACCIDENT) 


CHECK  FOR  INJURIES, 

CHECK  CLAIM  AGAINST 
STANDARDIZED  FRAUD  INDICATORS. 


■ 


■ 


■I 


Detecting  insurance  fraud  isn't  just  about  conducting  an  investigation, 
but  determining  if  a  fraud  investigation  even  needs  to  be  done. 
Review  for  fraud  indicators  is  just  a  normal  part  of  GAB  Robins'  claims 
handling  process  because  we  integrate  our  Special  Investigations 
Unit  (SIU)  with  our  claims  operations.  And  if  fraud  indicators  do 
show  an  investigation  is  needed,  our  SIU  investigators  work 
with  the  adjuster  and  client  to  ensure  that  each  claim  is  resolved 
fairly.  Questions?  answers@gabrobins.com  or  call  888.888.4242 


Visit  us  at  www.gabrobinsna.com 
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Economic  Trends 


BY  GENE  KORETZ 

IS  CONSTRUCTION 
REALLY  SLOWING? 

Industry  observers  have  doubts 

According  to  the  U.S.  Census  Bu- 
reau, both  overall  construction  ac- 
tivity and  residential  construction  have 
now  fallen  for  five  months  in  a  row. 
Since  construction  is  one  of  the  most 
interest-sensitive  sectors  of  the  economy, 
this  downward  trend  is  evidence  that 
the  Federal  Reserve's  rate  hikes  are 
having  their  intended  effect. 

But  are  they?  Despite  the  Census  es- 
timates, many  industry  and  company 
reports  show  little  if  any  slackening  of 
demand.  In  August,  sales  of  new  single- 
family  homes  clocked  a  solid  983,000  an- 

CENSUS  SAYS  BUILDING 
ACTIVITY  HAS  WEAKENED 
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nual  rate,  just  2,000  shy  of  the  all-time 
high  recorded  in  November,  1998.  So 
far  this  year,  in  fact,  they  are  running  at 
a  913,000  annual  clip— 2.6%  above  last 
year's  record  selling  rate  of  890,000. 

Other  housing  market  reports  tell  a 
similar  story.  Existing  home  sales  seem 
headed  for  another  record  year,  housing 
starts  in  August  were  up  3.8%  above 
their  year-earlier  pace,  and  home- 
builders  remain  highly  optimistic.  Mean- 
while, home  prices  are  running  a 
healthy  5%  above  their  year-ago  levels. 

"We  were  expecting  a  slowdown," 
says  economist  David  F.  Seiders  of  the 
National  Association  of  Home  Builders, 
"but  things  are  still  pretty  darn  exu- 
berant." Noting  that  many  home  buyers 
have  been  shifting  to  adjustable-rate 
mortgages  to  deflect  the  impact  of  high- 
er mortgage  rates,  he  sees  no  real  letup 
in  demand  so  far.  "There's  a  clear  dis- 
connect," he  says,  "between  what  we're 
experiencing  and  the  construction  down- 
turn reported  by  the  government." 

Economist  Joseph  Carson  of  Deutsche 


Bank  Global  Markets  Research  agrees. 
He  points  out  that  one  sensitive  mea- 
sure of  construction  activity,  the  con- 
struction contract  index  of  F  W.  Dodge 
Div./The  McGraw-Hill  Cos.,  has  been 
steadily  revised  upward  this  year — pos- 
sibly, he  thinks,  because  data  tend  to 
be  reported  late  when  developers  and 
contractors  are  very  busy.  As  of  Au- 
gust, the  index  for  the  first  quarter 
stood  17%  above  the  initial  monthly  es- 
timates, and  the  second  quarter  was  up 
12%.  "If  past  revisions  are  any  guide," 
he  says,  "we  will  see  more  large  up- 
ward revisions  for  recent  months." 

To  Carson,  all  of  this  indicates  that 
the  government  missed  the  boat.  Be- 
sides residential  building,  he  sees  signs 
of  rising  activity  in  recent  reports  of 
warehouse  building  by  Internet  compa- 
nies, office  and  hotel  construction  in  ma- 
jor cities,  and  announcements  of  new 
government  infrastructure  projects. 

For  his  part,  Seiders  thinks  it's  pos- 
sible that  the  reported  recent  construc- 
tion slowdown  did  take  place — but  be- 
cause of  supply  rather  than  demand 
problems.  "We've  had  widespread  re- 
ports of  shortages  of  building  materi- 
als and  construction  workers,  and  that's 
hampering  activity,"  he  says. 

To  the  Fed,  of  course,  neither  Car- 
son's nor  Seiders'  view  is  reassuring.  If 
construction  demand  remains  basically 
strong,  there  may  be  little  chance  of  a 
near-term  economic  slowdown. 


WHERE  OFFICE 
RENTS  ARE  DEAR 

London's  West  End  is  out  of  sight 


Over  the  past 
rents  and  oth 
rose  11%  to  27% 
Francisco,  and 
Boston.  But  a 
Cushman  & 
Wakefield  survey 
finds  that  these 
cities  are  still 
cheaper  for 
renters  than  a 
dozen  other  sites 
around  the  globe. 
The  priciest 
city  remains  Lon- 
don, whose  occu- 
pancy costs  are 
32%  higher  than 
Tokyo's  and  dou- 
ble those  of  Hong 
Kong.  New  Delhi 
and  Bombay  are 


year,  prime  office 
er  occupancy  costs 
in  New  York,  San 

A  GLOBAL  VIEW 
OF  OFFICE  COSTS 


44  84  126 

►  DOLLAR  PER  SQ.  FT.  FOR  RENT, 
TAXES  &  OPERATING  EXPENSES 

•  WEST  END 

■■MIDT0WN  MANHATTAN 
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also  high  on  the  list,  as  are  Parisl 
Buenos  Aires.  And  though  its  costa 
down  31%  since  last  year,  Moscol 
still  among  the  most  expensive  veif 

The  cheapest  office  sites,  with 
pancy  costs  ranging  from  $5  to  $1( 
sq.  ft.,  include  South  African  citie^ 
hannesburg      and      Capetown, 
Bangkok,  Abu  Dhabi,  and  Montres 


HELPING  CLOSE 
THE  GENDER  GAJ 

Competition  limits  discriminate 

In  the  1980s,  the  disparity  bet\ 
male  and  female  wages  in  the 
narrowed  significantly — even  as  ovi 
wage  inequality  increased.  Whik 
searchers  have  attributed  much  of  | 
development  to  women's  growing 
experience  and  educational  attaining 
most  believe  that  waning  discrimin? 
also  played  a  part. 

In  a  recent  study,  economists  Sa^ 
E.  Black  of  the  Federal  Reserve  Be 
New  York  and  Elizabeth  Brainerl 
Williams  College  throw  light  on  the 
Back  in  the  1950s,  University  of  ChiJ 
economist  Gary  S.  Becker  (a  busiiT 
week  columnist)  theorized  that  on!y| 
ployers  in  relatively  uncompetitive 
kets  can  afford  to  practice  discr 
tion.  As  markets  become  increasiil 
competitive,  he  wrote,  such  emploj 
must  either  change    their  ways  or 
being  driven  out  of  business  by  comj| 
tors  unwilling  to  sacrifice  profits  by 
ticing  discrimination.  Thus,  rising 
petition   should    inevitably   lead   tl 
decline  in  discrixnination. 

Since  many  industries  in  the  15 
faced  intensified  competition  from 
eign  competitors,  Black  and  Brair 
decided  to  apply  Becker's  thesis  ir 
analysis  of  the  impact  of  growing  | 
ports  on  gender  wage  gaps  in  two 
ufacturing  sectors:  concentrated  inc| 
tries    controlled    by    relatively 
companies,  and  competitive  industl 
where  market  power  was  more  wi<[ 
dispersed.  Exactly  as  Becker's  thj 
implied,  they  found  that  gender 
gaps  narrowed  more  rapidly  in  cone 
trated  industries,  which  had  forme 
faced  little  competitive  pressure  to 
duce  discrimination. 

Thus,  while  rising  imports  are  of  \ 
blamed  for  widening  wage  inequa 
by  lowering  the  wages  of  low-skr 
workers,  they  also  appear  to  have  ] 
at  least  one  positive  effect  on  inequ 
ty — reducing  the  ability  of  employ 
to  discriminate  against  women. 
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in  the  surge  economy,  one  of  the 

biggest  threats  to  your  business  is  success. 
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in  the  surge  economy,  the  high-performance 
data  center  is  your  new  command  center. 

on  the  internet,  success  hits  bigger  and  happens  faster 
than  ever  before,  this  is  the  surge  economy,  and  it's 
making  everyone  rethink  the  way  they  do  business, 
from  now  on,  e-business  is  your  most  important  asset, 
whoever  you  entrust  to  host,  manage  and  guard  it 
had  better  be  driven,  responsive,  exacting,  welcome  to 
intel  -online  services,  where  the  control  room  never 
blinks,  where  networks,  applications  and  devices  are 
scrupulously  observed  on  ten  towering  screens  and 
banks  of  ever-vigilant  monitors,  where  thanksgiving  is 
just  another  thursday.  where  intel  engineers,  software 
specialists  and  operators  combine  the  sum  of  their 
experience  to  optimize  your  business  every  day. 


the  control  room  never  blinks 


intel 

online 

services 


in  the  surge  economy,  a  million  customers 
can  come  calling,  all  at  once,  at  2  a.m. 

because  it's  8  a.m.  in  frankfurt  or  hong  kong  or 
somewhere,  in  internet  time,  even  a  start-up  business 
can  face  a  massive  demand  for  its  products  and 
services  virtually  overnight,  and  brand  loyalty  lasts  as  long 
as  your  web  site  stays  up.  the  high-speed,  high-volume 
surge  economy  has  changed  business  forever,  which  is 
why  ' intel0  online  services  designs  state-of-the-art 
internet  service  centers  to  meet  the  demand,  from  a 
dedicated  oc48  fiber  optic  ring  that  can  scale  to  oc192, 
providing  network  connectivity  to  multiple  carriers,  to  as 
many  as  10,000  stacked  and  ready  servers,  windows  nt', 
linux',  Solaris  -  the  operating  system  of  your  choice,  right 
down  to  the  seismically  reinforced  floor,  every  detail  has 
been  intel-engineered  like  it  was  the  most  critical  part  of 
your  business,  because  it  is. 
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in  the  surge  economy 

there's  no  such  thing  as  over-prepared. 

ready  or  not,  every  worldwide  office  needs  web-based 
applications  this  week,  and  your  suppliers,  sales 
channels  and  partners  need  instant  access  to  your 
inventory,  in  the  surge  economy,  it's  the  companies  with 
the  capacity  to  respond  to  the  unexpected  that  win. 
so  inter  online  services  builds  its  internet  service 
centers  even  better  than  they  have  to  be.  you  can  see 
it  in  the  ready-for-anything  server  room,  you  can  see  it  in 
the  back-up  electrical  and  mechanical  systems,  even 
the  house-sized  cooling  unit  is  fully  redundant,  in  the 
surge  economy,  you  never  know  exactly  what's  coming, 
only  that  it  is.  that's  why  there's  inter  online  services. 


even  the  house- sized  cooling  unit  is  fully  redundant 


in  the  surge  economy 
only  the  paranoid  survive 


take  a  virtual  tour  -»  intelonlineservices.com 
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|5  LABOR  DEMAND  WEAKENING 
R  IS  THERE  A  SHORTAGE  OF  WORKERS? 

irricane  Floyd  wreaked  havoc  on  the  employment  data 
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The  September  employment 
report  was  a  real  head- 
itcher.  Nonfarm  jobs  fell  by  8,000,  but  wages  ticked 
by  a  large  0.5%  from  August,  and  the  jobless  rate 
fed  at  a  low  4.2%.  Such  contradictory  data  made  it 
icult  to  analyze  what  is  considered  the  most  com- 
|hensive  and  timely  set  of  economic  numbers  there  is. 

It's  best  to  look  at  the  re- 
port from  three  separate  an- 
gles. First,  the  demand-side 
explanation  would  suggest  that 
businesses  are  scaling  back 

I  their  need   for  labor  in  re- 

NONFARM  PAYROLLS  ,         , 

.  |  I  |  sponse  to  a  slowdown  in  eco- 
nomic activity.  That  could  ex- 
plain why  payrolls  shrank  for 
the  first  time  in  3  [k  years 
(chart).  Second,  the  supply-side 
argument  would  counter  that, 
h  a  record  number  of  people  already  working,  the 
l  weakness  reflected  a  lack  of  able  bodies  to  hire.  Fi- 
fy,  given  the  effects  of  Hurricane  Floyd  and  the  no- 
Lously  large  revisions  that  are  typical  for  September 
a,  perhaps  the  best  handling  of  the  report  might  be 
toss  it  in  the  trash  and  hope  that  the  October  data 
e  a  clearer  picture. 

at's  what  a  lot  of  economists — and  maybe  even 

ne  Federal  Resen  e  policymakers — are  doing.  Read- 

the  job  data  correctly  is  crucial  right  now,  because 

are  Fed  policy  decisions  will  be  based  largely  on 

state  of  the  labor  markets.  The  Fed  is  concerned 

t  tight  job  markets  could  push  up  wage  growth  far 

Iwgh  above  the  pace  of  productivity  to  generate 
pe  pressures.  Policymakers  would  feel  forced  to  hike 
»rest  rates  again  before  that  inflation  risk  flares  up. 

WHAT'S  THE  ANSWER?  First  of  all,  given  what 
er  stronger  economic  data  are  saying,  the  demand- 
■  explanation  that  the  economy  is  slowing  down 
ks  weak.  However,  there  may  be  something  to  the 
bry-side  argument.  The  job  data  may  be  giving  the 
t  hint  that  the  economy  is  bumping  up  against  a  Be- 
b  shortage  of  workers.  If  so,  then  wage  growth  and 
I'ndant  inflationary  pressures  will  heat  up. 
3ut  more  than  anything,  the  weak  numbers  in  the 
jtember  job  report  simply  look  screwy.  First  of  all, 
rricane  Floyd  wreaked  havoc  on  the  data.  The  Labor 
pt.  said  that,  excluding  Floyd,  payrolls  would  have 
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risen  by  50,000.  True,  that's  still  small,  but  keep  in 
mind  that  September  is  traditionally  a  difficult  month 
for  the  government  to  seasonally  adjust,  partly  be- 
cause of  the  timing  of  students  leaving  the  job  markets. 

According  to  economists  at  J.  P.  Morgan  &  Co.,  Sep- 
tember payrolls  are  typically  revised  sharply  higher.  The 
Morgan  analysts  say  that  during  the  past  five  years,  the 
average  September  payroll  gain  was  originally  reported 
at  121,000.  But  in  the  second  revision,  the  average  in- 
crease was  refigured  to  168,000.  And  by  the  time  the 
Labor  Dept.'s  annual  revisions  were  taken  into  account, 
the  gain  was  251,000 — more  than  double  the  first  esti- 
mate. That  means  that  the  September  job  loss  could 
turn  into  a  modest  addition  when  the  October  report  is 
released  on  Nov.  5.  Plus,  October  jobs  are  likely  to 
show  a  sizable  rebound. 

Moreover,  last  month's  data 
run  counter  to  other  recent 
job  numbers.  September  pay- 
rolls, even  adjusted  for  hurri- 
cane losses,  were  way  out  of 
line  with  this  year's  average 
job  increase  of  192,000  per 
month.  And  unemployment  in- 
surance claims  gave  no  clue  to 
the  job  loss.  September  filings 
were  not  significantly  higher 
than  the  August  average. 

Also,  the  labor  report  showed  21,000  more  factory 
workers  were  laid  off  last  month,  but  the  purchasing 
managers'  report  and  other  industrial  data  show  that 
factory  activity  is  picking  up.  In  a  third-quarter  survey, 
the  National  Association  for  Business  Economics  re- 
ported that  31%  of  the  companies  surveyed  exported 
more  last  quarter.  That  was  the  highest  percentage  in 
two  years,  just  before  the  Asian  crisis  unfolded. 

The  employment  data  also  show  that  retail  stores  laid 
off  49,000  last  month,  though  retailers  said  that  back-to- 
school  shopping  was  solid.  The  large  $10.8  billion  gain  in 
installment  credit  in  August  is  another  sign  that  con- 
sumers are  still  on  a  buying  spree.  Debt  outstanding  is 
up  to  a  record  21.5%  of  aftertax  income  (chart). 

DOES  IT  SEEM  PLAUSIBLE  that  businesses  are  not 
hiring  because  they  cannot  find  qualified  workers?  Cer- 
tainly, some  of  the  data  in  recent  months  support  this 
supply-side  view:  The  jobless  rate  is  at  a  29-year  low.  A 
record  percentage  of  people  are  already  in  the  labor 
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force,  and  labor-force  growth  has  slowed.  Moreover, 
with  domestic  demand  still  strong  and  foreign  demand 
picking  up,  businesses  should  be  hiring,  not  firing,  and 
the  workweek  should  be  rising,  not  falling. 

If  the  shortage  of  skilled  workers  is  becoming  severe, 
though,  the  deficiency  has  implications  for  the  economy. 
Businesses  will  have  to  raise  salaries  to  attract  needed 
workers.  That  will  not  be  a  problem  as  long  as  higher 
pay  is  met  with  commensurate  gains  in  productivity. 

In  its  Oct.  5  policy  statement,  the  Fed  noted  how 
productivity  advances  have  fostered  favorable  trends  in 
unit  costs  and  prices.  That  trend  may  have  continued  in 
the  third  quarter  as  well.  The  total  number  of  hours 
worked  in  the  economy  grew  at  a  modest  2.2%  annual 
rate,  but  economic  output  may  well  have  grown  about 
4%,  suggesting  a  strong  productivity  gain.  However, 
keep  in  mind  that  hours  worked  dropped  sharply  in 
September  due  to  Floyd,  which  could  overstate  the 
quarter's  productivity  growth. 

BECAUSE  THE  RELATIONSHIP  between  productivity 
and  wage  growth  is  so  crucial  to  future  Fed  decisions, 
the  7tf  jump  in  average  hourly  pay  in  September,  the 
largest  gain  in  16  years,  was  an  eyepopper. 

Like  the  job  loss,  though,  the  wage  gain  looks  odd. 
Hourly  pay  usually  ticks  up  when  there  is  a  decline  in 
low-paying  jobs  and  the  workweek,  such  as  tourism-re- 
lated losses  from  the  hurricane.  In  the  third  quarter,  av- 
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erage  pay  was  up  3.7%  from  a  year  ago.  While  h; 
means  household  buying  power  is  still  growing, 
gain  is  below  the  recent  peak  of  4.3%  hit  in  mid- 
(chart).  If,  however,  the  supply  of  labor  is  dangen 
low,  then  yearly  pay  gains  could  soon  rise  above 
putting  upward  pressure  on  unit  labor  costs 

What  about  the  argument 
that  weaker  demand  is  cutting 
hiring?  Certainly,  a  few  recent 
trends  suggest  some  easing  in 
the  labor  markets.  For  exam- 
ple, the  number  of  discouraged 
workers  is  climbing  again.  And 
the  quit  rate — the  percentage 
of  unemployed  who  voluntarily 
left  their  last  jobs — fell  back  in 
September,  to  12.7%  from  a 
recent  high  of  14.5%.  The  po- 
tent data  on  consumers  and  manufacturing  hardly  s 
an  economy  slowing  down,  however.  And  demand  i 
slow  first  before  job  growth  does 

Unfortunately,  the  apparent  quirks  in  the  Septen 
jobs  report  make  it  hard  to  say  whether  weaker 
mand  or  a  supply  constraint  is  the  dominant  influenc 
the  labor  market  now.  Luckily,  the  Fed  will  rec 
other  reports — including  the  October  jobs  number 
revised  September  data — before  it  meets  on  Nov.  1 
set  monetary  policy. 
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Bank  of  England  Deputy  Gov- 
ernor and  inflation  hawk 
Mervyn  King  had  a  tough  sell  on 
Oct.  11.  He  was  in  Edinburgh, 
Scotland,  defending  the  Monetary 
Policy  Committee's  preemptive 
rate  hike  in  September 
before  an  industrial 
group  hit  hard  by  the 
manufacturing  reces- 
sion. What's  more,  he 
fueled  speculation  that, 
after  no  October  hike, 
the  MPC  will  lift  rates 
again  in  November. 

King's  remarks  came 
as  the  British  economy 
faces  not  only  robust 
domestic  demand  but  also  a  pick- 
up in  foreign  demand.  The  unem- 
ployment rate,  at  4.2%  in  Septem 
ber,  is  already  the  lowest  in  two 
decades,  and  wage  growth,  which 
sped  up  to  4.9%  last  month,  is 
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REMAINS  UNDER  CONTROL 

3.25 


JAN.  '97  SEPT.  '99 

▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 

DATA:  STANDARD  &  POOR'S  ORI.  BW 


faster  than  the  mpc  deems  consis- 
tent with  its  2.5%  inflation  target. 
Recent  government  revisions  to 
gross  domestic  product  show  that 
the  economy  was  stronger  last 
winter  than  first  thought,  and 

that  the  mpc's  2.5  per- 
centage points  in  rate 
cuts,  which  took  rates 
to  a  22-year  low,  may 
have  been  overdone. 
British  demand  is  al- 
ready growing  4.5% 
yearly,  and  it's  likely 
to  accelerate  thanks 
to  past  rate  cuts. 

Moreover,  exports 
are  up  sharply,  to  the 
benefit  of  manufacturers.  Exclud- 
ing oil,  exports  in  the  past  three 
months  are  growing  at  an  annual 
rate  of  18%  compared  with  the 
previous  three  months,  and  ship- 
ments to  non-European  Union 


countries  are  up  30%.  August  in 
dustrial  production  posted  the 
seventh  gain  in  a  row,  and  the  r 
cent  trend  in  factory  output  is  t 
strongest  in  nearly  two  years. 

September  underlying  retail  ii 
flation  remained  at  a  tame  2.1%, 
helped  partly  by  price  wars  gen 
erated  by  competition  from  Wal- 
Mart  Stores  Inc.,  along  with  de 
dining  import  prices  resulting 
from  the  pound's  strength  this 
year.  Still,  service  inflation  is 
3.6%.  Inflation  for  nonenergy  fac 
tory-made  goods  is  also  benign, 
but  input  prices  are  picking  up. 

New  strength  in  sterling  since 
the  September  rate  hike — and  it: 
potential  to  throttle  the  factory 
recovery — likely  stayed  the  mpc's 
hand  in  October.  But  peppier  for 
eign  demand  and  the  need  to  re- 
build inventories  will  power  the 
factory  upturn  in  coming  months 
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And  you  can  save  a  lot  of  both  with  the  new 
Novell-  Internet  Caching  System  (ICS"). 
It's  the  fastest  and  most  cost-effective 
Internet  acceleration  system  available.  Period. 


For  the  full  story  on  Novell  ICS,  including 
partners  delivering  ICS  appliances,  call  today 
at  1-800-208-2700.  Or  visit  our  Web  site  at 
www.novell.com/caching. 
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|ime  to  relax  and  make  some 
plans  for  the  last  New  Year's 
Eve  of  the  millennium?  If  you 
listen  to  Federal  Reserve  Chair- 
man Alan  Greenspan  and  many 
government  policymakers,  there's  not 
much  left  to  worry  about:  The  big  bad 
Y2K  bug  that  can  hamstring  computers 
not  programmed  to  deal  with  the  date 
change  is  not  exactly  eradicated,  but  the 
massive  repair  efforts  to  inoculate  vital 
segments  of  the  economy  seem  to  be 
mostly  on  schedule.  According  to  a  re- 
cent cap  Gemini  survey,  94%  of  U.S. 
companies  will  have  most  mission-critical 
systems  Y2K-compliant  by  the  time  the 
ball  drops  in  Times  Square.  Even  the 
most  famous  millennium  alarmist  on  Wall 
Street,  Edward  E.  Yardeni,  chief  econo- 
mist at  Deutsche  Bank  Securities  Inc., 
has  trimmed  his  apocalyptic  predictions. 
So  go  ahead  and  order  the  bubbly. 
But  don't  get  complacent  about  Y2K. 
Neither  the  Pentagon  nor  the  Medicare 
system  is  fully  prepared.  Nor  are  many 


small  and  midsize  American  companies. 
And  outside  the  U.S.,  the  level  of 
readiness  varies  from  good  in  places 
such  as  Mexico  and  parts  of  Europe 
to  abysmal  in  China,  Indonesia,  and 
most  of  Asia's  developing  economies. 
Disruptions  in  those  economies  could 
spell  trouble  fast  for  all  sorts  of  U.  S. 
businesses. 

Back  in  the  U.S.,  the  very  efforts  to 
avoid  disruptions  are  already  distorting 
the  economy.  Surveys  show  that  more 
than  a  third  of  manufacturers  plan  to 
hike  inventories  of  raw  materials,  by 
23%  in  the  fourth  quarter.  At  the  same 
time,  companies  are  curbing  new  in- 
vestments in  computer  systems  until 
after  they're  safely  into  the  new  year. 

This  has  economists  plugging  the 
"Y2K  effect"  into  their  models.  St.  Louis- 
based  Macroeconomic  Advisers  LLC  says 
this  kind  of  inventory  buildup  alone 
could  add  more  than  one  percentage 
point  to  gross  domestic  product  growth 
in  the  final  three  months  of  this  year — 


but  shave  gross  domestic  product 
that  much  or  more  in  next  year's  f 
quarter  as  companies  work  off  the 
cess.  And,  warns  ma  Chairman 
Prakken:  "There  is  a  potential  for 
able  and  erratic  movements  in  invei 
ries  at  the  end  of  the  year." 

Meanwhile,  the  Y2K  effect  is  sh 

i 


m 
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ing  up  in  all  sorts  of  unpredicted  pla 
Some  advertising  agencies  report  t 
major  clients  are  cutting  back  on  fom 
quarter  budgets,  willing  to  lose  bi 
ness  rather  than  create  demand  t 
they  might  not  be  able  to  fill. 
GREAT  EXCUSE.  At  Morgan  Stan 
Dean  Witter,  computers  rank  4,000  g 
al  suppliers  by  color.  Red  means  tot; 
unprepared,  amber  means  problema 
and  green  means  tested  and  reliable  hncu 

For  some  companies,  Y2K  offer;   « 
handy  excuse  for  all  sorts  of  things 
Hollywood,  for  instance,  several  stuc   >p 
are   tacking  another  week  onto 
usual  yearend  holiday  shutdown  just 
case  y2k  cripples  transportation. 


GLOBAL  TROUBLE  SPOTS 

Power  outages  and  other  disruptions  in  Taiwan  or 
China  could  cause  supply  problems  in  the  U.S. 
and  Europe 

DATA:  GARTNER  GROUP  INC.;  U  S.  SENATE  Y2K  COMMITTEE 
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Y2K  will  affect  everyone, 
from  the  ready  to  the  clueless 
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r  week  in   Aspen  couldn't   hurt, 
nd  the  truth  is  that  until  the  calen- 
flips  from  1999  to  2000  on  computers 
■ywhere,  nobody  really  knows  how 
Y2K  axes  work.  Even  the  most  dili- 
Y2K   bug  killers  could   not   test 
y  line  of  code  in  all  their  systems. 
i  ome  systems  are  bound  to  fail. 
September  survey  by  cap  Gemini 
?rica,  a  consulting  firm,  found  that 
■  82%  of  large  U.  S.  companies  have 
experienced  a  Y2K-related  glitch, 
some  companies  report  fixes  that 
t  hold  up  to  repeated  testing.  "In 
of  these  cases,  it  didn't  stop  the 
ems  from  working,  but  caused  a 
leans  toti^le  lot  of  errors,"  says  Howard  Ru- 
a  consultant  for  CAP  Gemini, 
inancial  markets  will  be  affected, 
according  to  John  Thain,  co-presi- 
of  Goldman  Sachs  Group,  simply 
ii  4Use  people  expect  them  to  be.  "Mil- 
will  be  way  down,"  he  predicts. 
will  see  a  much  lower  level  of  ac- 
j  >;y  in  the  second  half  of  December 
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and  the  Bret  two  weeks  in  January."  In 

the  bond  markets,  the  Y2K  effect  can  be 

seen  in  growing  interest-rate  spreads. 

The  risk  premium  on  corporate  bonds 

has  risen  by  10%  and  20%  since  July. 

Curt  Shambaugh,  head  of  fixed-income 

strategy   at    Credit 

Suisse-First  Boston 

estimates  that  U.S. 

bond    issuance    will 

fall  to  $23  billion  in 

November  from  $42 

billion  in  November, 

1998. 

There  is  still  rag- 
ing debate  about 
how  big  a  threat 
Y2K  poses  in  the 
U.S.  But  most  econ- 
omists— including 
Greenspan — agree 
that  it  is  very  unclear  how  prepared 
enterprises  overseas  are.  According  to 
a  recent  U.S.  Senate  Y2K  Committee 
study,  "the  failure  of  other  nations  to 
fix  their  bug  problems  could  cause  glob- 
al disruptions  that  wash  up  on  our 


AFTER  Y2K,  TECH  MONEY  WILL 
FLOOD  INTO  E-COMMERCE 


▲  PERCENT 


QUARTERLY 


DATA:  GARTNER  GROUP  CONSULTING 


shores,"  creating  the  potential  for  high- 
er energy  prices,  supply  shortages,  and 
a  mild  global  economic  downturn.  Ah- 
mad Kamal,  the  U.  N.  outgoing  Y2K 
chief,  says  he's  mostly  concerned  about 
shipping.  "Many  shipping  companies 
are  not  forthcoming 
or  compliant,  and 
countries  remain 
heavily  dependent 
on  shipping  for  oil," 
Kamal  says.  The 
U.S.  imports  around 
half  of  the  oil  it  con- 
sumes, much  of  it 
from  Venezuela,  one 
of  the  countries  that 
Kamal  fears  is  not 
ready  for  the  New 
Year.  Venezuela,  in 
fact,  is  toward 
the  bottom  of  many  analysts'  rank- 
ings of  Y2K  preparedness  in  different 
countries. 

Which  countries  are  most  at  risk?  In- 
donesia and  China  are  among  those  con- 
sidered most  dicey.  In  Indonesia,  two- 
thirds  of  companies  have  yet  to  finish 
their  Y2K  projects  and  "have 
paid  scant  attention  to 


News:  Analysis  &  Commentary 


contingency  planning,  such  as  the  real 
risk  of  power  failure,"  says  a  new  report 
by  Jardine  Fleming  Securities  Ltd. 

Japan,  on  the  other  hand,  has  "come 
a  long  way"  in  fixing  its  financial  sector, 
says  Lou  Marcoccio,  research  director  of 
the  Stamford  (Conn.)  consulting  firm 
Gartner  Group  Inc.  But  small-  and  mid- 
size Japanese  companies  are  still  "vast- 
ly unready."  The  same  is  true  in  Taiwan, 
where  small  companies  comprise  98% 
of  all  companies.  Add  this  to  concerns 
that  one  of  the  biggest  problems  in  Asia 
could  be  massive  disruptions  of  power, 
and  possible  supply  problems  for  the 
U.S.  and  Europe  begin  to  seem  much 
more  likely. 

THE  GOOD  NEWS.  In  Japan,  there's  also 
a  lot  of  concern  about  the  high  poten- 
tial for  public  panic.  There  is  even  talk 
of  possible  runs  on  the  banks,  which 
could  take  down  financial  markets.  Ac- 
cording to  an  Oct.  11  report  in  the 
newspaper  Asahi,  Prime  Minister  Keizo 
Obuchi  could  be  contributing  to  the 
problem:  The  paper  says  he  is  expected 
to  call  on  citizens  to  store  a  week's 
worth  of  food,  water,  and  cash  in 
preparation  for  Y2K.  "This  is  a  country 
where  people  cornered  toilet  paper 
when  the  oil  shock  hit  and  formed  lines 
when  the  Long-Term  Credit  Bank  of 
Japan  was  [pronounced]  insolvent,  even 
though  it  was  clear  that  the  deposits 
were  guaranteed,"  says  Takaaki  Okada, 
an  international  liaison  for  Japan  Secu- 
rities Dealers  Assn. 

Back  in  the  U.S.,  the  Y2K  bug  con- 
tinues to  dictate  how  companies  spend 
their  technology  dollars.  Gartner  figures 
that  Y2K  ate  20%  to  40%  of  technology 
budgets  this  year  and  could  consume 
40%  in  2000 — because  of  continuing  fail- 
ures and  interruptions,  legal  issues,  and 
work  by  companies  to  complete  all  non- 
critical  Y2K  work. 

The  good  news?  Once  Y2K  issues  are 
resolved,  probably  by  midyear,  com- 
puter makers  could  see  a  boom  as 
spending  on  e-business  soars.  In  a 
Gartner  survey  released  Oct.  11,  com- 
panies said  that  by  next  spring  they 
will  be  spending  half  their  tech  budgets 
on  e-commerce.  A  cap  Gemini  survey 
speaks  to  that  pent-up  demand  caused 
by  the  bug.  Of  156  large  U.S.  compa- 
nies surveyed,  Y2K  has  caused  82%  to 
delay  Intranet  projects  and  33%  to  de- 
fer e-business  and  e-commerce  projects. 
"The  whole  world  is  dying  to  dive  into 
e-business,"  says  Gartner  analyst  Mar- 
coccio, "but  it's  stuck  in  the  mire 
of  Y2K."  Soon,  it  may  be  safe  to  get 
unstuck. 

By  Marcia  Stepanek  in  New  York, 
with  bureau  reports 


COMPUTERS 


THE  VISE  TRAPPING 
PC  MAKERS 

Caught  between  rising  chip  prices  and  stingy  consumer 


It  was  beginning  to  look  like  another 
blockbuster  Christmas  for  PC  mak- 
ers. With  slick  new  products,  low 
prices,  and  Internet  service  rebates 
that  promised  "free"  PCs,  record  sales 
seemed  certain.  Until  Sept.  21.  That's 
when  Taiwan  was  rocked  by  a  horrific 
earthquake  that  disrupted  America's 
big  pc  makers  and  other  electronics 
firms  from  vital  sources  of  supply.  "This 
was  going  to  be  a  huge  Christmas,  but 
suddenly  there's  a  wet  blanket  on 
things,"  says  Merrill  Lynch  analyst 
Steven  Fortuna. 

The  disruptions  in  supply  lines  helped 
to  tighten  the  vise  in  which  the  PC  in- 
dustry finds  itself.  On  one  side,  con- 
sumers expect  lower  prices  and  can't 
remember  the  last  PC  price  hike.  On  the 
other,  suppliers  are  suddenly  com- 
manding higher  prices  for  key 
components     such     as 
memory  chips.  A 
worldwide 


pes  for  the  Christmas  season  asan 
Intel  itself  reported  disappointing  < 
ings  for  the  third  quarter,  citing,  ar 
other  factors,  more  sales  of  che 
chips  than  it  had  anticipated.  On  Oc 
the  chip  giant's  earnings  report  sei 
stock  tumbling  by  10%  and  helped 
down  the  rest  of  the  market 

Now,  with  the  Taiwan  disaster  tyir 
supplies,  PC  makers  are  scrambling 
cure  the  motherboards,  chipsets, 
and    other    parts 
they     need     to 
meet  demand — 
even  if  it  means 
paying  a  lot  more 
to     get     them. 


short- 
age of  comput- 
er parts,  from  3(2  ca- 
pacitors to  $400  flat-panel 
displays,  has  been  driving  parts 
costs  up  for  months.  The  price  of  a  64- 
megabit  dram  chip  has  skyrocketed  from 
less  than  $5  to  almost  $20  since  July. 

Complicating  matters  are  delays  by 
Intel  Corp.  on  components  needed  for 
new  designs — the  models  that  command 
the  highest  prices.  Several  PC  makers 
have  had  to  put  off  the  introduction  of 


And  that  undoes  the  for- 
mula that  allowed  pc  makers  to  tl 
despite  falling  prices.  Before,  they  c 
use  dropping  component  costs  to  help 
derwrite  price  cuts  and  make  up  L 
shrinking  margins  with  higher  volui 
Today,  the  options  are  less  attractive 
the  rising  costs  and  sacrifice  earning: 
try  to  up  their  prices  and  risk  losing  s 
The  latter  seems  risky,  considering 
the  driving  force  behind  surging  PC 
ume — gains  have  run  as  high  as  30 
month  lately — is  falling  prices  that  b 
new  shoppers  into  the  market. 

Unless  the  supply  situation  clears 
quickly,  PC  makers  may  be  hard-pre; 


sil 
tate 
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rank  out  enough  computers  to  meet 
nanil,  no  matter  what  the  price 
:ebooks  are  already  in  short  supply, 

the  earthquake  could  choke  off  sup- 
s  of  graphics  chips.  Danny  K.  Lam,  a 
liconductor  analyst  with  market  re- 
rcher  Fisher-Holstein  Inc.  figures 
plies  will  be  5%  to  20%  below  fourth- 
rter  levels.  "And  you  can't  build  a  PC 
hout  a  graphics  chip,"  he  notes. 
Already,  Hewlett-Packard  Co.  has 
•ned  that  its  sales  growth  will  be 
coming  in  at  7%  to  10%,  not 
p  to  13%  for  the  quarter  ending  Oct. 

On  Oct.  8,  IBM,  which  lost  $1 
on  on  Pes  last  year,  announced 
to  cut  costs  by  laying  off 
b  of  the  workers  in 

consumer   PC  ,.«* 

And 


I  tell  i  Computer  ( !orp.,  by  virtue  of  its 

size,  might  minimize  the  damage:  Few 
suppliers  will  risk  losing  its  bush 
to  take  advantage  of  what  may  be 
short-term  pricing  power,  say  analysts. 
Apple  and  (Gateway  may  not  fare  so 
well.  Apple's  decision  to  double  the  mem- 
ory in  its  new  iMacs,  to  64  megah , 
could  cost  the  company  $50  million  in 
the  fourth  quarter,  say  analysts — equal  to 
20%  of  anticipated  profits.  "If  you're  Dell, 
it's  no  big  deal.  If  you're  Apple,  it's  a 
big  problem,"  says  Brown  Brothers  Har- 
riman  &  Co.  analyst  William  J. 
Milton  Jr. 

Hardest  hit  will 


Still,    relief   isn't    likely    to    come    by 

< Ihristmas.  Tb  ease  the  pr<  ome 

top  players  are  contemplating  something 

milliard  of  in  PCS  for  most  of  the 
price  increases.  Already,  Dell  has  raised 
prices  in  Japan  on  its  Dimension  J  mod- 
el, from  $870  two  weeks  ago  to  $1,000. 
And  if  significant  parts  short- 
ages crop  up,  these  com- 
panies hint  they'll 
build  more 


Oct.  13, 

Apple  Comput- 
er Inc.  reported  earn- 
ings of  just  $90  million  after 
one-time  gains — 25%  below  what  an- 
sts  has  been  predicting  before  the 
ier  votojwpany   warned   on   Sept.   20  that   a 
r!:ive:  rtage  of  key  chips  would  slow  sales. 
,,ggs  Hie  situation,  if  it  persists,  could  dull 
luster  of  Wall  St.  darlings  such  as 
111,  Gateway,  and  Apple.  All  have  been 
.aided  by  investors  for  their  stream- 
I  |d,  just -in-time  manufacturing  setups, 
rich  enable  them  to  quickly  benefit 
m  falling  parts  prices.  Bui  with  few- 
parts  in  inventory,  they're  more  ex- 
iHed  to  rising  prices  and  shortages. 


ond- 
tier  brands. 
Not     only 
will  they  be  hard- 
pressed  to  secure 
parts,  but  they 
will  face  daunting 
margin  pressures.  Com- 
panies  such   as   emachines 
earn  just  $40  or  so  on  their 
cheaper    models — just    a 
few  dollars  more  than  the 
rise  in  the  price  of  memory 
since  July.  "The  rise  in  memory 
prices  alone  marks  the  difference  be- 
tween making  money  and  not  making 
money,"  says  Andrew  Watson,  president 
of  PC  maker  Monorail  Computer  Corp. 

There  is  good  news.  For  starters,  de- 
mand shows  no  sign  of  abating.  "Our  PC 
customers  continue  to  be  bullish,"  says 
Guerrino  De  Luca,  CEO  of  mouse-maker 
Logitech  Inc.  And  what's  more,  few  be- 
lieve parts  prices  will  remain  high  for 
long.  Continued  price  drops  on  some 
parts,  such  as  disk  drives,  continue  apace. 
And  many  analysts  think  the  high  mem- 
ory prices  may  be  short-lived.  As  long- 
-u ft.  ring  Asian  chipmakers  ramp  up  ca- 
pacity to  profit  from  the  higher  prices, 
"I'm  guessing  spot  prices  could  fall  back 
to  $<;  by  November,"  from  $18  today, 
says  Dataquest  analyst  James  Handy. 


profitable, 
higher-end  ma- 
chines. "[Consumers] 
may  not  see  as  many  low-end 
units  available,"  says  Michael  J.  Lar- 
son, head  of  Compaq  Computer  Corp.'s 
consumer  division. 

Getting  customers  to  pay  more  may 
be  wishful  thinking,  however.  Since  1997, 
the  average  price  of  a  home  PC  has 
dropped  from  $1,642  to  around  $800,  ac- 
cording to  Ziff-Davis  InfoBeads,  and 
that's  not  counting  the  $400  rebates  that 
Internet  Service  Providers  such  as 
America  Online  Inc.  are  offering  to  cus- 
tomers who  sign  up  for  three-year  con- 
tracts. So  if  PC  makers  stuff  shelves 
with  fancy  models  with  who-cares  fea- 
tures, sales  could  suffer  even  more. 
"Consumers  may  not  have  a  very  wide 
range  of  models  to  choose  from  this 
Christmas,  and  I  think  unit  sales  will 
drop  dramatically  as  a  result,"  says  an- 
alyst Allison  Boswell. 

That's  a  worst-case  scenario,  to  be 
sure.  But  having  trained  customers  to 
expect  perpetual  price  drops,  pc  makers 
may  have  little  wiggle  room.  Ask  Julio 
Meran,  43,  a  tax  accountant  in 
Lawrence,  Mass.  He  recently  put  off 
buying  a  high-end  machine  in  favor  of 
an  emachines  model  that  cost  $199  after 
a  rebate.  That's  not  to  say  he  doesn't 
want  a  screamer,  but  he'll  only  buy  one 
if  the  price  falls  by  a  few  hundred 
bucks.  For  PC  makers,  making  that  hap- 
pen is  looking  tougher  all  the  time. 

By  Peter  Burrows  in  San  Mateo, 
Calif.,  with  bureau  reports 
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COMMENTARY 


By  Howard  Gleckman 


THE  NASTY  SIDE  EFFECTS  OF  MEDICAL  SAVINGS  ACCOUNTS 


To  hear  boosters  talk,  Medical 
Savings  Accounts  are  the 
millennial  version  of 
penicillin — a  market-based 
elixir  that  will  help  44  mil- 
lion uninsured  Americans 
get  health  coverage 
through  a  combination  of 
limited  insurance  and  in- 
dividual savings  accounts. 
At  least  that's  what  Re- 
publicans and  even  some 
Democrats  said  when  the 
House  passed  legislation 
on  Oct.  6  to  extend  MSAs 
to  everyone. 

For  Americans  who  are 
healthy  and  with  dispos- 
able income,  MSAs  are  in- 
deed a  great  deal.  They 
combine  low-premium  cata- 
strophic health  insurance 
with  a  sweet  tax  break  that 
softens  the  blow  of  having  to 
pick  up  medical  expenses  until 
they  hit  deductibles  that  can  run  as 
high  as  $4,500  for  a  family  and  up  to 
$2,250  for  an  individual. 

But  the  plans  have  at  least  three 
major  drawbacks.  First,  there  is  little 
real  evidence  that  MSAs  will  greatly 
expand  coverage  to  the  uninsured. 
Next,  because  MSA  enrollees  pick  up 
routine  expenses,  the  program  fights 
one  of  the  major  themes  in  other  cost- 
containment  efforts:  encouraging  pre- 
ventive care  to  head  off  expensive  ill- 
nesses. And  finally,  if  MSAs  siphon  off 
the  healthiest  workers,  traditional 
plans  wOl  be  left  with  a  costly  popula- 
tion of  sicker  customers  and  more  chil- 
dren. Premiums  would  likely  soar. 

Here's  how  MSAs  work:  In  place  of 
a  conventional  policy,  an  employer 
buys  a  high-deductible  MSA  plan  that 
not  only  cuts  premiums  30%  to  50% 
below  traditional  plans  but  usually  al- 
lows participants  to  choose  their  own 
doctors.  Workers  then  contribute  up 
to  75%  of  their  plan's  deductible  to  a 
tax-deferred  account,  similar  to  an  In- 
dividual Retirement  Account,  and  tap 
that  for  all  out-of-pocket  medical  ex- 
penses, up  to  the  deductible.  Whatev- 
er funds  they  don't  spend,  they  keep 
in  their  accounts,  where  they  earn 
tax-free  returns.  At  65,  the  MSA 
balance  can  be  withdrawn  as  regular 


income  for  any  purpose. 

Congress  created  MSAs  two  years 
ago  as  a  limited  experiment  available 
only  to  the  self-employed  and  those 
working  for  small  businesses.  There 
have  been  relatively  few  takers.  Of  the 
42,000  who  signed  up  for  MSAs  in  1998, 
roughly  10,000 — or  22% — had  no  prior 
coverage,  says  the  Internal  Revenue 
Service.  Looking  to  the  future,  re- 
searchers at  Rand  Corp.  estimate  that 
if  all  small  businesses  were  to  offer  the 
plans,  coverage  of  their  employees 
could  be  expected  to  rise  by  only  an 
insignificant  2  percentage  points  from 
its  current  54%. 

That's  not  much  of  a  payoff,  com- 


LOOK  OUT 


They  won't 
expand  coverage  of 
the  uninsured,  they 
discourage  preventive 
care,  and  premiums  for 
everyone  else  will  soar 


pared  with  the  dramatic  effect 
that  MSAs  would  have  on  th 
kind  of  insurance  workers 
get.  There  would  be  a 
"mass  exodus"  from  othe 
plans,  particularly  the  e: 
pensive  fee-for-service 
plans,  says  Rand  Senio: 
Economist  Dana  P.  Gol 
man,  an  author  of  the 
study.  Why?  Because 
premiums  for  MSA  plan 
would  be  so  much  lowe 
That  has  been  the  expe 
rience  of  Allen  Wishner. 
CEO  of  Flexible  Benefit 
Service  Corp.,  an  MSA 
provider  in  Des  Plaines 
111.  He  says  that  while 
most  individual  buyers  < 
MSAs  had  no  prior  cover 
age,  90%  of  his  group 
customers  did. 
What  will  happen  if  lot 
of  healthy  folks  do  join 
MSAs?  Len  M.  Nichols,  a 
health-care  expert  at  the  Ur 
ban  Institute,  a  Washington- 
based  think  tank,  estimates  that  if  25' 
of  workers  pick  MSAs,  premiums  for 
those  who  stay  in  traditional  plans 
would  rise  by  as  much  as  60%. 
NO  RUSH.  And  what  about  preventive 
care?  Today,  barely  7%  of  managed- 
care  patients  see  primary-care  doctors 
for  routine  exams,  even  when  visits 
are  free  or  require  a  small  copayment 
So  it  is  unlikely  that  more  patients  wi 
go  if  they  have  to  pay  full  fare. 

Right  now,  there  is  no  need  to  tin- 
ker with  MSAs.  The  Clinton  Adminis- 
tration is  dead-set  against  extending 
them  and  has  threatened  to  veto  the 
House  bill  if  it  passes  the  Senate.  But 
the  debate  is  important.  MSAs  may  be 
come  a  useful  option  for  small  busi- 
nesses being  squeezed  out  of  the  man 
aged-care  market  by  rising  premiums. 
The  original  MSA  experiment,  aimed  ai 
these  businesses,  was  supposed  to  run 
for  another  couple  of  years.  Why  not 
wait  and  see  how  it  works  before 
adding  $400  million  to  the  $100  billion 
in  tax  subsidies  Americans  already 
provide  for  health-insurance  costs? 


Gleckman  covers  health-care  policy 
far  business  week  in  Washington. 
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DEALS 


HUGHES: 
FREE  AT  LAST? 

GM  may  be  ready  to  spin  off 
its  fast-growing  satellite  unit 

Shareholders  of  General  Motors 
Corp.  have  for  some  time  harbored 
a  not-so-secret  wish:  They  covet  the 
value  that  they  figure  can  be  theirs  if 
the  auto  giant  spins  off  Hughes  Elec- 
tronics Corp.,  the  world's  top 
satellite  outfit.  For  just  as 
long,  gm  has  resisted. 

But  now,  it  looks  like 
shareholders  may  get  their  wish. 
Since  Labor  Day,  Hughes's  managers, 
including  Chairman  and  Chief  Execu- 
tive Michael  T.  Smith,  have  been  drop- 
ping hints  that  the  car  company  run  by 
his  brother,  Jack,  might  spin  off  most  of 
its  69%  stake  in  Hughes  over  the  next 
six  to  18  months.  That  prompted  gm 
Vice-Chairman  Harry  J.  Pearce  on  Oct. 
6  to  issue  a  carefully  worded  statement 
assuring  analysts  that  GM  wasn't  ruling 
out  a  Hughes  spin-off,  but  wasn't  plan- 
ning one  now. 

IN  THE  TIMING.  Before  GM  can  consider  a 
Hughes  spin-off,  Pearce  said,  Hughes 
must  clarify  its  own  strategy.  Hughes 
execs  will  get  their  chance  to  do  so  on 
Dec.  6,  when  they  make  their  annual 
presentation  to  gm's  board.  "The  sepa- 
ration of  Hughes  from  gm  is  a  matter  of 
when,  not  if,"  says  John  A.  Casesa,  an 
auto  analyst  at  Merrill  Lynch  &  Co. 

Shareholders  began  to  lobby  hard  for 
a  spin-off  last  spring  when  gm  unveiled 
plans  to  pump  $500  million  into  Hughes 
for  expansion.  "They  got  out  their  pens 
and  started  writing  to  management  and 
directors,"  says  J.  P.  Morgan  analyst 
David  Bradley,  gm  withdrew  the  plan 
after  America  Online  Inc.  agreed  to  kick 
in  a  $1.5  billion  strategic  investment. 
But  by  then,  investors  were  pressing 
gm  to  cut  the  apron  strings  altogether. 
A  spin-off  would  unlock 


tremendous  value  at  Hughes.  As  a 
tracking  stock,  gm's  H  shares  have  not 
commanded  the  same  valuation  as  pure 
plays  in  the  satellite  business.  More  im- 
portant, independence  from  gm  could 
pave  the  way  for  Hughes  to  be  more 
aggressive  in  developing  its  DirecTV 
unit.  It  might  even  do  its  owji  spin-off 
of  DirecTV  shares  to  generate  more  val- 
ue and  capital,  gm,  meanwhile,  could  use 
the  approximately  $18  billion  its 
Hughes  stake  would  fetch  to  help  meet 
unfunded  health-care  obligations  that 
total  $41  billion. 

How  would  the  deal  add  up?  Casesa 
figures  that  Hughes  accounts  for  $29  of 
gm's  current  $66  share  price.  That  would 
leave  gm  worth  about  $37  a  share  with- 
out Hughes.  Because  Hughes 
earnings  account  for  just 
2%  of  gm  profits,  the 
effect      on      gm's 
price-earnings  ra- 
tio would  be 


quite  lopsided:  At  37,  gm  shares 
would  trade  at  a  puny  4.5  times  ex- 
pected 1999  earnings,  compared  with 
Ford  Motor  Co.'s  multiple  of  9.  And 
while  most  analysts  believe  gm  isn't  as 
well  run  as  Ford,  they  say  the  auto  gi- 
ant's stock  ought  to  rise  to  a  multiple  of 
7  or  8  times  earnings. 

And  if  it  didn't?  With  a  slimmer  mar- 
ket capitalization  of  about  $24  billion, 
GM  "would  be  a  takeover  target,  and 
that  would  be  fabulous,"  says  gm  in- 
vestor Seth  M.  Glickenhaus  of  Glicken- 
haus  &  Co. 

GM  is  still  coy  about  when  and  how  it 
might  spin  off  Hughes.  One  scenario: 
The  company  might  hold  on  to  a  third 
of  its  Hughes  stake,  while  contributing  a 
third  to  health-care  liabilities  and  the 
remainder  to  owners  of  gm  common. 
That  way,  GM  could  retain  a  piece  of 
Hughes's  future  earnings  and  keep  a 
pipeline  to  Hughes  technology  that  could 
enhance  GM  cars.  But  Wall  Streeters 
would  regard  such  a  strategy  as  an  in- 
terim measure.  Before  too  long,  in- 
vestors would  be  clamoring  for  the  rest 
of  Hughes.  And  gm  execs  would  have 
one  last  bone  to  toss  out  to  placate  their 
perennially  restless  stockholders. 

By  Steven   V.   Brull  in  Los 
Angeles     and     Kathleen 
Kerwin  in  Detroit 
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STRATEGIES 

WHY  XEROX 
IS  STRUGGLING 

Sales  turmoil  mars  its  turn  I 
toward  digital  technology 

Xerox  Corp.  President  and  Chief  I 
ecutive  G.  Richard  Thoman  is  af 
picture  guy.  For  the  past  two  yd 
he  has  preached  a  digital  revolutiol 
the  copier  giant.  Get  down  to  the  I 
tails,  though,  and  it's  clear  that  the 
olution  isn't  going  as  planned:  In 
copiers  and  printers,  Xerox  is  lol 
ground.  On  Oct.  18,  the  company  is| 
pected  to  announce  fiat  revenues  for 
third  quarter  and  a  drop  of  up  to  124! 
earnings  per  share  compared  with 
same  period  last  year,  to  about  47e'.| 
early  warning  sent  Xerox  shares, 
well  off  their  recent  high  of  60  in 
tumbling  24%,  to  32'A  on  Oct.  8. 

Xerox  blamed  the  bad  news  on  st 
term  surprises:  sagging  productivity 
the  sales  force  after  a  big  reorg 
as  well  as  weakness  in  Brazil.  But  I 
sheer  scope  of  bad  news  shocked  e| 
Thoman,  who  told  investors  in  a 
ference  call  that  he  was  "disappoii 
and  sad  about  this  quarter." 

For  now,  Thoman,  who  took  the  I 
job  in  April  and  vowed  annual  earni| 
growth  in  the  "mid  to  high  teens," 
tains  analysts'  confidence.  Even  tH 
who  told  clients  to  dump  the  stock 
say  he's  moving  in  the  right  directic 

But  getting  there  is  proving  touj 
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than  anticipated.  In  the  third  quarter, 
while  Xerox  was  revamping  its  14,000- 
strong  sales  force  to  work  with  particu- 
lar types  of  businesses,  rather  than  sell 
machines  to  clients  in  a  set  territory, 
rivals  like  Canon  Inc.  swamped  the 
market  with  innovative  printers  and 
copiers  and  gained  ground  on  the  Xerox 
team. 

Few  doubt  the  need  for  a  radical 
overhaul  in  Xerox's  sales  organization. 
It  is  fundamental  to  Thoman's  strategy 
of  making  digital  copiers  and  printers 
part  of  corporate  networks  to  have  a 
sales  force  that  can  consult  with  a  com- 
pany about  its  "document  needs." 

But  the  transition  has  been  more  dis- 
ruptive than  even  Thoman  imagined. 
Xerox  salespeople  are  being  taken  off 
the  streets  for  up  to  two  weeks  at  a 
time — to  be  trained  to  forget  much  of 
what  they  used  to  do.  "They're  trying  to 
change  the  way  they've  been  selling  for 
generations,  going  from  boxes  to  solu- 
tions, from  geography  to  industries," 
says  David  A.  Nadler,  chairman  of  Delta 
Consulting  Group. 

And,  instead  of  calling  on  their  old 
contacts  in  reprographics  or  purchas- 
ing, Xerox  salespeople  now  have  to  cul- 
tivate new  customers  in  the  info-tech 
department.  "Rick  has  a  clear  vision, 
but  the  salespeople  are  still  commis- 
sioned on  selling  a  box,"  says  Bob  Sos- 
tilio,  group  service  director  for  cap  Ven- 
tures Inc.,  which  tracks  industry  trends. 

Critics  wonder  if  Thoman  took  his 
eye  off  copiers  because  he's  so  focused 
on  Hewlett-Packard  Co.,  which  leads 
the  office  printing  market.  The  explosion 
of  desktop  printers  in  offices  has  hurt 
demand  for  stand-alone  copiers,  and  Xe- 
rox wants  a  share  of  the  former  market. 
Thoman  isn't  speaking  to  the  press  pri- 
or to  the  earnings  announcement,  but  he 
has  previously  argued  that  he  sees  HP 
as  his  main  competition. 

Thoman's  biggest  problem  may  be  his 
success  in  selling  a  vision  to  the  public 
and  Wall  Street  that  Xerox  may  not  be 
able  to  achieve  just  yet.  A  massive  ad 
campaign  has  put  across  the  idea  that 
Xerox  is  not  just  a  copier  company,  but  a 
high-tech  powerhouse;  and,  until  lately, 
investors  seemed  convinced  that  Xerox 
was  again  on  the  leading  edge.  The  sud- 
den implosion  has  left  analysts,  such  as 
James  Corridore  of  Standard  &  Poor's 
Equity  Group,  confused.  "They  could 
have  explained  it  more,"  he  says.  Thoman 
has  once  more  reassured  investors  in  an 
Oct.  8  conference  call:  "Even  in  this  diffi- 
cult quarter,  we  remain  absolutely  con- 
vinced that  our  strategy  is  right."  Now, 
his  troops  need  to  walk  the  walk. 

By  Diane  Brady  in  Greenwich,  Conn. 
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ECONOMICS 

WHY  MUNDELL 
WON  THE  NOBEL 

For  work  that  led  to  the  euro, 
not  for  his  supply-side  theory 

The  core  of  the  Reagan  Revolution  of 
the  1980s  was  the  idea  that  cutting 
taxes  would  stimulate  the  economy 
by  restoring  people's  incentives  to  work 
and  invest.  Big  tax  cuts,  President  Rea- 
gan argued,  would  actually  increase  gov- 
ernment revenues  in  the  long  run.  Rea- 
gan learned  his  supply-side  economics 
from  the  likes  of  Jack  Kemp,  Jude  Wan- 
niski,  and  Arthur  B.  Laffer.  They,  in 
turn,  took  their  inspiration  from  a  Cana- 
dian-born economist  at  Columbia  Uni- 
versity named  Robert  A.  Mundell. 

Naturally,  supply-siders  were  ecstat- 
ic on  Oct.  13  when  Mundell  was  named 
the  winner  of  the  1999  Nobel  prize  in 
economics.  Exulted  Wanniski,  head  of 
Polyconomics  Inc.  in  Morristown,  N.J.: 
"Mundell  is  the  most  important  econo- 
mist of  our  time."  Laffer  said  Mundell's 
prize  is  "absolutely  the  most  deserved 
prize  I've  ever  seen  in  my  life"  and 
called  Mundell  "the  best  economist  in 
the  world  today." 

But  it's  wrong  to  conclude  that 
Mundell's  prize  constitutes  an  endorse- 
ment of  supply-side  economics  by  the 
Royal  Swedish  Academy  of  Sciences. 
The  phrase  doesn't  even  appear  in  its 
award  announcement.  Instead,  the  acad- 
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The  euro  "may  be  fo\h**  the°* 

work  in  the  196 

the  most  impor-      monetary  and 
tant  development  policy      in 
...since  the  dollar  economies. 

,         ,   .  What  s   morel 

replaced  the  though  Mundell 

pound  Sterling"  fervent  believ 
tax  cuts,  he  is; 
doctrinaire  about  supply-side  theo 
his  own  followers  are.  For  instanc 
believes  that  tight  monetary  policy 
gered  the  Depression — a  demand 
explanation  that's  anathema  to  su 
siders.  Says  Wanniski:  "I  often  a 
him  of  being  not  as  'Mundellian' 
am."  Massachusetts  Institute  of 
nology  economist  Rudiger  W. 
busch,  who  studied  under  Mundell, 
it's  typical  of  his  former  profess< 
"plant  bombs  and  move  on." 

Whatever  his  role  in  setting  o: 
Reagan  Revolution,  Mundell's  cont 
tion  to  economic  theory  has  been 
nificant.  In  the  1960s,  he  originate* 
concept  of  the  "optimal  currency  a 
which  framed  the  debate  that  led 
year  to  the  creation  of  a  single  euro 
the    euro,    for   Western    Europe 
Mundell  defined  an  optimal  curr 
area,  a  region  should  use  a  single 
rency  only  if  the  economies  in  it 
alike  enough  that  a  single  purrency, 
hence  a  single  monetary  policy, 
work  for  all.  He  wrote  this  year 
the  euro  "may  be  the  most  impo: 
development  in  the  international  m 
tary  system  since  the  dollar  repl 
the  pound  sterling  as  the  dominan 
ternational  currency  soon  after  the 
break  of  World  War  I." 
PREVIEW.  Being  Canadian  influe 
Mundell's  work.  Canada  floated  its 
rency  in  the  1960s  while  other  nat 
were  still  pegged  to  the  gold  stand 
so  he  got  a  preview  of  what  would 
pen  after  the  Bretton  Woods  agree: 
broke  down  in  1973.  He  demonstr 
that  with  a  floating  currency  and 
capital  flows,  fiscal  policy  can't  a 
overall  demand  because  changes  in 
ernment  spending  trigger  change 
interest  rates,  exchange  rates,  and  t: 
flows  that  are  exactly  offsetting. 
Paul  A.  Samuelson,  who  taught  M 
at  MIT:  "He  brought  [a  focus  on]  m 
back  into  international  trade." 

With  fiscal  conservatism  taking  pr 
dence  over  tax  cuts  in  Washington  tl 
days,  it's  easy  to  see  why  supply-sic 
are  gleeful  over  Stockholm's  seen 
recognition  of  one  of  their  own 
supply-side  economics  is  not 
earned  Mundell  his  Nobel. 

By  Peter  Coy  in  New  1 
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COMMENTARY 


By  Rich  Miller 


THE  FEDS  DANGEROUS  LIAISON  WITH  WALL  STREET 


Federal  Reserve  Chairman  Alan 
Greenspan  was  just  a  rookie  on 
the  job  a  dozen  years  ago  when 
he  was  confronted  with  his  first  cru- 
cial challenge:  a  stock  market  col- 
lapse on  Oct.  19,  1987,  that  wiped 
22.6%  off  the  Dow  Jones  industrial 
average.  Greenspan,  who  had  joined 
the  Fed  two  months  earlier,  respond- 
ed exactly  how  the  economic  text- 
books said  he  should.  He  flooded  the 
banking  system  with  money  and 
drove  down  interest  rates.  Stock 
prices  recovered  and  an  economic 
downturn  was  postponed. 

Now,  the  veteran  central  banker 
would  like  to  execute  a  far  more  deli- 
cate maneuver  in  his  ongoing  dance 
with  Wall  Street.  He  wants  to  lead 
stock  prices  into  a  gentle  landing  be- 
fore the  supercharged  market  over- 
heats the  economy  and  stokes  up  in- 
flation. But  his  ability  to  pull 
off  that  tricky  step  is  ham- 
pered by  the  con- 
voluted relationship  f 
that  has  grown  up 
between  the  Fed  and  the 
stock  market  over  the  past  12  years. 
Each  participant  in  this  dance  pays 
exceedingly  close  attention  to  what 
the  other  is  doing — perhaps  to  the 
detriment  of  both. 
SCARY  SHADOWS.  The  Fed  worries 
that  stock  prices  are  climbing  too  high 
but  resists  strong-arming  its  partner 
for  fear  that  the  market  will  overre- 
act. "The  Fed  is  too  wrapped  up  in 
what  the  markets  think,"  gripes 
David  S.  Gilmore,  a  partner  at  curren- 
cy consultants  Foreign  Exchange  An- 
alytics. "It's  as  if  they're  making  poli- 
cy on  the  basis  of  cnbc  broadcasts." 
The  market,  meantime,  plays  the 
role  of  the  insecure  ingenue.  At  bot- 
tom, it  knows  the  Fed  will  provide  a 
strong  shoulder  to  lean  on  in  a  down- 
draft.  Still,  there  are  scary  shadows 
in  the  economy,  so  the  market  hangs 
on  the  central  bank's  every  word  for 
reassurance  and  reacts  violently 
when  it  feels  that  approval  is  with- 


held and  interest  rates  head  higher. 

This  dance  could  become  downright 
dangerous  if  the  Fed  becomes  para- 
lyzed by  fears  of  hurting  the  stock 
market  and  holds  off  from  hiking 
rates — even  when  tightening  is  need- 
ed to  keep  inflation  in  check  and  the 
economic  engine  in  balance.  Also,  in- 
vestors are  in  danger  of  becoming  too 
confident  that  the  Fed  will  bail  them 
out  in  case  of  a  crash — so  they  can 
proceed  to  bid  up  prices  to  unrealisti- 
cally  high  levels.  Economists  call  such 
a  development  moral  hazard.  In- 


vestors take  on  more  risk  than  thej 
believe  is  reasonable  because  they'r| 
convinced  they  won't  have  to  face 
consequences. 

Some  Wall  Street  experts,  pointi; 
to  today's  lofty  price-earnings  ratios 
fear  that  this  is  already  happening. 
"There's  an  expectation  in  the  mai$ 
that  any  time  that  stock  prices  decli 
significantly,  the  Fed  will  ease  mone 
tary  policy  and  reverse  the  decline,'! 
says  veteran  Wall  Street  analyst  H^ 
ry  Kaufman. 

In  a  way,  Greenspan  is  a  victim 
his  own  success.  His  ability  to  resci 
the  market  in  1987  and  again  last 
fall — when  the  Fed  cut  rates  three 
times  in  rapid  succession  and  helpec 
arrange  the  bailout  of  hedge  fund 
Long-Term  Capital  Management — h 
given  him  godlike  status.  Investors 
twitch  at  his 


every  commen 
Ay  But  playing  G 
w      is  a  hard  role  to 
sustain,  especially  wh 
you're  really  not  infallible. 

That's  why  the  Fed  is  reviewing 
how  best  to  communicate  its  leaningj 
on  interest  rates  to  the  markets. 
Greenspan  has  even  created  a  panel 
to  study  the  question  after  it  becam 
clear  in  recent  weeks  that  its  prese: 
method  just  wasn't  working. 

Former  Fed  Vice-Chair  Alice  M. 
Rivlin  says  investors  are  always  try- 
ing to  second-guess  the  central  bank 
"People  have  the  notion  that  the  Fee 
has  a  clear  idea  of  what  it's  going  to 
do  next,  and  it  just  isn't  telling,"  say: 
Rivlin,  now  at  the  Brookings  Institu- 
tion, a  Washington-based  think  tank. 
"That's  simply  not  true."  But  then 
again,  Greenspan  is  also  trying  to  an 
ticipate  the  markets. 

Maybe  the  answer  is  that  both 
sides  should  stop  obsessing  about  ea< 
other.  They — and  the  U.  S.  economy- 
may  be  the  better  for  it. 


Miller  covers  the  Fed  in  Washing- 
ton for  BUSINESS  WEEK. 


The  market  plays  the  insecure  ingenue-it  knows  it  has 
a  shoulder  to  lean  on  in  the  event  of  a  downdraft 
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BROADCASTING 


HDTV:  YOU'RE  NOT 

GOING  TO  LIKE  THIS  PICTURE 

Technical  snafus  continue  to  slow  its  growth 


Last  March,  engineers  from  Sinclair 
Broadcasting  Group  Inc.  had  their 
worst  suspicions  about  high-defini- 
tion television  confirmed.  The  crew  was 
field-testing  the  latest  digital-TV  equip- 
ment at  homes  and  offices  in  a  20-mile 
radius  of  a  broadcast  antenna  in 
Philadelphia.  "In  nine  out  of  nine  loca- 
tions, we  got  no  reception — just  the  blue 
screen  of  death,"  says  Nat  Ostroff,  Sin- 
clair's vice-president  for  new  technology. 
It  was  another  bad  omen  on  a  road 
that  is  already  strewn  with  danger  signs 
and  digital  debris.  Nov.  1  marks  the 
first  anniversary  of  digital  HDTV  broad- 
casts in  the  U.  S.  But  despite  millions  of 
dollars  lavished  on  equipment,  pro- 
gramming, and  promotions,  progress  is 
agonizingly  slow.  While  TV  stations  have 
exceeded  their  targets  for  starting  dig- 
ital programming  in  30  major  markets, 
most  other  elements  of  this  meandering 
high-tech  march  into  the  future  are  in 
utter  disarray. 

NEW  BRAWL.  To  wit:  Televisions  that 
can  display  movie-quality  HDTV  images 
have  landed  in  fewer  than  50,000  U.  S. 
homes  since  they  went  on  the  market 
14  months  ago.  Only  30  out  of  1,600  TV 
stations  have  arranged  to  get  their  sig- 
nals carried  over  cable,  the  means  by 
which  two-thirds  of  American  house- 
holds receive  broadcasts.  For  the 
wealthy  few  who  plunked  down  $5,000 
or  more  for  an  "HDTV-ready"  set,  there 
isn't  much  to  watch — partly  because 
copyright  protection  for  digital  video  is 
still  up  in  the  air.  "This  is  going  to  be  a 
long,  slow  transition,"  sighs  International 
Data  Corp.  analyst  R.  Kevin  Hause. 
To  top  it  off,  an  ugly  —■«■■■■"■■■ 


scheme    they    adopt. 

But  that  would  re- 
quire modifying  key 
technical  standards  that 
were  set  nearly  three 
years  ago — a  move 
that  TV  makers  strenu- 
ously oppose.  "Once 
you  start  changing 
standards,  every  other 
group  with  a  technical 
gripe  will  come  in  and 
request  another 

change,"  says  Michael 
D.  Petricone,  director 
of  technology  policy  at 
the  Consumer  Elec- 
tronics Manufacturers  Assn.  (cema)  in 
Washington.  "It's  a  recipe  for  massive 
confusion  and  delays." 

The  fcc  says  both  transmission 
schemes  have  merits.  But  it  concedes 
that  the  U.  S.  digital  standard  isn't  per- 
fect. Where  the  terrain  is  hilly  and  an- 
tenna height  is  restricted — in  Seattle  and 
Washington,  for  example — as  many  as 
two-thirds  of  all  homes  may  not  be  able 
to  get  a  signal  using  indoor  antennas, 
according  to  one  recent  FCC  report.  Sin- 
clair insists  that  Europe's  transmissions 
are  more  robust,  which  may  explain  how 
Britain's  digital  terrestrial  service,  ONdig- 
ital,  managed  to  sign  up  411,000  sub- 
scribers during  the  past  11  months. 

The  fcc  is  still  studying  field-test  re- 
sults and  could  take  weeks  to  respond 
to  Sinclair's  petition.  And  there  are  oth- 
er HD-related  priorities.  For  example, 
the  commission  must  quickly  decide 
whether  and  how  to  force  cable  com- 


e'to 


siif  es^ciafr0lSsCOv-    WHAT'S  HOLDING  UP  HIGH-DEFINITION  TELEVISION? 

ered  during  its  tests              A  year  a^er  its  debut  HDTV  is  still  struggling  to  overcome:  CEMA'S  Petricone 

that  a  digital  broad-      if  the  fcc  fails  to 


SCUFFLE 


Broadcasters  and  TV  makers 
are  at  odds  over  standards 


panies  to  carry  broadcasters'  digital 
nals  in  homes  that  currently  rely  or 
ble.  "The  fcc  has  to  adopt  a  str 
pro-consumer,  'must-carry'  rule  for 
ble,"  says  David  Wharton,  senior 
president  for  the  National  Associatic 
Broadcasters.  > 

STRAINED  OPTIMISM.  Publicly,  the  n 
networks  are  trying  to  rise  above  t' 
messy  squabbles  and  get  on  with  t 
digital  broadcasting.  With  hefty  fina: 
support  from  consumer-electronics  ( 
panies,  cbs  is  airing  its  prime-time 
up  in  high-definition,  nbc  has  an  HD 
sion  of  The  Tonight  Sliow  in  16  marl 
And  starting  next  year,  it  will  in 
duce  three  hours  of  interactive 
gramming  on  Saturday  mornings, 
eluding  data  beamed  to  PCs  with  sp< 
digital-TV  cards. 

With  strained  optimism,  TV  set  n 
ufacturers  claim  hdtv's  hardware  gli 
es  have  been  exaggerated.  "We're 
^^"^^"■■■b  hearing  about  sets 
ting  returned  becj 
of  poor  reception,"  s 


casting  scheme  favored 
by  Europe  and  Asia 
outperforms  America's 
chosen  approach.  Sin- 
clair and  a  few  hun- 
dred other  TV  stations 
are  now  petitioning  the 
Federal  Communica- 
tions Commission  to 
give  broadcasters  a 
choice        on        which 


LOW  PENETRATION  Manufacturers  have  sold  fewer  than  50,000  TV 
sets  that  can  receive  the  new  digital  signals 

LIMITED  RECEPTION  Over-the-air  receivers  don't  work  in  all  loca- 
tions, and  cable  isn't  obliged  to  carry  the  signals 

SCARCE  CONTENT  Film  studios  are  holding  back  on  some  high-defi- 
nition programming  until  copyright  issues  are  resolved 

CONTROVERSY  Broadcasters'  requests  to  the  FCC  to  change  digital 
transmission  standards  could  force  TV  makers  to  redesign  their  sets 


force  "must-carry,' 
Sinclair's  petition  se  L^ 
set  manufacturers  l 
to  the  drawing  bo 
then  high-definil 
could  be  a  new  de 
tion  for  slow  start. 
By  Neil  Gross,  % 
Ricfiard  Siklos,  in  1 
York  and  Heidi  D 

ley  in  London 
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I  wanted  the  best  protection 
available  and  APC  delivered. 


-  Fred  Lugano,  weathenzation.com,  Vermont 


n I II ion  computer  users  can't  be 
rong  about  APC  power  protection 
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>onal  computer  users  across  the  country  recognize  APC 
.  leader  in  power  protection.  Now,  home  users  are  finding 
tiple  uses  for  APC  products.  Some  use  their  APC  to  run  a 

sion  or  small  refrigerator  during  a  disaster.  Others  will 
their  APC  Uninterruptible  Power  Supply  (UPS)  as  a  "power 
ge"  to  give  them  enough  time  to  get  their  power  genera- 
started.  Still  others  will  use  APC  to  protect  sophisticated 
io  and  visual  equipment  from  damaging  electrical  surges. 
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ipment  protection  guarantee  that  comes  with  all  APC 


above tl  t  your  reseller  or  the  listed  retailers  and  try  one  today! 
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APC  provides  legendary 

surge  protection  for  all 

your  equipment  needs. 


Microsoft* 
Windows'98 
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APC  UPS  gives  you: 

f^iough  outlets  to  protect  your  com- 

iter  plus  displays,  printers,  scanners 
...  id  more 

r-'rv  nergency  battery  power  for  continuous 
'time  through  brief  power  outages 
ieii  !'ftl"   help  save  your  data 

iricor* 


[  ilephone/network  surge  suppression 
maintain  your  online  connection 


•  Auto-shutdown  software  which  saves 
your  files  and  data,  even  when  you're 
away  from  your  computer 

APC  safety  and  reliability  benefits: 

•  User-replaceable  batteries  reduce 
service  costs 

•  Easy  overload  recovery 

•  Site  Wiring  Fault  indicator 


APC  Back-UPS  Pro"  500: 

"APC's  latest  plugs  into  a  USB  port,  making  it 
completely  painless  to  protect  your  PC  from 
power  snafus  and  electrical  spikes. ' 

-  PC  Computing  4/99 


Audible  and  visible  alarms  alert 
you  to  power  events  as  they  occur 

525,000  equipment  protection 
guarantee  (U.S.  and  Canada  only) 
'See  policy  for  details 

"Best  in  Class"  longest  runtime 
guarantee  (5-40  minutes) 


an  find  APC  power  protection  products  at  these  stores  or  visit  httpj/promo  apcc.com  and  click  on  "how  to  buy '  to  lind  your  nearest  reseller 
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Legendary  Reliability 


Enter  to  win  the  APC  Home  Power  Protection  Package. 

nun  lor  your  entire  hwi  B  or  small  business,  a  $3000  value1  All  entrants  will  also  receive  an  'A/e  • 

{See  AP  i  Ax  complete  promotion  tit 

ernow:  visit  http://promo.apcc.com  Key  Code  n  9 0 3 z  •  Call  888-289-APCC  x8777  •  Fax  401 -788-2797 
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COMMENTARY 


By  Catherine  Yang 

IS  THE  FGG  CHIEF  ALL  TALK? 


. 


During  his  two  years  as  Federal 
Communications  Commission 
Chairman,  William  E.  Kennard 
has  presided  over  a  wave  of  mega- 
mergers  that  is  transforming  the 
phone,  cable,  and  broadcast  indus- 
tries. WorldCom's  linkup  with  MCI, 
AT&T's  acquisition  of  Tele-Communica- 
tions, sbc  Communications'  merger 
with  Ameritech — all  got  the  nod  from 
Kennard.  And  he  is  expected  to  do 
the  same  for  AT&T  and  MediaOne, 
Viacom  and  CBS, 
and  mci  WorldCom 
and  Sprint.  It's 
Honeymoon  in  Ve- 
gas, Fcc-style. 

From  the  start, 
Kennard  has  been 
up-front  about  his 
approach  to  promot 
ing  competition,  his 
mandate  under  the 
1996  Telecommuni- 
cations Act.  At  the  goading  of  a  Re- 
publican Congress,  he  has  followed  a 
simple  formula:  push  for  deregulation 
and  let  the  invisible  hand — and  ad- 
vancing technology — sort  it  out. 

But  the  unanticipated  emergence  of 
combines  such  as  sbc,  AT&T,  and  the 
aborning  WorldCom-Sprint  make  that 
approach  inadequate.  With  these  be- 
hemoths around,  there's  less  chance 
for  upstarts  to  get  a  footing. 
TOUGH  TALK.  When  SBC  Communica- 
tions Inc.  and  Ameritech  Corp.  an- 
nounced their  nuptial  plans,  Kennard 
initially  came  on  strong.  "Is  this 
merger  going  to  create  competition," 
he  asked,  "or  will  it  be  a  nonaggres- 
sion  pact?"  And  when  the  FCC  ap- 
proved the  deal  on  Oct.  6,  it  imposed 
conditions:  The  new  company  must 
compete  against  other  Bells  by 
promising  to  enter  30  local  phone 
markets  outside  its  region  in  30 
months,  and  it  must  open  its  own 
market  to  new  entrants.  The  commis- 
sion threatened  to  levy  $2.2  billion  in 
penalties  if  the  company  can't  meet 
the  requirements. 

Even  as  would-be  competitors  in  lo- 
cal calling  struggle  for  access  to  the 
Bell  networks  to  reach  their  cus- 
tomers, the  Fee  sanctions  the  creation 
of  an  $82  billion  monolith  that  will 
stretch  across  one-third  of  the  U.  S. 


One  after  another, 

Kennard  has  let 

huge  companies  tie 

the  knot 


That  will  make  it  harder,  not  easier, 
for  the  upstarts.  "The  FCC  should 
have  required  some  of  its  conditions 
before,  not  after,  the  merger,"  says 
John  Windhausen  Jr.,  president  of  the 
Association  for  Local  Telecommunica- 
tions Services,  a  group  of  Bell  rivals. 
That's  not  the  only  time  Kennard 
has  talked  tough  then  failed  to  follow 
through.  In  1997,  he  criticized  soaring 
cable  rates.  But  when  the  Telecom 
Act  ended  federal  cable  rate  regula- 
tion the  next  year,  he 
opted  not  to  ask  Con- 
gress for  an  extension. 
Instead,  he  said,  he 
wanted  direct-broad- 
cast satellite  operators 
to  help  keep  cable 
rates  in  check — a  tidy 
market-driven  solu- 
tion. But  the  tiny  DBS 
industry  has  had  little 
effect  on  cable  rates. 
Likewise,  Kennard  fretted  openly 
that  AT&T's  purchase  of  cable  giant  TCI 
might  be  anticompetitive.  On  the  plus 
side,  he  reasoned  that  if  at&t  would 
use  TCl's  cable  pipes  to  offer  local 
phone  service  and  high-speed  Internet 
access,  the  Bells  would  have  to  match 
its  offerings.  But  he  has  become  con- 
cerned about  how  AT&T  might  stifle 
Internet  competition  on  cable  by 
favoring  its  own  Excite@Home 
service.  Yet  beyond  a  few 
public  comments  and  an  am- 
icus brief  in  Portland,  Ore., 
where  the  city  is  trying 
to  force  "open  access"  to 
cable,  Kennard  has 
done  nothing — hoping 
that  AT&T  and  the 
ISPs  would  settle  the 
dispute  themselves. 

The  tilt  toward 
gigantism  is  consis- 
tent. This  summer, 
at  the  behest  of 
Congress,  the 
agency  watered 
down  the  rule  pro- 
hibiting TV  broad- 
casters from  own- 
ing more  than  one 
station  in  a  market. 
On  Oct.  8,  it 
tweaked  cable  own- 


ership rules — saying  no  cable  operato: 
could  own  more  than  30%  of  the  pay- 
TV  market.  But  it  left  a  loophole  in 
how  companies  count  partial  holdings, 
which  helps  AT&T's  pending  deal  to 
buy  MediaOne. 

To  Kennard's  credit,  he  has  stood 
his  ground  against  letting  the  Bells 
into  long  distance  until  they  prove    ■, 
they've  opened  up  their  own  local 
markets  to  competition.  Bell  Atlantic's 
pending  application  to  enter  long  dis- 
tance will  be  a  big  test  for  him. 

He  should  stick  to  his  guns:  If  the 
company  can't  show  that  it  has  let 
competition  flourish,  it  can  wait.  And, 
while  it's  too  late  to  reverse  the  giant 
mergers  that  have  taken  place,  Ken- 
nard still  has  time  to  burnish  his 
record  as  a  pro-competitive  Fee  chair- 
man by  making  sure  he  puts  his  clout 
where  his  mouth  is.  An  industry  dom 
inated  by  a  few  all-powerful  giants  is 
not  what  the  U.  S.  needs  to  guarantee 
the  benefits  of  competition. 


Yang  covers  telecom  issues  from 
Washington.  * 
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REMEMBER  THIS  NCICIME. 
r  COULD  SAVE  YOUR  COMPANY 


Baan  is  the  only  global  business  solutions  provider  that  can  turn  your  entire  oper- 
ation into  an  ultra-competitive  e-business.  According  to  AMR  Research  Alert,  "no 
one  can  deny  that  Baan  has  the  broadest  set  of  deliverable  Enterprise  Applications 
in  the  industry."*  So  you  can  be  fully  integrated,  from  the  front  office  to  the  back 
office.  With  the  industry's  fastest  implementations  and  most  agile  solutions,  Baan 
can  transform  your  business.  The  effect  is  extraordinary.  The  idea  is  revolutionary. 


Baaisi 


Get  ahead  " 
vw.baan.com/getaheadnow 
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CLINTONS  NEW 
WORLD  (TRADE)  VIEW 

PRESIDENT  CLINTON  OUTLINED 

his  agenda  on  Oct.  13  for 
Word  Trade  Organization 
talks  that  are  set  to  begin  in 
Seattle  on  Nov.  30.  In  addi- 
tion to  perennial  concerns 
such  as  reducing  tariffs  and 
ending  export  subsidies,  the 
Administration  is  retooling  its 
strategy  to  emphasize  New 
Economy  issues  such  as 
biotech  and  e-commerce. 

The  primary  goal:  to  open 
up  markets  for  such  goods 
and  services — which  the  U.  S. 
happens  to  dominate.  Clinton 
will  ask  the  wto,  for  example, 
to  adopt  market-access  rules 
based  on  "sound  science." 
That  would  strike  down  the 
barriers  being  erected  in  Eu- 


CLOSING   BELL 


SURF  CITY 

Phone.com  is  ringing  off  the 
hook.  On  Oct.  11,  shares  of 
the  Redwood  City  (Calif.) 
company,  which  has  created 
software  to  allow  cell-phone 
users  to  surf  the  Net,  jumped 
14%,  to  205,  on  news  that  it 
would  acquire  British  soft- 
ware maker  Apion.  The  next 
day,  it  jumped  an  additional 
7%  after  Oracle  said  it  would 
support  Phone.com's  Wireless 
Application  Protocol  (WAP) 
browser  technology.  Shares  of 
Phone.com  have  jumped 
twelvefold  since  its  June  IPO. 
It  closed  on  Oct.  13  at  218K. 
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rope  and  elsewhere  against 
biotech-enhanced  agricultur- 
al products.  And  the  White 
House  is  demanding  that  WTO 
members  take  no  action  to 
inhibit  the  growth  of  e-com- 
merce, including  a  continued 
moratorium  on  customs  du- 
ties on  electronic  transmis- 
sions. The  President  will  also 
propose  environmental-impact 
reviews  of  future  trade 
agreements. 


COLT  BACKS  AWAY 
FROM  HANDGUNS 


HAS  COLT  BECOME  GUN-SHY? 
The  West  Hartford  gunmaker 
announced  on  Oct.  11  that  it 
is  dropping  most  of  its  con- 
sumer handguns.  The  144- 
year-old  firearms  maker  said 
it  will  eliminate  unprofitable 
models  as  "part  of  the  nor- 
mal, ongoing  management  of 
the  business."  But  Colt's 
Manufacturing  Vice-President 
Thomas  Kilby  had  previously 
sent  a  letter  to  distributors 
saying  the  decision  was 
prompted  by  the  slew  of  law- 
suits being  filed  by  munici- 
palities against  gunmakers. 
"We  have  had  to  face  the 
harsh  reality  of  the  signifi- 
cant impact  which  our  litiga- 
tion defense  costs  are  having 
on  our  ability  to  operate  com- 
petitively," he  wrote. 

CON  ED  MAY  NAB 
A  NEW  ENGLANDER 

NORTHEAST    UTILITIES,    NEW 

England's  biggest  electric 
utility — and  one  of  the  na- 
tion's worst  performing— is 
merging  with  Consolidated 
Edison  of  New  York.  Con  Ed 
announced  on  Oct.  13  that  it 
will  buy  the  Berlin  (Conn.) 
company  for  $3.3  billion  and 
$4.2  billion  in  assumed  debt. 
Northeast  ran  into  trouble  in 
1996  when  its  nuclear  power 
plants  were  shut  down  with 
various  maintenance  and  safe- 
ty problems.  Until  recently, 
its  stock  was  trading  at  just 
half  its   1993  high.  Buying 


HEADLINER:   GIANCARLO   PARRETTI 


SUSPECT  APPREHENDED.  FADE  OUT 


Giancaiio  Parretti  might 
be  ready  for  his  close-up 
in  court.  On  Oct.  11,  Ital- 
ian police  nabbed  Par- 
retti, the  onetime 
waiter  who  be- 
came one  of  Hoi 
ly wood's  most 
flamboyant 
personalities 
following  his 
1990  takeover 
of  Metro-Gold- 
wyn-Mayer,  in  the 
village  of  Orvieto, 
where  the  ex-mogul  had 
been  living. 

Parretti,  whose  rise  in 
the  entertainment  biz  had 
more  to  do  with  his  ties  to 
Italian  and  French  politi- 
cians than  box-office  acu- 
men, was  brought  in  on  a 
U.  S.  extradition  request. 
He  had  been  convicted  by 


a  Delaware  court  in  1997 
of  perjury  and  evidence- 
tampering  in  a  case  grow 
ing  out  of  his  legal  batt 
against  Credit  Lyoi 
nais,  which  provi 
ed  most  of  the  f 
nancing  for  his 
mom  buyout.  H 
has  also  been 
convicted  by 
French  authori- 
ties of  defraudin 
the  bank. 

Meanwhile,  back  in 
Hollywood,  mgm  announci 
a  quarterly  profit  for  the 
first  time  in  three  years. 
Seven  months  ago,  the  sfr 
dio  wrote  finis  to  the  Par 
retti  era  when  it  bought 
back  video  and  DVD  rights 
to  films  that  Parretti  had 
sold  to  Warner  Brothers. 
By  John  Rossant  in  Pari 


Northeast  will  give  Con  Ed  a 
network  reaching  to  New 
Hampshire.  Other  bids  may 
yet  emerge:  Analysts  say 
Britain's  National  Grid  Group 
is  interested. 


A  QUEASY  FEELING 
AT  PFIZER 

THE    NEWS    ON    THE    PFIZER 

antibiotic  Trovan  just  gets 
worse.  On  Oct.  12,  a  Los 
Angeles  jury  ordered  Pfizer 
to  pay  $143  million  for  in- 
fringing on  the  trademark  of 
Trovan,  a  British  maker  of 
electronic-identification  de- 
vices. The  setback  comes  in 
the  wake  of  a  June  decision 
by  the  Food  &  Drug  Ad- 
ministration to  severely  lim- 
it use  of  the  drug  after  a 
number  of  patients  devel- 
oped liver  problems.  While 
Pfizer  will  challenge  the  ver- 
dict, James  Rosini,  a  part- 
ner at  Kenyon  &  Kenyon, 
says:  "There's  a  chance  this 
award  will  be  upheld." 


PHELPS  DODGE:  TH 
BEST-LAID  PUNS . 


JUST  AS  PHELPS  DODGE 
celebrating  its  hard-fou 
battle  to  combine  the  th 
largest  U.  S.  copper  proc 
ers  into  the  world's  larg' 
Grupo  Mexico  spoiled 
party.  On  Oct.  7,  the  M< 
can  producer  offered  $1 
billion  in  cash  for  ASARCO 
which  it  already  owns  1( 
asarco's  board  is  study 
the  latest  offer. 


ET  CETERA . . . 


■  Priceline.com  sued  Micros 
and  its  Expedia  travel  ¥ 
site  for  patent  infringemei 

■  Faced  with  falling  sal 
Coca-Cola  will  tweak  its  fl 
ship  soft  drink's  image. 

■  Philip  Morris  publicly 
knowledged  the  link  betwe 
smoking  and  lung  cancer. 

■  Interior  Secretary  Bri 
Babbitt     was     cleared 
charges  of  lying  to  Congn 
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Each  year  at  Nucor,  we  keep  io  million  tons  oj  scrap  steel  out  oj  America's  landfills  and  ojj  oj  her 


landscapes.  And  we  turn  that  scrap  into  new  steel  for  everything  from  appliances  to  office  buildings.  All  the  while, 

the  neighbors  near  our  steel  recycling  plants  are  impressed  with  how  we 

preserve  wetlands,  enhance  natural  habitats  and  meet  or  exceed  environmental 

\ 

requirements.  From  our  well-known  employee  incentives  to  the  support  we  provide  our  communities,  we've  always 
believed  in  sharing  our  success  with  those  around  us,  including  generations  yet  to  come.  It's  just  our  nature. 


jknucor 

\./  jt's  our  [\Jature. 


Nucor  Corporation,  2100  Rexford  Road,  Charlotte,  North  Carolina  28211  Phone  704/366-7000,  fax  704/362-4208,  www.nucor.com. 


Washington  Outlook 


PAULA  DWYER 


HE  AMAZING  NEW  CLOUT 
F  A  TEAMSTER  NAMED  HOFFA 


ntil  recently,  James  P.  Hoffa  was  the  Rodney  Dangerfield 
of  the  labor  movement.  He  got  no  respect  from  other 
union  chiefs  or  White  House  politicos,  even  after  clawing 
way  to  the  top  of  the  1.4  million-member  Teamsters  last 
-ch.  Although  he  billed  himself  as  a  reformer,  many  saw 
.  as  a  throwback  to  the  union's  mob-linked  past. 
bday,  Hoffa's  reversal  of  fortune  is  nothing  short  of  mirac- 
is.  Not  only  has  President  Clinton  been  wooing  him,  but 
rave  Vice-President  Al  Gore  and  a  clutch  of 
?r  Presidential  aspirants.  And  Hoffa  is  prov- 
to  be  a  swift  student  of  political  hardball. 
Consider  the  union  leader's  triple  play  on  Oct. 
hen  Clinton  joined  in  a  tribute  to  Hoffa,  son 
he  legendary  Jimmy  Hoffa.  The  union  cur- 
tly operates  under  a  government  trustee- 
)  and  has  been  frequently  investigated  for 
D  payoffs,  pension-fund  looting,  worker  in- 
Idation,  and  rigged  elections.  A  photo  of  Clin- 
shaking  Hoffa's  hand  "was  worth  $1  million 
fR  to  us,"  says  a  Hoffa  confidant, 
jut  Hoffa  got  much  more  than  a  dinner 
ech  and  a  photo  op.  Clinton  also  hinted  that 
I  U.  S.-Mexico  border  would  remain  dosed  to 
xican  trucks  after  Jan.  1,  when  it  is  due  to 
m  under  NAFTA.  The  Teamsters  have  been 
jling  for  a  postponement  because  open  bor- 
s  would  hurt  union  truckers. 
D  PRO  QUO?  To  return  Clinton's  gesture,  " 
ffa  aides  told  the  Prez  that  the  Teamsters  planned  to  en- 
■■se  First  Lady  Hillary  Rodham  Clinton  once  she  makes  a 
"nal  Senate  bid.  Endorsing  Hillary  is  a  no-brainer:  Her  like- 
)pponent,  New  York  Mayor  Rudolph  Giuliani,  10  years  ago 
ught  a  massive  racketeering  lawsuit  against  the  Teamsters. 
•  case  was  settled  with  the  union  agreeing  to  the  current 
feral  trusteeship. 

\nd  therein  lies  Hoffa's  third  big  achievement:  getting 
shington  to  focus  on  the  Teamsters'  top  priority — termi- 


HOFFA  AND  FRIEND 


nating  the  trustee  arrangement.  Since  1  !>*!),  the  Teamsters 
have  paid  $85  million  to  cover  the  cost  of  federal  supervision. 
As  one  of  his  fir-st  acts  as  union  president,  Hoffa  named  Edwin 
H.  Stier,  a  tough  former  federal  prosecutor,  to  head  an  internal 
anticorruption  force.  And  in  late  September,  Stier  and  Teamster 
lawyers  met  with  aides  to  Manhattan  U.S.  Attorney  Mary 
Jo  White  to  begin  the  process  of  ending  federal  oversight. 
True,  Hoffa  was  unsuccessful  in  his  bid  to  persuade  the 
AFi.-rio  to  delay  an  early  endorsement  of  Gore. 
His  official  line  is  that  the  federation  should 
squeeze  more  concessions  from  the  Veep,  es- 
pecially on  trade.  But  Hoffa  is  known  to  believe 
that  his  ousted  predecessor,  Ron  Carey,  and 
Clinton/Gore  campaign  aides  conspired  to  use 
Teamster  funds  to  deny  Hoffa  the  top  job  in 
1996.  That's  why  Clinton  quietly  put  out  feelers 
for  a  rapprochement.  Says  Gerald  W  McEntee, 
president  of  the  American  Federation  of  State, 
County  &  Municipal  Employees:  "Hoffa  has 
surprised  everyone  by  being  knowledgeable 
and  engaged  on  the  issues,  but  not  in  a  con- 
frontational way." 

But  that  was  before  Hoffa  spoke  out  against 
the  Gore  endorsement  at  the  AFL-CIO  conclave 
in  Los  Angeles  on  Oct.  10-13.  "We  disagree 
not  necessarily  with  the  candidate,  but  with 
the  process,"  Hoffa  said.  "We  instruct  our  lead- 
"  ers  and  shop  stewards  to  listen  to  our 
members — not  preach  to  them." 

While  Hoffa  is  impressing  former  detractors,  he  still  has  to 
keep  his  rank  and  file  happy.  That  means  beefing  up  mem- 
bership rolls  and  striking  tough  collective-bargaining  agree- 
ments. Says  University  of  Michigan  labor-management  rela- 
tions professor  Michael  H.  Belzer:  "He's  come  a  long  way.  but 
now  he  has  to  deliver."  Still.  Hoffa's  recent  performance 
demonstrates  that  he  is  amassing  the  clout  to  do  just  that. 
With  Aaron  Ben/stein  in  Los  Angeles 


CAPITAL  WRAPUP 


IILLIT  BELOTTVS.HAGEL? 

Is  Senator  Chuck  Hagel  (R-Neb.) 
•oking  to  topple  Senate  Majority 
bader  Trent  Lott  (R-Miss.)V  Maybe. 
[agel  is  actively  raising  money  for  a 
ew  leadership  political  action  commit- 

«,  fueling  speculation  that  he  may 

?ek  a  top  post  nexl  year.  Such  pacs 

t'ti'ii  arc  used  to  dole  out   funds  to  fel 
>w  lawmakers  and  build  support   for  a 
■adership  bid.  While  llagel  insists  he 
ist  wants  to  help  fellow   GOPers,  he 
IS  clashed  with  I, oil  over  the  dip's 

loppy  stewardship  of  spending  hills. 


RIGHT-WINGERS  FOR  FORBES        THE  GOP'S  BUDGET  PLOY 


►  Conservative  support  is  building  for 
Presidential  hopeful  Steve  Forbes.  On 
Oct.  10,  Forbes  won  endorsement  from 
the  National  Federation  of  Republican 
Assemblies,  which  seeks  to  push  the 
Republican  Party  rightward.  The 
35,000-strong  group  held  its  Bret  con- 
vention in  Kansas  City,  where  <>2' <  of 

283  delegates  backed  the  millionaire 
publisher.  Pal  Buchanan,  who  plans  to 

bolt  to  the  Reform  Rarty.  polled  38%. 

In  an  earlier  straw  poll,  George  W. 

Rush  took  just    V  < . 


►  Amid  the  chaos  of  Capitol  Hill's 
budget  battle  with  the  White  House, 
at  least  Republican  leaders  have  large- 
ly succeeded  in  keeping  spending  bills 
free  of  anti-abortion  riders.  Such  mea- 
sure- infuriate  moderates  and  give  the 
President  an  excuse  to  veto  appropria- 
tions. Conservatives  are  crumbling  but 
for  now  are  bowing  to  leaders'  insis- 
tence that  spending  bills  be  kept 

"clean."  The  cop's  goal:  force  the  Pres- 
ident to  take  the  blame  for  raiding 

rial  Security. 
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Deutsche  Telekom  needs  a 
partner,  or  it  may  be  left 
out  of  the  global  mark^C 


As  the  world's  telecom  chieftains 
treat  customers  to  foie  gras  and 
fondue  and  hold  court  with  thou- 
sands of  journalists  at  the  giant 
Geneva  Telecom99  trade  show  in  mid- 
October,  Deutsche  Telekom  Chief  Ex- 
ecutive Officer  Ron  Sommer  is  nowhere 
to  be  seen.  Sommer,  the  50-year-old 
head  of  the  $39  billion  German  operator, 
has  ducked  out  of  panel  discussions  and 
shunned  the  press. 

It's  no  secret  that  Sommer  has  more 
urgent  business  to  attend  to.  Over  the 
past  12  months,  Deutsche  Telekom  has 
suffered  a  series  of  strategic  defeats. 
Sommer's  bid  to  acquire  Telecom  Italia 
failed  in  May;  a  key  alliance  with  France 
Telecom  and  Sprint  Corp.,  called  Global 
One,  imploded  in 
September;  and  his 
effort  to  buy  Sprint 
crumbled  on  Oct.  5 
when  Chairman 
William  T.  Esrey 
announced  Sprint 
would  be  acquired 
by  mci  WorldCom 
Inc. 

Those  setbacks 
now  threaten  to 
derail  Deutsche 
Telekom's  develop- 
ment in  global  mar- 
kets, which  it  des- 
perately needs  in 
order  to  offset  ero- 
sion of  its  core  busi- 
nesses at  home. 
Company  officials 
insist  Sommer  is 
tied  up  in  negotia- 
tions, but  rivals  put   LOOKING:  Sommer 


it  more  bluntly:  Sommer  is  fighting  for 
Deutsche  Telekom's  long-term  survival 
as  an  independent  phone  company. 

With  the  global  industry  consolidating 
rapidly,  time  is  running  out  for  Som- 
mer. If  he  doesn't  secure  a  large  U.  S. 
partner  soon  to  extend  the  German  op- 
erator's reach,  market  experts  say 
Deutsche  Telekom  will  be  unable  to 
compete  in  global  markets  with  larger, 
faster-moving  rivals  such  as  MCI  World- 
Com, AT&T,  and  British  Telecommuni- 
cations. AT&T  and  BT,  which  combined 
their  international  assets  in  a  1998  joint 
venture,  announced  on  Oct.  11  a  major 
expansion  of  their  high-speed  global 
Internet  service.  Even  in  Europe, 
Deutsche  Telekom  lacks  critical  mass. 


As  long  as  the  German  state  kee 
controlling  stake  in  Deutsche  TeleJ 
the  company  is  shielded  from  a  he 
takeover.  But  now,  government  of 
are  dropping  hints  that  they  plaj 
sell  off  the  remaining  66%  state  st 
tranches  starting  in  mid-2000.  A 
scale  privatization  would  turn  up| 
heat  on  Sommer  to  perform,  and 
DT  a  plum  target.  ' 

Sommer  also  risks  cutting  a  rasi 
expensive  deal.  Rival  telecom  ex| 
tives  expect  him  to  announce  a 
acquisition  soon.  With  Sprint  out  of 
picture,  possible  targets  include  Gil 
Crossing,  the  Internet  and  long-dist;] 
company,  or  SBC  Communications 
which  is  merging  with  Ameritech  C| 
But  there  is 


DEUTSCHE  TELEKOM 


UNDER  SIEGE  AT  HOME... 


•  Slow  to  cut  prices,  DT  has  lost  more  than 
30%  of  the  long-distance  market  since 
deregulation  took  effect  on  Jan.  1,  1998 

•  European  Union  regulators  are  pressuring 
DT  to  sell  part  of  its  mobile-phone  network 

•  The  German  government  is  likely  to  start 
selling  its  remaining  66%  stake  in  tranches 
beginning  in  mid-2000,  making  the  compa- 
ny vulnerable  to  a  hostile  takeover 


..AND   STUMBLING   ABROAD 


•  DT  lost  merger  partner  Telecom  Italia  to  a 
hostile  takeover  by  Olivetti 


simple  solution  I 
Sommer  to  gain| 
heft  he  needs, 
of  the  large  plajl 
have  already  fo| 
partners.  Acqt 
a  smaller  compi 
such    as     Glo| 
Crossing     wc 
solve    Telekol 
strategic  dilemj 
and    is    pricey  | 
boot,  analysts 
It's  still  building 
global  network] 
thin  on  multinatil 
al   customers, 
boasts     a    marl 
capitalization  of  $ 


is  shopping 


•  Its  Global  One  alliance  with  Sprint  and 
France  Telecom  is  collapsing  just  as  rivals 
such  as  MCI  WorldCom  are  expanding  smarting&from 

loss    of    Telec 


billion. 

In  August, 


IllllWIli 


!;l« 


ia  to  puny  rival  Olivetti,  Sommer 

jjht    Britain's  fourth  mobile  phone 

'rator,  One-2-One,  for  $13.86  billion 

li  and  debt,  a  price  analysts  say 
%  too  rich.  "One-2-One  lacks  high- 
Win  business  customers,"  says  one 
cutive  at  British  mobile  rival  Or- 
e  PLC.  "They've  got  everything 
kwards." 

ut  the  pressure  is  on.  Only  495   of 

itsche  Telekom's  revenues  last  year 

le    from    international    operations. 

anwhile,  dozens  of  fierce  competitors 

pouring  into  the  German  giant's 

ne  market.  Last  year,  DT  lost  30%  of 

long-distance  market  to  new  players 

h  as  Mannesmann.  On  Oct.  4,  former 

France  Telecom  stormed  into  dt's 

•kyard  with  the  purchase  of  a  17.2% 

;e  in  German  mobile  phone  operator 

lus  Mobilfunk  for  $1.8  billion.  As  a 

t  of  price  wars,  dt's  sales  in  the 

t  six  months  fell  4%,  to  $17  billion, 

1  net  profit  declined  4.5%,  to  $1  billion. 

1UNTERATTACK.    Sommer   has   made 
le  headway.  He  has  whittled  away  at 
lltsche  Telekom's  huge  debt,  shed 
|jM  -sonnel,  and  generated  growth  in  In- 
net  and  mobile  services.  That  coun- 
attack  has  helped  push  the  share 
,'^jce  up  37%  this  year,  to  $44.71.  But 
l     jj!  s  14.7%  weight  in  the   DAX  index 
,.,  ,tajj  ps  prop  up  the  price,  since  managers 
DAX  index  funds  have  to  own  a  cor- 
w  sponding  number  of  DT  shares. 

Many  say  Sommer  would  be  in  a  pole 

rition  had  he  negotiated  to  buy  Sprint 

r     j  one  of  the  Baby  Bells  three  years 

'  J(  x  Now,  it  may  be  too  late.  "Even  if 

'u  closes  a  deal,  he  has  to  make  it  work 

'    ,  (  .t — and  dt's  not  moving  fast  enough," 

'  T  J  L  1      i.      1 

i,(]|w/s  one  London-based  telecoms  con- 
li^iltant,  who  gives  dt  at  most  three 

.  [j  ars  before  it's  a  takeover  target. 

t  ,Va  Sommer  also  risks  creating  new  ri- 

Is.  Regulators  have  been  pushing  him 

|  sell  at  least  part  of  Deutsche  T.  le- 

m's    extensive    cable    business    by 

;  u  arend.  More  than  20  bidders  have  al- 

uly  emerged  to  jockey  for  access  to 

.jjTmany's  18-million  strong  cable  sub- 
ihers,  which  is  41%  of  the  total  West 
iropean  market.  The  buyer  or  buy- 

■  could  upgrade  the  cables  and  use 

I  em  to  launch  cheap  telephone  and 

,*?h-speed  Internet  services. 

...  Hon  Sommer  still  wields  big  cash 
>ws  and  enjoys  the  protection  of  the 
ate.  But  the  dealmaking  he  does  in 
e  ruining  months  will  either  catapult 

i   BUtsche  Telekom  into  the  top  tier  OT 

.ave  it  stranded  on  the  sidelines.  With 

( challenge  like  that,  no  wonder  he  jilt- 
I   the  hordes  at    the  Telecom  test    in 

,  'iieva. 
Hij  Gail  Edmaridson  in  Rome,  with 
vck  Hiring  in  Frankfurt,  Stephen  Bak 
■  in   Geneva,  and  Bill   Echikson   in 

„  russcls 


FRANCE     

STORMING  THE 
ART  BARRICADES 

Sotheby's  and  Christie's 
prepare  for  deregulation 

It  seemed  like  any  other  preview  of 
high-end  art  going  up  for  auction. 
Strolling  through  Sotheby  Inc.'s  ele- 
gant new  showroom  in  Paris  recently, 
guests  sipped  champagne  and  admired  a 
display  of  historic  French  photographs 
and  rare  books.  Then  came  the  odd 
part.  After  the  party,  the  exhibit  was 
shipped  to  London,  where  the  433  items 
are  to  be  auctioned  on  Oct.  27.  Why 
the  laborious  shift  in  locale?  Sotheby's 
can't  sell  in  Paris  because  auctions  in 
France  are  a  government  monopoly. 

Mark  it  down  as  another  hallowed 
French  tradition  soon  likely  to  change. 


('hn  tie'»,  each  with  nearly  $2  billion  in 

ale  ,  dominate  the  global  auction  mar 
ket.  Taking  a  big  chunk  of  the  action  in 
France  will  help  them  enlarge  the  mar- 
ket dramatically.  With  worldwide  eon- 
tacts,  the  industry  leaders  can  draw 
more  collectors  to  Paris.  And  there  will 
be  more  to  buy.  too.  .Many  French  sell- 
ers, unhappy  with  the  prices  auctions 
command  under  the  current  system, 
now  ship  salable  items  abroad.  If  Sothe- 
by's and  Christie's  auctions  end  up 
boosting  [trices,  more  art  works  and  an- 
tiques are  likely  to  be  sold  at  home. 

Sotheby's  has  already  tasted  the 
market.  With  much  fanfare  last  June, 
it  auctioned  off  a  $17.5  million  collec- 
tion of  paintings  and  objects  at  the 
Chateau  de  Groussay  outside  Paris. 
Now,  Sotheby's  and  Christie's  are  set 
to  move  when  the  gates  open.  Sotheby's 
opened  a  showroom  last  year  near  the 
Elysee  presidential  palace.  Christie's 
will  open  on  chic  Avenue  Matignon  in 
December.  Francois  Pinault,  a  tycoon 
and  art  lover,  may  have  added  to  the 


Since    the    16th    century,   A  SLEEPY  MONOPOLY 
France  has  allowed  only  a   m,      TI*.    ,  ~  . 

small  group  of  government-   The  Hotel  Drouot  m 

appointed  specialists  to  run  Paris  is  home  to  many 

auctions.  They  aren't  just    government-appoint- 
closely  regulated;  they're       ,  auptjonpprs 
considered  government  of-   e°  auctioneers 
□rials.   But  under  pressure  from  the 
European  Union,  France  could  open  its 
market  as  early  as  next  year. 
SHAKEUP   That  will  give  Sotheby's  and 
rival  Christie's   International  PLC  their 
first  crack  at  one  of  the  world's  biggest 
art    and   antiques   markets.    It   will  also 
shake  up  France's  dowdy  auction  busi- 
ness— an  industry  worth  $1.4  billion  a 
year   in    sales.   "We   are   going   to   re- 
animate  the   art    market    in   this  coun- 
try,"  says    Ungues  Joffre,  director  of 
( 'hristie's  in  France. 

It's  easy   to  see   how.   Sotheby's  and 


reform  effort  when  he 
bought  a  controlling  stake 
in  Christie's  last  year. 

All    this    is    producing 
gloom    at    Hotel    Drouot, 
cluttered    home   to   many 
French  auctioneers.  They 
are  proud  and  highly  educated — but  not 
marketing  geniuses.  Most  operate  on  a 
shoestring.  "If  you  don't  have  the  fi- 
nancial clout  to  open  a  pretty  boutique," 
laments  Marie-Christine  Robert,  an  auc- 
tioneer since  1989,  "you  will  die  out." 

Some  French  will  miss  Drouot'.-  at- 
mosphere and  service.  But  many  say 
reform  is  overdue — and  could  transform 
some  French  houses  into  modern  busi- 
nesses. In  the  end,  Sotheby's  and 
Christie's  may  not  celebrate  alone. 

By  Carol  Matlock, 
with  In  kit  Reach  in  I 
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HONG  KONG 


TOO  MUCH 

OF  A  GOOD  THING? 

The  territory  has  to  unload  shares  without  killing  the  market 


Hong  Kong  Financial  Secretary  Sir 
Donald  Tsang  is  facing  the  kind  of 
problem  that  most  Finance  Minis- 
ters would  die  for.  Over  the  past  year 
he  has  watched  the  government's  $15 
billion  portfolio  of  local  stocks  soar  in 
value  to  about  $27  billion.  So  what's  the 
problem?  He  has  to  sell  the  shares.  And 
do  so  without  depressing  the  market. 
The  government  famously  acquired 
them  in  August,  1998  when  it  fended 
off  speculators  who  were  dumping  them 
during  a  regional  meltdown.  In  a  little 
more  than  two  weeks,  it  became  one  of 
the  largest  shareholders  in  some  of  the 
territory's  most  prominent  companies. 

That  has  worried  many  investors.  A 
government  that  was  supposedly  Asia's 
staunchest  free-market  booster  had  ef- 
fectively nationalized  about  7%  of  the 
benchmark  Hang  Seng  index.  Tsang 
promised  to  sell,  raising  the  fear  that 
once  he  did,  the  sales  might  undermine 
the  market.  He's  trying  to  whet  the  ap- 
petites of  local  retail  investors  with  a 
promotional  blitz.  But  he  really  needs  to 
attract  big  foreign  buyers,  such  as  pen- 
sion and  mutual  funds.  Their  initial  re- 
actions to  the  first  stage  of  the  great 
sell-off,  unveiled  on  Oct.  11,  were  dis- 
tinctly skeptical,  however.  The  govern- 
ment has  packaged  part  of  its  portfolio 
into  an  index  fund  that  replicates  the 
33-stock  Hang  Seng  exactly.  It  will  offer 


about  $2.5  billion  worth  of  shares  at  a 
discount  to  be  set  on  Nov.  8.  Most  ana- 
lysts figure  the  discount  will  be  about 
5%  of  net  asset  value — and  too  low. 
"There  is  no  incentive  to  buy  the  fund 
without  a  sizable  discount,"  says  Jui 
Lai,  who  manages  a  $2  billion  Asian 
portfolio  at  Boston's  Grantham,  Mayo 
&  Van  Otterloo.  "We  would  consider 
buying  it  at  a  7%  to  8%  discount." 

Even  much  bigger  discounts  wouldn't 
be  enough  for  some.  "I'm  not  buying 
this,"  says  Paul  Matthews,  president 
and  chief  investment  officer  of  San 
Francisco's  Matthews  International 
Funds,  which  manages  $330  million  of 
assets.  "Our  opportunity  to  add  value  is 


HONG  KONG  BOUGHT  LOW, 
WANTS  TO  SELL  HIGH 


HANG  SENG  INDEX 
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DATA:  B100MBERG  FINANCIAL  MARKETS 


in  picking  stocks."  The  trouble  for 
investors  is  that  the  governmel 
Tracker  Fund  of  Hong  Kong  (Tralj 
designed  by  Goldman  Sachs,  ING 
ings,  and  Jardine  Fleming,  is  stu^ 
with  old-line  real  estate  developr 
companies  and  banks  that  lack  the  b 
of  New  Economy  stocks.  What's  mi 
some  potential  buyers  don't  want  tc 
stuck  with  mainland  red  chips. 

All  the  same,  the  Exchange  Fund 
vestment  Ltd.,  the  government  b 
that  manages  the  holdings,  has  trie( 
cater  to  large  investors'  needs.  T 
can,  for  example,  turn  in  1  million  f   k 
units  and  receive  the  underlying    \ 
stocks   in   exchange.   Conversely,     '^ 
vestors  can  present  packets  of  sto 
and  receive  fund  units.  Such  switch 


should  keep  the  values  of  the  fund 
the  underlying  shares  in  step.  In  f; 
TraHKs  should  behave  like  the  popi 
"Spiders,"  Standard  &  Poor's  500  In 


^ 


BUY  HERE? 

Hong  Kong  is 
wooing 
locals — but  it 
needs  big 
foreign  buyers 


Depositary  Recei 
on  which  the 
modeled. 

Unfortunately 
Tsang,  Hong  Kor 
markets  are  far 
liquid  than  Americ 
Hong  Kong's  bigg 
initial  public  offeri 
for  example,  was  $2.4  billion,  raised 
China  Telecom  (Hong  Kong)  Ltd.  in  1£ 
That's  the  size  of  the  initial  tranche 
TraHK,  yet  only  one-tenth  of  the  g 
ernment's  holdings.  So  more  shares  a 
be  sold  every  three  months.  Forei 
fund  managers  guess  that  the  amoui 
may  be  between  $1  billion  and  $2 
lion — raising  a  worry  that  the  gove 
ment  might  unduly  influence  the  m 
ket  by  turning  the  spigot  on  and  off. 
Tsang  knows  that  he  will  have  to  j 
rid  of  shares  by  other  means.  The  g( 
ernment  has  mulled  selling  its  o 
shares  back  to  companies,  placing  shai 
through  block  trades  or  issuing  bor 
that  buyers  could  convert  into  shai 
when  stock  prices  reached  designat 
levels.  The  government  also  intends 
keep  about  $6  billion  worth  of  shares 
Investors  hope  that's  all.  The  ten 
tation  to  hold  on  to  more  may  gro 
The  Hang  Seng  has  been  drifting  in  ] 
cent  weeks,  and  a  spike  in  U.  S.  inten 
rates  could  push  it  down  further.  Th 
could  slow  the  great  sell-off.  And  wi 
the  government  possibly  intervening 
the  stock  exchange  every  few  mont 
when  it  decides  how  many  new  Tral 
shares  to  release,  it  will  be  a  long  wh 
before  Hong  Kong's  bureaucrats  lea 
the  market  to  itself. 

By  Bruce  Einlwru  in  Hong  Kong  at 
Susan  Berfield  in  New  York 
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International  Business 


•Bws 


ASIA 


A  BUSINESS-TO-BUSINESS 
E-BOOM 

Asian  companies  are  getting  wired-and  selling  to  each  other 

A  aeon  Technology,  a  Taiwan  maker 
of  specialty  computers,  is  typical 
of  the  thousands  of  small  compa- 
nies that  make  Asia  the  world's  work- 
shop. The  hardworking  managers  who 
run  Aaeon  have  watched  every  penny 
as  they  pushed  sales  to  $20  million. 

That  thriftiness  is  what  makes  a  re- 
cent purchase  by  Aaeon  so  exceptional. 
Its  board,  after  contentious  debate,  has 
decided  to  shell  out  $500,000  for  a  sys- 
tem from  software  giant  Oracle  Corp. 
that  will  let  Aaeon  manage  parts  pro- 
curement, inventory,  sales,  and  fi-    • 
nances  over  the  Web.  It's  a  huge  leap 
for  Aaeon,  but  the  company  figures  it 
has  no  choice.  "If  we  want  to  stay 
competitive,  we     need  to  have  e- 
commerce,"    says    Jessica    Chu, 
Aaeon's  marketing  manager. 

Internet  mania  is  sweeping 
through  Asia,  with  venture  cap- 
italists rushing  to  buy  stakes 
in  portals  that  cater  to  con- 
sumers. Those  portals  may  gen- 
erate most  of  the  sizzle.  But 
it's  business-to-business  e-com- 
merce  that  could  have  a  profound 
impact  on  the  way  Asia's  manu- 
facturers operate. 

LEAPFROG.  Already,  the  business-to- 
business  segment  is  Asia's  fastest  grow- 
ing area  of  e-commerce.  By  2003,  sales 
of  business-to-business  e-commerce 
software  alone  are  expected  to  top  $1.3 
billion  a  year,  says  International  Data 
Corp.  Online  e-commerce  sales  in  Asia 
are  expected  to  surge,  from  $2  billion 
this  year,  to  $32.6  billion  in  2003. 

The  authorities  are  getting  into  the 
act.  Taiwan  wants  50,000  companies  to 
be  online  by  2001. 
Thailand  is  requiring 
all  export  and  import 
documents  to  go  on- 
line. Governments 
"have  recognized  the 
Internet  as  the  vehicle 
to  leapfrog  them  into 
the  new  millennium," 
says  Pete  Hitchen,  a 
Singapore-based  Inter- 
net analyst  at  [DC. 

Building  this  new 
model  isn't  going  to  be 
easy.  Unlike  in  North 


Network  hopes  to  have  1,000  men 
and  charge  them  for  transactions 
on  its  system.  "We  can  make  a 
plete  supply  chain,"  says  Wang. 

Taiwan  has  been  among  the  fa 
to  adapt  to  e-commerce.  Zero 
Technology  Co.,  a  $45  million  mak 
computer-network  servers,  now  ge 
ates  10%  of  its  sales  through  the 
wan  Computer  Assn.'s  Computex 
line  Web  site.  The  embrace 
e-commerce  by  Asia's  largest  cor 
nies  is  also  helping  drive  this  gro 
Singapore-based  Advanced  Mam 
turing  Online,  which  boasts  sue! 
ants  as  Motorola,  Matsushita,  and 
wan  Semiconductor  Manufacturin 
clients,  runs  a  system  that  ena 
suppliers  and  customers  to  send  or 
and  solicit  price  quotations  over 
Web. 
NEW  MIND-SET.  One  big  obstacle 
commerce  is  the  reluctance  of 
companies  to  outsource  impo 
functions,  such  as  accounting 
billing,  which  is  a  key  ele 


30 


?(! 


10 


E-BIZ  RISING 
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America  and  Europe,  the  supply  chains 
and  distribution  networks  of  East  Asian 
companies  often  stretch  from  Taiwan 
to  mainland  China  to  the  Philippines 
and  other  countries.  Businesspeople  also 
prefer  dealing  face  to 
face  and  relying  on  re- 
lationships cultivated 
over  years. 

But  plenty  of  entre- 
preneurs are  betting 
that  these  attitudes 
will  change.  Wang 
Xiaolai  is  setting  up  an 
online  service  in 
Shanghai  to  integrate 
car  manufacturers  with 
parts  suppliers  around 
China.  His  China  Au- 
tomotive        Rainbow 


of  business-to-business  e-commej 
And   supply-chain  management 
grams  require  users  to  open  their  I 
ventory  and  procurement  processed 
suppliers  and  customers. 

That  calls  for  a  big  change  in  mil 
set.  "People  don't  have  the  confide! 
to  put  sensitive  information  on  the  [ 
ternet,"  says  Kevin  Jiang,  director 
Computex  Online,  the  Net  marketpl 
for  computer-hardware  makers. 

But  here,  too,  there  are  signs 
change.  In  Asia,  IBM  used  to  sell  its 
commerce  services  almost  entirely 
huge  conglomerates,  but  now  there 
strong  growth  from  small  and  mids 
companies.  And  these  small  compan 
are   asking   for   more   advice   on 
designing  management.  "They  used 
say:  'Tell  me  what  I  should  buy,'" 
serves  Howie  Lau,  who  heads  IBM's 
commerce  operations  out  of  Singapo    I 
"Now  they  are  asking  more  sophisl 
cated  questions."  They  should  keep  aj 
ing.  The  faster  Asian  business  g<j 
Net-savvy,  the  better. 

By  Jonathan  Moore  in  Taipei,  iv\ 
Bruce  Einhorn  in  Shanghai 
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International  Business 


PAKISTAN 


THE  WORLDS 

WORST  NUCLEAR  NIGHTMARE? 

Pakistan's  coup  has  put  a  risk-taking  general  in  charge 


The  Oct.  12  news  from  Pakistan  sent 
a  chill  through  the  world's  capitals. 
A  hawkish  military  general,  Pervaiz 
Musharraf,  had  seized  power  in  a  blood- 
less coup  and  ousted  that  country's  dem- 
ocratically elected  Prime  Minister 
Nawaz  Sharif.  Exactly  where  Musharraf 
stood  on  using  nuclear  weapons,  trans- 
ferring nuclear  technology  to  Islamic 
fundamentalist  friends,  or  provoking  fur- 
ther conflict  with  longtime  enemy  In- 
dia was  a  bleak  and  scary  unknown. 
"This  is  exactly  the  kind  of  thing  we 
have  always  worried  about,"  says  non- 
proliferation  expert  Joseph  Cirincione 
of  the  Carnegie  Endowment  for  Inter- 
national Peace  in  Washington.  "This 
sends  the  red  alarm  lights  off." 

With  good  reason:  The  coup  d'etat 
in  Pakistan  is  the  first-ever  coup  in  a 
nuclear  weapons  state.  Russia  came 
close  in  1991,  but  that  coup  was  put 
down  quickly  by  Boris  N.  Yeltsin.  In 
Pakistan's  case,  the  potential  threat  is 
more  severe  because  its  new  leader, 
Gen.  Musharraf,  is  a  known  risk-taker 
in  his  previous  dealings  with  neighbor- 
ing nuclear  state  India.  Troops  under 
his  direction  were  responsible  for  the 
incursions  into  Indian-controlled  Kash- 
mir that  sharply  increased  tensions 


with  India  in  July  and  nearly  led  to 
all-out  war.  It  was  only  Prime  Minister 
Sharif,  under  pressure  from  Washing- 
ton and  other  powers,  who  ordered  the 
military  to  back  down. 

That  humiliation  for  i 
the   army  strained   al-   " 
ready    tense    relations  I 
with   Sharif.   The   final   ^ 
straw  came  when  Sharif 
tried  to  sack  Musharraf 
and  replace  him  with  his 
chief  intelligence  officer, 
Gen.  Zia  Uddin  Butt. 

Musharraf's  initial 
speech  after  taking  over 
compounded  fears  about 
military  rule.  Rather 
than  wear  a  dress  uni- 
form when  he  appeared 
on  Pakistani  television, 
Musharraf  wore  combat 
fatigues  that  recalled  his  previous  ex- 
perience as  a  commando  in  Kashmir.  In 
his  speech,  he  blamed  Sharif  for  de- 
stroying government  institutions  and 
trying  to  sow  discord  within  the  army. 
He  then  postponed  a  second  scheduled 
address  on  whether  the  military  would 
seek  a  return  to  civilian,  democratic  rule. 
Early  reports  said  he  had  asked  Presi- 


dent Rafiq  Tarrar  to  remain  in  off 
India  initially  put  troops  on  its  bo: 
with  Pakistan  on  a  high  state  of  a 
but  it  also  signaled  a  willingness  to 
with  whatever  institution  was  in  ch 
in  Pakistan.  "Some  people  here 
feel  better  to  deal  with  the  militarjl 
rectly  now,"  notes  Kanti  Bajpai,  in| 
national  relations  professor  at  Jawaj 
lal  Nehru  University  in  New  D«j 
"While  the  army  was  in  the  shad 
things  were  too  murky." 

Pakistanis,  weary  of  economic  h; 
ship  and  endemic  corruption,  gave 
tary  rule  a  similarly  muted  react 
Some  welcomed  the  news  with  cheei 
in  the  streets.  Others  lamented  t 
Pakistan  again  would  be  ruled  by  j 
erals,  as  it  has  been  for  half  of  its 
years  of  independence. 

All  hoped  that  whoever  is  in  cha 
can  help  pull  Pakistan  out  of  its  imp 
erishment.  The  country  this  year 
faulted  on  $3.3  billion  in  loans  from 
er  governments  and  $877  million 
loans  from  commercial  banks.  Aire 
Pakistan,  alone  with  Russia,  can 
Standard  &  Poor's  lowest  credit  rati 
SD,  for  Selective  Default. 
IMFS  DILEMMA.  This  situation  could 
teriorate  further  if  aid  is  now  suspe 
ed.  Pakistan  is  currently  under  a 
billion  International  Monetary  Fund  f 
gram,  which  officials  warn  could  be 
jeopardy.  "The  change  in  governm 
clearly  will  have  implications  for  h 
we  go  forward  and  possible  implicati 
for  the  economy,"  says  IMF  spokesn 
Thomas  Dawson. 

It's  a  tricky  situation  for  the  IMF 
for  Washington.  If  tl 
withdraw  aid,  they  co 
destabilize  an  already 
stable  economy.  Tl 
might  also  drive  a  n 
tary  with  fundamenta 
sympathies  further  ii 
radical  Islamic  cam 
Musharraf  has  ties  to  1 
fundamentalist  Taliban 
Afghanistan.  And  Shs 
has  previously  said  t 
rorists  were  being  trair 
with  Pakistan  army  ba 
ing  in  Afghanistan, 

An  unstable,  func 
mentalist-leaning  nuck 
power  is  a  prospect  far  scarier  than  t 
old  Soviet  threat.  "Pakistan,  the  worl 
smallest  and  poorest  nuclear  country, 
telling  us  the  nuclear  future  is  going  to 
unstable,"  says  Carnegie's  Cirincione.  It's 
message  the  world  doesn't  need  to  he 
By  Sheri  Prasso  in  New  York  a' 
Sliahid-ur-Rehman  in  Islamabad,  un 
bureau  reports 
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INDONESIA:  WHOEVER  IS  PRESIDENT 
WILL  ANSWER  TO  GENERAL  WIRANTO 


■to 


For  a  while,  Megawati  Sukarnoputri  had  the  edge  in  the 
race  for  Indonesia's  presidency.  Her  party  had  won  the 
highest  percentage  of  the  popular  vote  in  the  June  elec- 
tions, and  she  enjoyed  the  apparent  backing  of  the  military. 
So  the  betting  was  that  when  legislators  voted  for  a  Presi- 
dent on  October  20,  Megawati  would  walk  away  with  the 
crown. 

But  now  all  bets  are  off.  Instead,  the  odds  of  a  strong 
presidency  emerging  from  the  chaos  decline  every  day. 
Megawati  could  still  end  up  as  the  next 
President.  But  so  could  current  President 
B.J.  Habibie — or  blind  Muslim  cleric 
Abdurrahman  Wahid,  who  leads  a  coalition 
of  seven  Islamic  parties.  And  none  of  them 
seems  to  have  the  stature  needed  to  lead 
Indonesia's  unruly  People's  Consultative  As- 
sembly and  so  push  through  needed  re- 
forms. None  of  them  can  stem  the  influence 
of  the  military.  And  to  secure  backing,  all 
these  candidates  may  capitalize  on  the  rise 
in  nationalism.  That,  in  turn,  could  scare 
off  badly  needed  foreign  investment. 
STUDENT  VIOLENCE.  The  biggest  surprise  is 
that  Habibie,  though  wounded  by  a  banking 
scandal  and  the  disaster  in  East  Timor,  is 
staging  a  comeback.  If  he  wins,  the  conse- 
quences could  be  explosive.  Habibie,  who  ~ 
took  over  after  Suharto  stepped  down  in  May,  1998,  is  op- 
posed by  the  thousands  of  pro-democracy  students  on  cam- 
puses around  Java.  This  group  turned  out  heavily  on  June  7 
to  vote  for  Megawati's  Indonesian  Democratic  Party.  If  a 
Habibie  victory  sparks  student  violence,  the  ultimate  winner 
could  be  Armed  Forces  Commander-in-Chief  Wiranto,  who 
could  justify  a  stepped-up  role  for  the  military. 

Megawati  herself  unwittingly  resuscitated  Habibie's 
chances.  First,  she  snubbed  an  offer  by  the  head  of  the  ruling 
Golkar  party  to  shift  the  party's  support  to  her  from  Habibie. 


POWER  PAIR?  Wiranto,  Habibie 


And  she  now  refuses  to  work  with  Wahid,  who  has  sai 
supporters  oppose  the  idea  of  a  woman  president.  Mega1 
quarrels  ended  an  earlier  effort  to  forge  links  between 
party,  Golkar,  and  Wahid's  group.  "If  she  has  a  strategy, 
confusing,"  says  Jusuf  Wanandi,  director  of  the  Centre 
Strategic  &  International  Studies  in  Jakarta. 

Megawati's  only  hope  now  may  be  to  patch  things  up 
Wahid.  Meanwhile,  Golkar  insiders  say  Habibie  is  gan 
ground  by  promising  the  assembly,  which  is  heavy 
Suharto-era  figures  and  56  army  genei 
five  more  years  of  generous  kickbacks.  H 
bie's  office  did  not  answer  requests  to 
cuss  the  allegation. 

As  the  confusion  grows,  so  does  Gen 
Wiranto's  power.  In  mid-July,  Wiranto 
cured  the  support  of  his  regional  comtr 
ders  to  become  a  powerful  vice-presiden 
a  figurehead  President — who  at  that  t 
was  expected  to  be  Megawati.  Now,  Go 
officials  say  Wiranto  has  agreed  to  run 
vice-president  on  Habibie's  ticket.  "Wira 
is  presumably  looking  for  a  weak  Preside 
and  at  this  point  Habibie  looks  like  the  I 
candidate,"  says  Harold  Crouch,  an  Indom 
expert  at  Australian  National  Univers 
Wiranto  dined  with  Habibie  at  the  pr 
dential  palace  on  Oct.  13. 
With  Wiranto's  influence  on  the  rise,  and  with  new  pc 
ical  camps  asserting  themselves  in  the  assembly,  power 
ready  is  draining  away  from  the  presidency.  "It  has  reac 
the  point  where  it  doesn't  really  matter  who  the  Presid 
is  anymore,"  says  Bruce  Gale,  Singapore-based  regio 
manager  of  the  Political  and  Economic  Risk  Consulta: 
Ltd.  Indonesia's  experiment  with  democracy  is  certai 
not  over.  But  its  long-term  health  remains  very  much 
question. 

By  Michael  Shari  in  Singap 
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GLOBAL  WRAPUP 


BLAIR  PICKS  HIS  OWN 

►  After  more  than  two  years  of  strug- 
gling with  old  party  hacks,  British 
Prime  Minister  Tony  Blair  on  Oct.  11 
formed  a  government  more  in  his  own 
New  Labour  image.  The  new  Cabinet 
gives  prominent  roles  to  a  group  of 
fortysomething  Blair  acolytes.  They  in- 
clude Alan  Milburn,  who  takes  over 
the  hugely  expensive  Health  portfolio; 
Geoff  Hoon,  a  surprise  choice  to  run 
Defense;  and  Andrew  Smith,  who 
takes  the  No.  2  role  at  Treasury.  Peter 
Mandelson,  architect  of  Blair's  victory 


in  1997,  becomes  Northern  Ireland 
Secretary  in  a  surprisingly  quick 
comeback.  Mandelson  resigned  from 
the  government  in  disgrace  last  year 
after  it  was  discovered  that  he  had  ac- 
cepted a  $600,000  loan  from  a  Cabinet 
colleague.  Another  of  the  "Blair  boys" 
is  Stephen  Byers,  the  incumbent  .Trade 
&  Industry  secretary.  All  are  consid- 
ered business-friendly  modernizers. 

MAHATHIR  BACKS  DOWN 

►  Saying  there  was  "no  hurry," 
Malaysian  Prime  Minister  Mahathir 
Mohamad  caved  in  on  his  plan  to 


merge  all  of  his  nation's  21  domestic 
banks,  25  finance  companies,  and  12 
merchant  banks  into  six  large  groups 
headed  by  "anchor"  banks  picked  by 
the  government.  The  plan  had  been 
criticized  as  subjugating  well-run  eth- 
nic Chinese-owned  banks  to  Muslim 
Malay-run  banks  owned  by  associates 
of  Finance  Minister  Daim  Zainuddin. 

But  Mahathir's  change  of  heart 
could  have  a  severe  impact  on  investc 
confidence.  The  reversal  confirmed  pr< 
dictions  that  the  push  to  merge  trou 
bled  financial  companies  would  fail,  asj 
did  an  earlier  attempt  in  late  1997. 
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■tan  your  business  systems 
•pe  with  real  change? 


>re  business  one  day  turns  into  a  marginal 
ity  the  next.  E-business  makes  your  mar- 
ig  strategy  obsolete.  A  merger  reshapes  your 
stry  overnight. 

raditional  ERP  and  business  systems  may 
»gle  to  keep  up  with  these  kinds  of  change. 
IFS'  systems  can.  They're  built  from  compo- 
s  that  work  independently  of  one  another, 
can  quickly  and  easily  be  combined,  and 
ified,  to  suit  changing  needs. 
■•S  pioneered  this  approach.  It  helps  our 
isands  of  customers  cope  with  real  change, 
it  made  us  the  world's  fastest-growing  ERP 
)lier  in  1998,  putting  us  in  the  top  ten. 

if  you're  still  waiting  for  your  prince  to 
e,  maybe  it's  time  you  took  a  look  at  IFS. 
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t  was  a  chilling  momenl ,  a 
throwback  to  the  days  be- 
fore the  crisis.  On  Oct.  5, 
Hakuo  Yanagisawa,  Japan's 

poinl  man  for  financial  reform,  was  abruptly  removed  In 
his  place:  Michio  Ochi,  a  70-year-old  ex  bureaucrat  from 
Ministry  of  Finance  (mof).  Yanagisawa,  in  Ins  brief  tenure, 
actually  acted  like  a  regulator,  calling  .Japan's  wayward 
ks  to  task,  forcing  mergers,  and  opening  the  sector  to  for 
1  investment.  Now  the  markets  fear  that  Ochi,  an  insider, 
lead  the  forces  of  reaction  to  undo  Yanagisawa's  work, 
the  government  insists  that  Ochi  is  every  bit  the  re- 
ner  Yanagisawa  was.  Yet  Yanagisawa's  sudden  exit  bol- 
rs  the  skeptics  who  contend  that  the  Japanese   Estab- 
iment,  despite  the  battering  it  has  taken,  will  still  find  a 
I  to  preserve  its  cloistered  economy — and  remove  anyone 

0  seeks  to  open  it.  Reform?  Yes,  but  just  enough  to  pre- 
it  another  real  crisis.  As  for  the  painful  change  that  will 

uce  a  more  open  society  and  economy — well,  that 

1  wait. 

still,  in  unexpected  places,  glimmers  of  a 
«et  revolution  can  be  discerned:  in 
I  foreign  brokerages  sprouting 
Japan,  where  more  and 
Te    investors    are 
covering  online 
ding  and  af- 


Special  Report 


Japan'   economic    lide  tin    decade 

"i  the  collapse  of  our  cull  oral 
ami  piritual  values"  rooted  in 
Confucian  deference  to  author] 

ly  and  the  postwar  fixation  on  the  economic  advancement  of 
Corporate  Japan.  Thai    fixation  on  growth,  in   the  minds  of 
Japanese,    led    directly   to   the   bitter  aftermath   of  the 
bubble  economy. 

Clearly,  many  Japanese  want  something 
different,  as  recent  surveys  prove  (page 
78).  ESven  among  some  of  Japan's 
mandarins    and    executives, 
there's     a    grudging 
recognition  that 
something 
has    to 


and 


The  collapse 

of  the  bubble  economy, 

increased  foreign  influence, 

the  Internet  may  finally  bring 

about  real  change 


frdable    in- 


the 


stments; 

izda  Motor  Corp.  engine 
int  in  Hiroshima,  where  women 
?  finally  allowed  to  work  the  higher- 
ying  night  shift;  or  in  Tokyo's  hip  Shibuya 
Jtrict,  where  Internet  startups  are  beginning  to 
<m.  Hiroshi  Mikitani,  34,  for  example,  feels  at  home  in 
tbuya,  where  he's  running  Japan's  hottest  online  shopping 
Ul,  Kakuten.  He  used  to  hold  a  high-prestige  job  at  the  con- 
rvative  Industrial  Bank  of  Japan.  Now  he's  a  full-fledged  cit- 
;n  of  the  Net.  Says  Mikitani:  "There  will  be  a  tremendous 
imp]  this  year  and  next  for  the  Internet  economy." 
itPULAR  WILL.  Naysayers  would  say  these  trends  aren't 
[lough  to  transform  Japan  Inc.  After  all,  over  the  decades, 
'lily  of  pundits  have  waited  in  vain  for  Japan  to  change  it- 
lf.  And  yet,  this  time  there's  something  different  about 
e  new  forces  at  work.  Some  of  the  advocates  for  reform 
me  from  within  the  government.  But  much  change  is  now 
mired  by  foreigners,  executives,  entrepreneurs,  and  ordinary 
panose  rather  than  orchestrated  at  the  top  by  the  min- 
es. That  wasn't  the  case  in  the  other  big  periods  of  reform 
Japan,  such  as  the  Meiji  Restoration  or  the  occupation 
IDTS,  when  change  was  more  a  matter  of  government  fiat 
an    popular   will.    If  the   ministries   cannot    dictate   all   the 

lange.  they  cannot  control  it,  either. 

There's  also  a  profound  shift    in   mood   in  Japan.   Anthto 
Dogist    and   author   Noriyuki    I'eda   thinks   the   Hip  side  of 


A 


give 

now       that 
every  old  strategy 
to  break  out  of  stagnation 
has  been  exhausted.  Says  Sho- 
saku   Vasui,  chief  executive  of  textile 
giant  Teijin  Ltd.:  "The  Japanese  system  of 
doing  business  has  hit  a  wall."  Executives  at  the 
banks,  long  the  most   protected  of  all  industries,  fear  the 
fail-safe  guarantees  are  gone.  "We  aren't   restructuring  be- 
cause MOF  is  telling  us  to,"  says  Kaneo  Muromachi,  the  new- 
president  of  Sanwa  Bank  Ltd.  "We  are  doing  it  because  we 
need  to  survive." 

This  dislocation  is  giving  opportunities  to  outsiders  they 
never  had.  Sometimes  the  outsiders  are  foreigners.  Some- 
times they  are  Japanese  who  have  decided  to  check  out  of 
the  traditional  ways  of  corporate  work  to  strike  out  on 
their  own. 

Foreign  capital,  especially,  is  exerting  an  influence  it  never 
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Death  of  the  Salaryman 

Jobs  for  life  are  increasingly  unavailable.  That's  scary,  but 

it's  also  a  healthy  change,  because  it  means  executives 

are  free  to  go  where  they  are  most  productive 

did  before.  Consider  that  every  Saturday  afternoon,  Japanese 
tune  into  a  hit  program  called  Money  Angels,  a  dramatic  series 
focused  on  financial  advice.  Its  sponsor:  Goldman,  Sachs  &  Co. 
The  U.  S.  investment  bank  is  making  a  killing  selling  mutual 
funds,  raising  money  for  cash-starved  Japanese  companies, 
and  managing  pension  funds  for  the  likes  of  Mitsubishi  and 
Matsushita — all  sectors  foreign  firms  were  essentially  excluded 
from  until  recently.  U.  S.  players  such  as  E*Trade  Group  Inc. 
and  Charles  Schwab  Corp.  are  setting  up  online  trading  ser- 
vices now  that  stock  commissions  are  fully  deregulated. 

There's  a  corresponding  pickup  in  for- 
eign acquisitions  in  Japan.  Britain's  Ca- 
ble &  Wireless  PLC,  for  example,  ac- 
quired control  of  Japanese  overseas 
phone  carrier  International  Digital  Com- 
munications earlier  this  year — and  even  offered  10%  of  its 
workforce  stock  options,  a  big  innovation  in  Japan.  In  late 
September,  Diversified  French  holding  company  Artemis 
picked  off  the  remnants  of  bankrupt  Nissan  Mutual  for  about 
$240  million.  The  Japanese  have  reacted  calmly  to  these  in- 
cursions: "There  isn't  any  sense  of  [economic]  nationalism  in 
this  regard,"  says  Kaoru  Yosano,  Minister  of  International 
Trade  &  Industry.  "That's  a  huge  change  in  Japanese  society." 

All  told,  foreign  investment  is  running  at  an  annualized  rate 
of  $125  billion,  some  three  times  last  year's  pace.  The  huge  in- 
flux of  overseas  portfolio  investment  since  last  fall  has  put 
some  15%  of  the  Tokyo  Stock  Exchange's  $3.7  trillion  market 
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capitalization  in  foreign  hands  | 
compares  with  5%  a  decade  ago 
now  surpasses  the  holdings  e\ 
Japanese  banks. 

The  presence  of  more  foreignl 
panies  is  casting  an  even  more  f 
vorable  light  on  Japan's  banks 
domestic  manufacturers.  Foreignl 
panies  operating  in  Japan  boast 
erage  return  on  equity  of  aboutl 
three  times  the  average  of  local  I 
panies.  With  banks  unable  to  I 
fresh  money  to  corporate  borroj 
companies  will  need  to  compe| 
global  capital  markets,  where 
ratings,  corporate  governance,  anc 
ital  efficiency  matter.  So  they'll  ha 
raise  their  return  on  equity  fast.l 
"EMERGING   MARKET."   The   pre: 
from  capital  markets  is  already 
ing  felt  at  trading  company 
matsu  Corp.,  which  lost  $400  ml 
in  the  latest  fiscal  year  and  sa{ 
credit  rating  slashed  to  junk 
status.  Now  it's  announcing  plaij 
cut  40%  of  its  workforce  and 
down  or  sell  off  some  160  of  its  I 
odd  businesses.  Such  cases  con^ 
Western   investment   bankers 
Japan  is  the  next  big  restructi 
play.  "Japan  is  like  the  biggest  er 
ing  market  in  the  world,"  figures  j 
cy  R.  Wolstencroft,  a  Goldman 
Japan  managing  director. 

The  embodiment  of  foreign  i| 
ence  today  is  Carlos  Ghosn.  A  top 
nault   executive,   he   has   been 
patched  by  the  French  auto  mak^ 
turn  around  Nissan  Motor  Co., 
almost  37%  owned  by  Renault.  He 
been  grilling  managers,  from  pc 
breakfasts  at  7  a.m.  to  late-night  si 
egy  sessions,  over  every  facet  of  operations — product| 
sign,  brand  management,  and  finances,  to  name  a  few.  "E"\ 
body  is  looking  at  him  as  a  savior,"  says  Hisayuki  Sakar 
executive  director  of  Tokyo  Nissan  Auto  Sales  Co.  Above 
Ghosn  is  trying  to  instill  a  sense  of  crisis.  "There  is  no  s\ 
of  urgency,"  says  Ghosn.  "You  should  come  to  the  headq| 
ters,  and  the  walls  should  be  on  fire." 

But  some  Japanese  do  have  a  sense  of  urgency  about  t| 

business.  They're  the  entrepreneurs  of  the  Internet,  and 

restless  energies  are  already  causing  a  stir  in  official  JaJ 

Former    Finance    Ministry    diploj 

Eisuke  Sakakibara,  now  at  Keio  Unij 

sity,  thinks  the  Net  could  have  an  I 

plosive  impact  on  Japan's  closed  socil 

"This  is  a  different  kind  of  world,  wl 

individuals  and  small  groups  really  count,"  he  says. 

Japan's  silent  majority  is  using  the  Internet  to  speak 
In  July,  an  embarrassed  Toshiba  Corp.  issued  a  public  ap  Dbg 
gy  to  an  irate  customer  who  assailed  the  electronics  giant 
the  Net  because  of  a  shoddy  Toshiba  videocassette  recor 
he  had  purchased.  A  citizens'  group  opposed  to  a  new  airj 
in  Kobe  was  ignored  by  the  local  government — unti 
aroused  a  furor  over  the  Net.  Tokyo  officialdom,  says  Jo» 
Ito,  president  of  Internet  portal  Infoseek  Japan,  now  confrcl 
a  "paradigm  shift  from  the  concept  of  'money  equals  power& 
'information  equals  power.' " 

Perhaps  that's  why  Prime  Minister  Keizo  Obuchi  is  el 
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Computer  gremlins  mangle  and  abuse 
yet  another  email  attachment. 
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dobe  Acrobat 

Stop  the  gremlins.  With  Acrobat"  4.0  software  from  Adobe,  all  the  documents  you  send  electronically  will 
arrive  exactly  as  you  intended.  When  you  convert  your  documents  with  Acrobat,  it  doesn't  matter  whether 
you  used  Microsoft '  Office  or  some  other  application  to  create  them.  It  doesn't  matter  which  platform  you 
use. The  gremlins  can  try.  But  Acrobat  keeps  your  business  documents  safe.  Take  that,  you  little  imps!  For 
more  information,  or  to  locate  a  software  reseller  near  you,  vis.t  our  Web  site  at  www.adobe.com/acrobat99 
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A  Cyber  Revolution 

Subversive,  yet  constructive,  the  Net  is  energizing  entrepreneurs, 
creating  jobs,  and  giving  a  voice  to  the  silent  majority 


ting  tutorials  on  the  explosive  growth  potential  of  the  In- 
ternet and  e-commerce  from  Softbank  Corp.  founder  and  cy- 
bermogul  Masayoshi  Son.  Not  only  does  the  Net  give  voice 
to  the  silent  majority,  but  it  creates  jobs,  too.  Japan's  in- 
formation and  technology  sectors  have  been  outstripping 
Japan's  nontech  industrial  output  by  a  factor  of  three  since 
1995.  Demand  for  information  service  jobs  has  been  growing 
3%  annually,  while  sinking  just  about 
everywhere  else.  Shipments  of  all  sorts 
of  PCs,  including  new  and  sub-$l,000 
models  with  one-click  Internet  access, 
soared  a  record  80%  in  the  first  quarter. 

New  corporate  stars  are  emerging  from  this  ferment. 
Thanks  to  a  low-cost  strategy  and  nimble  manufacturing, 
Sotec  Co.  is  now  Japan's  sixth-largest  PC  maker.  Cyber 
Agent  is  Japan's  biggest  online  ad  network,  producing  ads 
each  month  for  200  Japanese  corporate  clients.  And 
Masayoshi  Son's  brother  Taizo  has  founded  Indigo,  a  leading 
provider  of  e-commerce  services  to  Japanese  retailers. 


CHANGE  IN  JAPAN:  PROGRESS. 
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These  high-tech 
ups  are  drawing 
more  foreign  capitni 
Japan.  Seiji  S| 
launched  Japan  Coj 
nication  Inc.  back  ir 
to  sell  wireless  tel^ 
munication  servient 
big  corporate  userah 
now  has  300  corpjfc 
customers,  including 
Corp.  and  Takeda  C; 
ical  Industries,  an 
million  in  revenues, 
ble  is,  he  has  no  pJ 
So  he's  weighing  a| 
ing  on  Nasdaq  and 
ping  venture  capital 
Prudential  Asset 
agement.  To  list  oi 
Tokyo  Stock  Exch 
he  would  need  three 
secutive  years  of 
ings.  "In  these  time: 
can't  run  a  business 
that,"  says  Sanda.  B 
ful  of  new  players 
Sanda,  Masayoshi 
plans  an  online  ve: 
of  Nasdaq,  which 
trigger  an  inflow  of  billions  in  new  investments. 
INDIVIDUAL  INVESTORS.  As  change  starts  to  swirl  ar 
them,  many  ordinary  Japanese  are  frightened.  But  man; 
also  becoming  agents  of  change  themselves.  The  newest 
ers  in  the  stock  markets,  for  example,  are  individual  Japa 
A  recent  Bank  of  Japan  survey  found  that  the  portic 
household  savings  put  to  work  in  equities  has  risen  to  7% 
first  increase  in  three  years. 

What's  more,  some  $430  billion  w 
of  10-year  postal  savings  deposit 
fering  yields  of  6%,  are  expiring 
year  and  in  2001.  But  now  the  p 
bank,  run  by  the  Ministry  of  Finance,  cannot  afford  to 
much  more  than  zero  returns.  So  that  money  will  flow  tc 
equity  markets.  "It's  every  investment  strategist's  dre 
says  Merrill  Lynch  &  Co.  economist  Jesper  Koll.  T 
new  investors  will  demand  better  performance  from 
stocks   as   they   seek  to   prepare   for  their  retirem 
No  wonder  that  bookstores  are  brimming  with  titles  c 
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FOREIGN  INVESTMENT 

Direct  and  portfolio  invest- 
ment from  abroad  is  on 
track  to  hit  $125  billion 
this  year,  a  record 


DEREGULATION 

Finance-sector  deregula- 
tion is  already  putting 
downward  pressure  on  bro- 
kerage and  banking  fees 


TECHNOLOGY 


Internet  use  is  taking  off, 
with  the  number  of  Japa- 
nese Netizens  expected  to 
rise  35%,  to  23  million, 
between  1999  and  2000 


SOCIETY 

Women  are  gaining  more 
freedom  at  work,  and  mc 
college  graduates  are  see 
ing  jobs  with  foreign  co 
panies  and  startups 


) 


e  int 


....AND  OBSTACLES 


BANKING 

The  banks  have  been  res- 
cued, but  there  has  been 
little  progress  in  selling  off 
the  bad  debt  and  clearing 
the  market 


TELECOMMUNICATIONS 

Phone  giant  NTT  still  has 
a  stranglehold  on  phone 
prices,  imposing  ruinous 
costs  on  Japanese  who 
want  Net  access 


RESTRUCTURING 

There  has  been  progress, 
but  the  really  hard  stuff- 
plant  closings,  mass  lay- 
offs— still  lies  ahead 


REGULATORS 

It's  still  unclear  how  re- 
form-minded the  Ministr 
of  Finance  and  the  ruling. 
Liberal  Democratic  Party  | 
really  are        data:  business  week 
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Who  helped  allpets.com  mark  their  territory  online? 


•neSoft 

HE   INTERNET  COMMERCE  COMPANY 


For  a  bigger  bottom  line. 


In  the  dog-eat-dog  pet  business,  allpets.com  turned  to  OneSoft  to  increase  their 
bottom  line.  OneSoft  created  a  site  that  is  totally  scalable  and  will  easily  grow 
as  they  grow.  We  integrated  our  best-of-breed  software  with  services  and 
infrastructure  and  packaged  it  into  an  e-commerce  solution  that  was  up  and 
running  in  less  than  ninety  days,  better  than  half  the  industry  average.  What's 
more,  this  interactive  commerce  site  is  totally  automated.  While  we're  very  proud 
they've  seen  a  300%  increase  in  sales  -  and  that's  before  the  official  site  launch  - 
we're  also  proud  to  have  designed  a  pet  lover's  interactive  site  that  captures 
the  essence  of  allpets.com:  friendly,  informative  and  dynamic.  So  whether 
you're  a  retailer,  direct  marketer  or  already  into  e-commerce,  visit  us 
at  www.onesoft.com/growth.  Find  out  why  we're  Microsoft's  strategic  partner  for 
enterprise  e-commerce  software.  You'll  be  barking  up  the  right  tree. 


volt  «  Mna>  i  miittrtfri  tmttmark  01  iraoVrrwV  ol  Microsoft  Corpontion  n  li»  un.t«i  Sutw 
'  otfuf  countrwt  OntSolt  "  una  Iht  On*Sofl  logo  an  tudtowlu  ol  Ih*  Onttolt  Corporation. 


Exposing  Japan 


Japan's  increasing  contact  with  the  outside  world  is 

forcing  it  to  conform  to  international  standards 

of  financial  performance  and  competitiveness 


nancial  advice  and  that  seminars  hosted  by  domestic  and 
foreign  investment  houses  are  jam-packed.  The  Japanese  are 
also  starting  to  flock  to  online  trading.  Shin  Tamura,  32,  a  con- 
sultant at  Bain  &  Co.  Japan  Inc.  in  Tokyo,  now  trades  online 
regularly  with  Nomura  Securities,  which  drastically  cut  its  on- 
line trading  fees  several  months  ago.  Tamura  figures  online 
trading  will  take  off:  "My  generation  is  accustomed  to  the  In- 
ternet and  e-mail  and  to  doing  things  on 
the  PC." 

It's  not  just  the  world  of  investment 
that's  changing.  Consider  the  rebellion 
that's  taking  place  inside  Japanese  homes. 
Divorce  filings  among  older  couples  have  doubled  this 
decade.  Younger  women  are  putting  off  marriage  to  Japa- 
nese men  or  marrying  foreigners.  That's  because  life  with  a 
partner  willing  to  skip  their  kids'  ballet  recitals  to  bond  with 
superiors  in  the  drinking  parlors  of  Ginza  has  become  in- 
tolerable. "I'm  not  looking  for  an  economic  supporter  but  an 
emotional  partner,"  says  Yumiko  Nakamura,  a  29-year-old 
working  woman. 


Japan's  workforce  will  start  shri 
early  next  century.  But  it  has  a  deep 
reserve  to  turn  to:  well-educated  wc 
In  most  rich  countries,  some  70%  of  w 
with  at  least  a  high  school  diploma  j 
In  Japan,  it's  only  50%.  If  Japan 
bridge  that  gap,  reckons  Goldman  ' 
economist  Kathy  Mitsui,  it  could  boos 
tential  growth  over  the  next  decad 
0.3%  to  2.5%. 

REVOLUTIONARY  CHANGE.  These  act 
individual  Japanese  indicate  a  greate 
petite  for  risk — and  more  acceptam 
the  free  market — than  many  had  i 
ined.  One  indicator  is  the  attitude  to 
taxes.  When  Japan  decided  last  yes 
cut  its  top  personal  income-tax  rat< 
wealthy  Japanese  from  65%  to  50% 
cornerstone  of  the  nation's  egalitariai 
policies,  Trade  Minister  Yosano  figure 
Liberal  Democratic  Party  would  fac 
major  social  outcry."  There  wasn't  a 
mur.  "This  is  quite  a  revolutionary  ch 
for  a  society  that  has  always  valued  j 
wealth  distribution,"  says  Yosano. 

Such  shifts  in  attitude,  investment, 
ily  life,  and  work  could  eventually  ha 
big  impact.  They  could  lead  to  a  very 
ferent  society — one  where  big  comp: 
drop  their  fixation  on  top-line  growth 
focus  on  profits  and  share  performs 
where  smaller  companies  and  startups 
access  to  the  kind  of  capital  they  nee 
flourish;  and  where  individuals  may 
more  economic  insecurity  but  also 
more  freedom  to  map  out  their  car 
and  their  own  financial  futures. 

These  changes  will  not  translate 
fast  economic  growth  immediately.  Inc 
Japan's  much-hoped-for  recovery  is  like 
be  a  slow,  halting  affair  for  some  tim 
come.  "The  restructurings  are  just  be 
ning,"  says  Daniel  Fineman,  chief  A 
regional  strategist  for  Jardine  Flemin 
curities  Ltd.  "Japan  won't  see  the  pa 
for  two  years  or  more." 

And  many  factors  still  weigh  Japan  d 
The  culture  is  still  remarkably  insular, 
the  government  is  still  too  obsessed  with 
ports.  Japan's  huge  budget  deficit,  now  10%  of  gross  dom 
product,  is  proof  that  officialdom  will  pay  any  price  to  keep 
state  machinery  in  place.  Huge  swaths  of  the  economy — ba 
construction  companies,  and  small  businesses — remain  on 
ernment  life  support. 

But  Japan  is  also  running  out  of  room  to  forestall  cha 
now  that  national  debt  is  heading  for  a  level  of  aro 
140%  of  GDP.  Nobody  in  Japan 
quite  ready  to  embrace  the  winr 
take-all  U.  S.  model.  But  there 
growing  recognition  that  the  task 
fronting  Japan  has  less  to  do  wit 
particular  culture  or  economic  model — and  everything 
do  with  what  works  best  at  delivering  prosperity.  Wh 
new  is  that  broad  sections  of  society,  government,  and  ac 
erne  are  realizing  that  Japan's  insularity  must  come  to 
end.  And  from  such  realizations  do  big  transformatii 
spring. 

By  Brian  Bremner,  with  Emily  Thornton,  Irene  M.  Ku 
and  Miki  Tanikawa,  in  Tokyo 
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\\  It's  my  job  to  be  an  excellent  judge  of 
character... to  determine  when  someone 
is  telling  the  truth  and  when  they're 
committing  insurance  fraud.  Of  course, 
most  people  are  honest,  but  the  ones 
that  aren't  cost  businesses  and  workers 
$25  billion  a  year.  That's  why  I'm  available 
at  a  moment's  notice  to  throw  my  gear 
in  the  trunk  and  discover  the  truth. 
I  talk  to  witnesses,  follow  tire  tracks 
down  muddy  roads... whatever  it  takes 
to  make  sure  the  good  guys,  and  the  bad 
ones,  get  exactly  what  they  deserve.  // 


Consider  forming  an  in-house 
safety  team  in  order  to  evaluate  and  record  accidents  as  they  T   TRpRTV 

happen.  Also,  report  accidents  immediately  to  insure  accuracy.  1Y1U  1  UA.L, 


Extreme 
Performance. 

Extreme 
Availability. 

Extreme 
Scalability. 


Extreme  Service. 

It's  What  Our 

Customers 

Get  Every  Minute 

Of  Every  Day. 


We're  the  outsourcing  solution  for 
securing,  maintaining  and  maximizing 
the  performance  of  your  company's 
mission-critical  Internet  operations. 

© 

1 

www.exodus.net       1-888-302-8855 

I 

Exodus 

We're  on  a  mission.  Yours." 


Our  users  demand  quick  and  easy  access  to  our  site  24  hours  a  day, 
seven  days  a  week.  When  our  traffic  peaks  during  special  events  like  the 
World  Cup,  NCAA  Men's  Basketball  Championships  and  NFL  football,  they 
still  expect  the  same  level  of  service.  Exodus'  powerful  network,  in  addition  to 
our  own  facility,  allows  us  to  enjoy  high  bandwidth  and  continuous  uptime,  enabling 
us  to  focus  on  delivering  the  most  up-to-date  information  available  to  our  users." 

-  Dan  Leichtenschlag,  Senior  Vice  President  of  Operations,  SportsLine  USA,  Inc  ,  Publisher,  CBS  SportsLine 


"Exodus'  infrastructure  and  network  connectivity  has  allowed 
Doubleclick  to  deliver  our  services  to  a  worldwide  audience." 

-  Bob  Linsky,  Vice  President  of  Operations,  Doubleclick,  Inc. 


LYC^S  Your  Person: 


Outsourcing  our  Internet  operations  to  Exodus  allows  us  to  focus 

on  delivering  the  quickest  and  highest  quality  information  to  all  of  our 

end  users.  As  the  home  for  Lycos,  Tripod,  Angelfire,  Whowhere  and 
Lycos  Network:  Tripod. com  J^    u      .  ,.  ,  '  " .  _i  .-       _i  n 

m       Hotbot,  we  need  to  stay  focused  on  our  primary  business  and  Exodus  allows 

us  to  do  this." 

-  Sangam  Pant,  Vice  President  of  Operations,  Lycos,  Inc. 


One  source  for  unmatched 
service  and  total  accountability. 


"We  are  working  with  Exodus  to  plan  our  future  growth. 
Exodus  has  excellent  engineering  resources  and  customer  service  - 

they  know  the  Internet." 

-  Jason  Bender,  Internet  Operations,  MSNBC 


As  we  continue  to  deliver  best-of-breed  games  for  mainstream  on-line 
consumers  and  game  enthusiasts,  our  registration  numbers  continue 
to  increase.  Our  rate  of  membership  acquisition  continues  to  be  the  fastest 
growing  among  entertainment  sites  on  the  Internet,  and  Exodus  helps  us 
keep  pace  with  this  growing  demand." 

-  Lisa  Simpson,  President.  Sony  Online  Entertainment 


"We  are  in  the  business  of  providing  our  customers  with  up-to-the- 
minute  news,  finance,  sports,  weather  and  entertainment  information. 
Ve  knew  that  co-locating  our  Web  site  operations  with  Exodus  would 

allow  us  to  build  an  efficient,  redundant  system  offering  dependable 
services  to  both  our  readers  and  advertisers." 

I, iffy  Sanders,  Vice  President  and  General  Manager,  USATODAYcom 
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COMMENTARY 


By  Robert  Neff 

AN  INFLEXIBLE  JAPAN?  LOOK  AGAIN 


One  of  the  latest  buzzwords  flying 
around  Tokyo  these  days  is 
h Iraki  naoru.  Like  many  Japan- 
ese expressions,  its  meaning  can  be 
ambiguous:  to  assume  a  defiant  atti- 
tude— or  to  recognize  one's  wrongs 
and  atone.  The  way  it's  being  used 
lately  refers  to  the  latter  definition, 
and  specifically  to  the  scrapping  of  at 
least  some  age-old  practices  in  favor 
of  a  more  Western-style  political 
economy. 

It's  an  interesting  linguistic  clue  to 
one  of  the  global  economy's  biggest 
puzzles:  Are  the  Japanese  really  get- 
ting ready  to  change  their  ways? 
True,  Japan's  government  is  for  the 

first    time    making     

some  serious  efforts 
to    deregulate    the 
economy,  restructure 
companies,  and  gen- 
erally winnow   out 
the    winners    from 
the  losers.  But  many 
observers  argue  that 
the  Japanese  cannot 
possibly    embrace 
such    big    changes 
willingly.    Not    the 
Japanese,  for  whom 
stability    has    long 
been     a     cultural 
imperative. 
U.S.    MODEL.    Well, 
maybe  the  Japanese 
are  more  resilient 
than  we  give  them 
credit  for.  Accord- 
ing to  a  survey  con- 
ducted     by     the 
Dentsu  Institute  of 
Human  Studies  last 
fall,   52%   of  those 
polled    said    their 
country  should  opt 
for     a     society     of 
equal   opportunity 
but  more  risk,  not  the  egalitarian 
model  that  has  prevailed  for  decades. 
"The  Japanese  are  being  influenced 
by  the  U.  S.  model  of  society,"  says 
Shinji  Fukukawa,  chairman  of  the 
Dentsu  Institute  and  former  vice- 
minister  of  international  trade  and 
industry. 

To  be  sure,  the  Japanese  aren't 
about  to  become  just  like  Americans. 
Yet  they  are  reacting  with  amazing 
equanimity  to  the  uncertainty  that 
pervades  their  society  today.  A  poll 


taken  by  the  Hakuhodo  Institute  of 
Life  &  Living  at  the  bottom  of  last 
year's  recession  showed  that  while 
Japanese  are  feeling  less  economical- 
ly comfortable  than  before,  fully  82% 
said  they  are  satisfied  with  their  dai- 
ly lives.  Com- 
pared with 
1994,  more  re- 
spondents an- 
swered that 
they  frequently  enjoy  "events  and 
situations"  happening  around  them. 
"Happiness  once  had  a  strong  rela- 
tionship to  one's  company  and  the 
gnp,"  says  Hakuhodo  Institute's  man 
aging  director,  Hidehiko  Sekizawa. 


Special  Report 


NEW     JAPAN 


Going  With  The  Flow 

Today's  shift  toward  a  more  Western-style  economy  may 

be  fairly  smooth.  Most  people  will  accept  this  historic 

transition  without  realizing  they've  done  so 


"But  since  the  bubble  burst,  Japa- 
nese people  have  matured.  Their 
view  of  the  government,  their  com- 
pany, and  the  economy  isn't  so 
bright,  but  in  their  own  lives,  they 
are  optimistic." 

Looking  back  at  Japanese  history, 
this  should  come  as  little  surprise. 
When  Commodore  Matthew  Perry 
forced  Japan's  long-closed  doors  open 
in  the  mid- 19th  century,  he  triggered 
a  domestic  upheaval  that  came  to  be 
known  as  the  Meiji  Restoration. 


Within  a  few  short  decades,  the 
country  completely  remade  itself,  ■< 
most  people  coped  resourcefully.  A 
ter  World  War  II,  which  devastate 
their  country,  the  Japanese  rebuilt 
with  astonishing  speed  and  embrac 
many  foreign 
concepts  im- 
posed by  the 
Allied  occupa- 
tion. "Japanese 
society  has  experienced  shock  ther; 
py  many  times,"  notes  Heizo  Taker 
ka,  professor  of  economics  at  Keio 
University. 

In  that  context,  the  shift  today 
toward  a  more  Western-style,  cut 
throat  economy 
likely  will  procee 
fairly  smoothly 
the  raft  of  scare 
mongering  head- 
lines to  the 
contrary.  "Japa- 
nese people  will 
accept  this  histoi 
transition  withou 
realizing  they've 
accepted  it,"  say 
Kenichi  Takemur 
a  prominent  com 
mentator.  Never- 
theless, Takemur 
observes,  Japane 
will  continue  to 
trust  each  other 
and  international 
ize  as  little  as 
possible.  They 
will  also  remain 
group-oriented 
and  persist  in 
putting  a  premiui 
on  harmony. 

It  will  be  a  dif- 
ferent kind  of  har 
mony,  though. 
Global  forces  are 
imposing  more  market  consciousnes 
and  self-reliance.  Entrepreneurs  will 
proliferate,  heating  up  competition. 
Foreign  companies  will  continue 
horning  their  way  in.  How  the 
Japanese  accommodate  themselves  t 
these  developments  will  be  fascinat- 
ing to  watch.  But  in  my  mind,  there 
little  question  they'll  end  up  doing 
very  well — as  they  usually  do. 


Contributing  Editor  Neff  fias  live\ 
in  Japan  for  more  tlian  20  years. 
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Are  you  a  wireless  phone 
company  who  wants  to 

communicate  better 

Of  a  toy  manufacturer 

who  needs  to  learn  how 

to  share? 

Microsoft  has  knowledge  management  tools  for  any  business. 

Like  many  companies  today  California  Pizza  Kitchen  and  CARE  Canada 
wanted  a  better  way  to  share  knowledge  and  make  smart  business 
decisions.  By  building  on  companies'  existing  technologies,  Microsoft 
and  our  partners  have  helped  create  knowledge  management 
solutions  that  are  easy  for  anybody  to  use,  anywhere.  Because  when 
people  can  access  and  manage  information  more  efficiently,  they  are 
able  to  make  better  business  decisions.  To  see  examples  of  how 
knowledge  management  solutions  have  helped  other  businesses, 
go  to  www.microsoft.com/go/business 

Microsoft 

Where  do  you  want  to  go  today? 


Tools  to  manage  knowledge  for  any  business.  M'ctfffice  'i  ""ftackOffic* 


In  do  you  warn  fofo  rodey'  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  Un.ted  States  ami/or  other  , 
1 
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Office 

Window, 

Social  Issues 


PHILANTHROPY 


THE  ART  OF  GIVING-WHEN 
YOUR  RESOURCES  ARE  VAST 


THEY  RE   TWO   OF   THE    RICHEST   MEN    IN 

the  ivorld,  they're  close  friends,  and  they 
both  believe  that  it's  better  to  pass  a 
fortune  on  to  society  than  to  one's  off- 
spring. Despite  those  similarities,  Bill 
Gates  and  Warren  Buffett  fiave  taken 
decidedly  different  approaches  to  cfiari- 
table  giving. 


Gates  has  already  established  one  of 
tfie  world's  largest  foundations.  Help- 
ing to  oversee  it  is  his  wife  Melinda 
French  Gates.  Buffett,  on  the  other 
hand,  has  promised  that  his  fortune 
will  end  up  in  the  Buffett  Foundation — 
but  not  until  after  his  death.  Heading 
up  Buffett's  charitable  organization  is 


the  mogul's  former  son-in-law, 
Greenberg.  The  Gateses  fund  ediu 
and  health  care;  Buffett  championi 
ulation  control.  The  styles  are  t 
ent,  but  both  foundations  are  well 
watching.  By  the  time  they're  fuL 
do  wed,  they're  apt  to  be  among  the 
powerful  charities  in  history. 


SELFLESS 
IN  SEATTLE 

Melinda  Gates  is  tackling 
world-and  local-problems 

Charlotte  Guyman  bumped  into  her 
best  friend,  Melinda  French  Gates, 
and  her  husband,  Bill,  at  a  neigh- 
borhood Indian  restaurant  just  outside 
Seattle  a  year  or  two  back.  After  the 
usual  pleasantries,  Guyman  and  her  fam- 
ily made  their  way  to  a  nearby  table.  A 


minute  or  two  later,  Melinda  surprised 
Guyman's  two  kids  with  handmade 
crossword  puzzles,  complete  with  clues, 
drawn  on  the  back  of  restaurant  place 
mats.  "She  just  thought  they'd  find  it 
fun,"  says  Guyman,  who  first  met  Melin- 
da Gates  roughly  ten  years  earlier,  when 
they  were  both  still  working  at  Mi- 
crosoft Corp. 

These  days  the  lesser-known  Gates, 
35,  is  doing  more  for  children  than  just 
creating  crossword  puzzles.  The  wife  of 
the  world's  richest  man  sits  atop  the 
world's  second-richest  and  potentially 
most  powerful  philanthropic  organiza- 
tion: the  Bill  &  Melinda  Gates  Founda- 
tion. With  more  than  $17  billion  in  the 
foundation's  bank,  she  is  targeting  caus- 
es that  mirror  her  own  passions:  im- 


proving health  care  and 

cation  for  children  aroum 

world.  "Melinda  exults  in 

in  a  position  to  help," 

William  H.  Gates  Sr.,  he 

ther-in-law  and  co-chair  o 

foundation.  And  she  shape 

final  product  in  a  way  th 

"close  to  her  vision  of  the 

society  should  be,"  he  saj 

LAUNCH.  Melinda,  along 

her  husband,  has  set  an 

riding  goal  for  the  found 

to  help  bridge  the  gap  bet 

the  haves  and  the  have 

The    Gateses,    for    exan 

wanted  to  find  a  way  to 

boost  the  number  of  mini 

members  going  to  college 

ter  meeting  with  the  hea< 

such  groups  as  the  United 

gro  College  Fund,  they  foi 

the  $1  billion  Gates  Milk 

urn  Scholars  Program,  laun 

on  Sept.  16.  The  goal:  to 

sure  the  best  and  brigh 

students  can  attend  any  college 

qualify  for,  regardless  of  cost. 

At  a  press  conference  announcing 
program,  Melinda  recalled  how  her 
ents — her  father  was  an  aerospace 
gineer — made  sacrifices  to  send  he 
college.  "If  you  looked  around  our  he 
you'd  know  it  wasn't  going  to  be  er 
she  recalled. 

The  recent  spate  of  giving  by 
Gates  Foundation,  however,  does  c 
at  an  opportune  time  for  her  hush 
For  years,  William  H.  Gates  III  was 
der  fire  for  not  giving  more  to  chari 
particularly  as  his  wealth  rose  to  s 
gering  levels.  Now,  with  Micro 
locked  in  a  bitter  battle  with  the  £ 
ernment  in  an  antitrust  lawsuit, 
Gateses    are    finally    showing    tl 
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WHILE  EVERY  OTHER 
ICT  SERVICE  COMPANY 

WAS  OUT  THERE 
LOOKING  FOR  A  NEW 

OPPORTUNITY, 
WE'VE  CREATED  ^NE. 


GetiynicsWang 


in  today's  quick-paced  world  ol  Information  and  Communication  Technologj  (I(  0,  we  found  the 
best  way  to  be  ready  for  change  was  by  making  changes  ourselves  In  luly,  we  merged  the  strengths 
ol  Getronics  and  Wang  Global  to  form  one  ol  the  worlds  top  technologj  solutions  and  services 
companies  In  doing  so,  we've  become  $4,000  employees  strong  across  44  countries  How  strong? 
In  jusi  the  first  half  ol  1999,  our  nei  earnings  increased  b)  >7l!o  and  earnings  per  share  were  up  more 
ih. in  53%  s<>.  rtov>  thai  we've  made  our  changes,  we're  ready  to  handle  yours  www.getronics.coin 


Social  Issues 


largesse,  offering  the  public  a  kinder, 
gentler  image  of  the  aggressive  founder 
of  Microsoft. 

Whatever  the  impetus,  the  founda- 
tion is  giving  money  away  these  days  at 
a  furious  pace — requiring  a  big  commit- 
ment on  Melinda's  part.  An  intensely 
private  woman,  she  works  at  the  Seattle 
foundation  at  least  a  day  a  week,  spend- 
ing the  rest  of  her  time  with 
her  two  small  children,  Jen- 
nifer, 3,  and  Rory,  4  months. 
(She  declined  to  be  inter- 
viewed for  this  story.)  She 
leaves  the  day-to-day  task  of 
managing  the  organization  to 
the  co-chairs:  Bill  Gates  Sr. 
and  Patti  Stonesifer,  a  long- 
time friend  and  Microsoft  co- 
worker. Melinda's  involvement 
often  comes  in  the  beginning 
and  end  of  the  process.  She 
and  her  husband  will  select  a 
field  where  they  think  they 
can  make  a  difference  and  will 
ask  the  foundation  to  come  up 
with  options.  The  couple  then 
sifts  through  the  final  two  or 
three  proposals  and  makes  a 
decision. 


rect  result  of  the  experiences  and  in- 
terests of  the  Gates  family.  The  founda- 
tion has  given  $12  million  to  the 
University  of  Washington's  law  school, 
for  example,  where  Bill  Gates's  father 
got  his  law  degree,  and  $20  million  to 
Duke  University,  where  Melinda  studied 
and  where  she  now  serves  as  trustee. 
And  a  local  school  in  Seattle  where 


GATES'S 
GIFTS 


With  $17  billion  at  her  disposal, 
Melinda  Gates  now  helps  guide  one 
of  the  worlds  largest  philanthropies, 
targeting  education  and  health 
programs  for  the  poor.  A  sampling: 


GATES  LIBRARY  INITIATIVE  $200  million  gift  to  wire 
libraries  for  the  Internet  in  low-income  communities 

THE  BILL  &  MELINDA  GATES  VACCINE 

PROGRAM  $100  million  to  speed  up  the  vaccination  of 

needy  children  around  the  world 

THE  MATERNAL  MORTALITY  REDUCTION  PROGRAM 

$50  million  grant  to  Columbia  University's  School  of 
Public  Health  to  prevent  pregnancy-related  deaths  in  the 
developing  world 

THE  MALARIA  VACCINE  INITIA- 
TIVE $50  million  to  research 


hood  Federation  of  America  Inc., 
initiatives  are  a  small  part  of  the 
dation's  overall  donations.  Further 
the  funds  are  earmarked  for  verj 
cific  purposes,  such  as  a  teenag 
line  and  Web  site,  projects  that 
nothing  to  do  with  providing  aboi 
"Obviously  I  can't  speak  for  what  I 
da  Gates  believes,"  says  Gloria  ] 
president  of  Planned  Pi 
hood.  "But  I  do  know  thi 
is  a  practicing  Catholic 
there  is  a  desire  on  her 
to  respect  the  teachings 
Church." 

SMARTS.  The  foundation 
the  only  outside  clair 
Melinda  Gates's  time.  B« 
her  work  as  a  Duke  tn 
she  is  also  co-chair  of  a  ^ 
ington  State  commissio 
early  learning.  She  has 
joined  the  board  of  a  he 
ternet  startup,  drugstore 
at  the  request  of  CEO 
M.  Neupert,  who  also  wc 


lactiyt 


The  foundation  is  already      and.develoP.a  malaria  vaccine. 


one  of  the  major  contributors 
to  vaccine  programs  around 
the  world.  That  came  about 
after  Melinda  and  Bill  read  an 
article  in  The  New  York 
Times  about  the  lack  of  vacci- 
nations in  developing  countries,  which 
confirmed  what  the  couple  had  seen  for 
themselves  during  their  travels  over- 
seas. Gates  Sr.  spent  nearly  a  year  re- 
searching the  issue.  As  a  result,  in  the 
past  10  months,  the  foundation  has  giv- 
en away  more  than  $175  million  to  help 
support  such  projects  as  the  creation 
of  a  malaria  vaccine,  an  AIDS  vaccine, 
and  a  program  to  speed  the  distribu- 
tion of  vaccines  to  children  in  the 
world's  developing  countries. 
LARGE  SCALE.  More  recently,  the  foun- 
dation is  exploring  ways  to  make  do- 
nations to  improve  education  for  chil- 
dren in  grade  school  through  high 
school.  "Bill  and  Melinda  are  looking  at 
ways  that  they  can  make  an  immedi- 
ate and  complete  impact  on  some- 
thing —  They  want  to  make  a  differ- 
ence," says  Stonesifer. 

Not  all  of  the  foundation's  philan- 
thropic work  is  on  such  a  large  scale. 
On  a  regular  basis,  the  foundation  gives 
to  small,  local  groups  such  as  Books  for 
Kids  or  Northwest's  Child,  reflecting 
Melinda's  desire  to  help  improve  educa- 
tional prospects  for  struggling  kids.  In 
some  cases,  the  donations  are  the  di- 


THE  INTERNATIONAL  AIDS 
VACCINE  INITIATIVE  $25  million 
in  funding  for  an  AIDS  vaccine 

DATA;  THE  BILL  &  MELINDA  GATES  FOUNDATION 


Melinda  volunteered  her 
time  for  years  has  recent- 
ly received  a  grant  of 
$200,000  to  help  refurbish 
its  facilities.  FAMILY 

Melinda's  interests  and   FIRST:  Both 
beliefs  were  influenced  by   stress  pri- 
growing    up    with    two  vacy  for 
brothers  and  a  sister  in  a  their  kids 
North   Dallas   suburb   in 
the   1960s  and   1970s.  The  Frenches 
taught  their  kids  that  no  door  was 
closed  to  them,  provided  they  worked 
hard.  Raised  a  Roman  Catholic  and  ed- 
ucated at  a  girls'  Catholic  high  school, 
Melinda  was  encouraged  to  pursue  her 
love  of  science  and  math.  She  graduated 
in  1982  as  valedictorian  of  her  class  and 
then  spent  five  years  at  Duke,  where 
she  earned  undergraduate  degrees  in 
computer  science  and  engineering,  as 
well  as  an  MBA.  Arriving  at  Microsoft  in 
1987,  she  spent  the  next  nine  years 
working  as  a  product  manager. 

Those  early  experiences  clearly  have 
helped  shape  Melinda's  and  the  founda- 
tion's giving.  For  example,  while  the 
foundation  donates  to  a  few  family  plan- 
ning groups,  including  Planned  Parent- 


with  her  at  Microsoft.  He  says  he  v 
ed  her  not  because  of  her  husband 
because  of  her  smarts  and  decision-i 
ing  skills. 

If  anything,  Gates  is  cautious  a 
becoming  overextended,  and  she 
diously  limits  her  brushes  with  pubL 
She  has  made  it  clear  that  her  first 
ority  is  her  family,  and  that  means 
tecting  family  privacy.  Since  marr; 
Gates  in  1994,  she  has  turned  dowi 
interview  requests  from  the  media, 
efforts  to  make  the  home  front  as  ' 
mal"  as  possible  are  what  her  hust 
praises  the  most.  "One  thing  Meli 
has  been  great  about  is  thinking 
we  can  maintain  some  privacy  for 
family — particularly  her  and  our  < 
dren,"  says  Gates.  "Since  retiring  f 
Microsoft,  Melinda  has  made  it  e 
she  is  not  a  public  person.  We  have 
be  black  and  white  on  this." 

Although  Melinda  is  clearly  busy 
her  family  and  foundation  alike,  she 
ertheless  manages  to  squeeze  in  Si 
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Is  waiting 

for  financial 

results 

costing 

you  the 

game? 


Your  finance  team  plays  a  pivotal  role  in  helping  your 
company  reach  its  goals,    a  role  that  goes  far  beyond 
scorekeeping.  And — as  CFO — you  need  timely  and 
accurate  information  to  ensure  that  your  team — and  your 
enterprise — gain  true  competitive  advantage. 

CFO  Vision  "  from  SAS  Institute  brings  you  the  software, 
the  support,  and  the  strategy  you  need  to: 

React  quickly  to  changing  business  drivers:  acquisitions, 
mergers,  and  organizational  realignments 

Visualize  your  business  from  every  angle — by  customer, 
product  line,  market  sector,  geographic  boundary,  and 
more — in  any  currency  including  the  euro 

Turn  dispersed  financial  and  non-financial  data  into 
business  information  that's  accessible  to  every  corner 
of  your  enterprise 


ach  your  business  goals 

CFOVision 


BS 


- 


,  al 


Put  your  finance  team  at  the 
center  of  enterprise  decision 
making  with  our  integrated 
financial  management  solution. 

Learn  more  with  our  free  guide 
and  video,  available  by  visiting 
www.sas.com/cfogoal  or  giving 
us  a  call  at  919.677.8200. 


■  it' Mil 


The  Business  of  Better  Decision  Making 


M 

SAS  Institute 


www.sas.com/cfogoal      E-mail:  bw@sas.com      919.677.8200 
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hobbies.  Jogging,  climbing  Mt.  Rainier, 
and  enjoying  "girls'  nights"  out  once  a 
month  with  former  Microsoft  colleagues 
are  wedged  into  her  busy  schedule.  And 
if  you're  a  really  close  pal,  there  may 
even  be  a  crossword  puzzle  designed 
just  for  you. 

By  Miclmel  Moeller 
in  Seattle 


CHARITY,  THE 
BUFFETT  WAY 

The  billionaire  investor  has 
a  unique  approach  to  giving 

Warren  E.  Buffett,  the  legendary 
investor,  built  one  of  Ameri- 
ca's great  fortunes  by  defying 
convention.  His  plans  for  giv- 
ing his  money  away  are,  if  anything, 
even  more  contrarian.  To  date,  the  Buf- 
fett Foundation  has  received  only  a  sliv- 
er of  Buffett's  wealth  and  yet  already  it 
ranks  among  the 
staunchest  benefactors  of 
politically  beleaguered 
not-for-profit  abortion 
providers.  What's  more, 
if  all  goes  as  Buffett  en- 
visions, virtually  his  en- 
tire net  worth — $30  bil- 
lion at  present — one  day 
will  go  not  to  his  three 
children  but  to  his  for- 
mer son-in-law,  Allen 
Greenberg. 

Yes,  that's  former  son- 
in-law.  Greenberg  and 
Susan  A.  Buffett,  War- 
ren's only  daughter, 
were  divorced  in  1995 
after  12  years  of  mar- 
riage. Greenberg,  42,  will 
come  into  the  Buffett 
billions  not  as  a  personal 
heir  but  as  executive  di- 
rector of  the  Buffett 
Foundation.  Even  so, 
America's  third-richest 
man  surely  must  rank 
among  history's  most 
forgiving  fathers-in-law. 
"I've  given  no  thought 
at  all  to  replacing  Allen 
since  he  and  my  daugh- 
ter divorced,"  says  Buf- 
fett, chairman  of  Berk- 
shire Hathaway  Inc.  "I 
think  he  is  the  best  per- 


son in  the  U.  S.  to  run  the  foundation." 
Like  his  good  friend  William  H. 
Gates  III,  Buffett  believes  that  his  mon- 
ey ultimately  should  benefit  society 
rather  than  enrich  his  relatives.  But  un- 
like the  Microsoft  Corp.  mogul,  Buffett, 
69,  is  in  no  hurry  to  start  giving  away 
big  chunks  of  his  fortune,  which  is  al- 
most entirely  tied  up  in  Berkshire  stock. 
He  owns  35.6%  of  the  company,  while 
his  wife,  Susan  T.  Buffett,  owns  2.87c. 
The  Buffetts  have  funded  their  founda- 
tion mainly  out  of  an  innovative  share- 
holder-directed corporate  giving  pro- 
gram that  Berkshire  established  in  1981. 
The  company  contributed  $7.7  million 
to  the  Buffett  Foundation  in  1998. 

With  just  $22  million  in  assets,  the 
Buffett  Foundation  ranked  1,715th 
among  U.  S.  foundations  in  1998,  ac- 
cording to  the  Foundation  Center,  a 
nonprofit  group  that  monitors  philan- 
thropy. However,  the  Buffett  family's 
entire  stake  in  Berkshire  will  likely  pass 
to  the  foundation  upon  Warren's  death 
or  that  of  his  wife,  whichever  occurs 
last.  At  today's  valuations,  the  Buffett 
Foundation  would  be  the  best-endowed 
foundation  in  the  country,  outranking 
Gates,  Packard,  Ford,  and  Lilly. 


The  Buffett  Foundation  was  set 
1964  but  had  no  director  until  G 
berg  took  the  job  in  1987  at  the  i: 
tion  of  his  father-in-law.  Greenber 
born  and  raised  in  New  York 
where  his  father  owned  a  newsp; 
distribution  business.  After  gradu 
from  New  York  University  Law  Sc 
he  embarked  on  a  career  in  publ 
terest  law  and  worked  as  a  legisl 
aid  to  Representative  Charles  Schi 
(D-N.  Y),  who  is  now  a  senator.  Gi 
berg  and  Susie  Buffett  met  in  V\ 
ington,  and  married  in  1983.  The 
riage  delighted  Susie's  parents,  who 
to  calling  the  earnest,  mild-mann 
Greenberg  "Allen-the-perfect-son-in- 
Aside  from  a  part-time  seere 
Greenberg 
mains  the 
dation's 
employee 
salary 
$120,000) 
works    ou 
an      office 
dozen  floor! 
low     Buffi 
own    top- 
digs  in  an 
aha     mid 
Buffett  ra| 
involves 
self  in  fun 
decisions, 
Greenberg  does  coll 
rate  closely  with  his 
mer  mother-in  law, 
is  the  foundation's  pi 
dent.  Further  compli 
ing   the    decidedly 
family     dynamic,     D 
Buffett     lives     in 
Francisco,    having 
Omaha    when    she 
Warren     separated 
1977.  By  all  accounts, 
and  her  husband  re 
on  excellent  terms 
have  no  plans  to  divo 
The  Buffett  Four 
tion  has  had  an  im 
on    society    that    ri\ 
that  of  much  larger 
ganizations,  mainly 
cause  it  concentrates 
giving  in  two  closely 
lated   fields:   populat 
control  and  reproduct 
health.  This  emphasi 
rooted  in  the  deeply  \ 
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FAMILY  WAY:  Buffett'i 
wife,  Susan,  works 
closely  with  former 
son-in-law  Greenber 
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Social  Issues 


beliefs  of  Mr.  and  Mrs.  Buffett,  neither 
of  whom  is  inclined  to  air  their  views  in 
public.  "Certainly  I  consider  population 
and  reproductive  rights  to  be  impor- 
tant issues  .  .  .  but  I  don't  want  to  com- 
ment on  the  question  or  become  a 
spokesman,"  Buffett  said  in  1997.  "It 
would  change  my  life  too  much." 
LOCAL  LEVEL.  The  Buffett  Foundation 
is  unusual  in  that  it  does  not  parcel  mon- 
ey out  to  grant  applicants.  Instead,  it 
prefers  to  seek  out  worthy  recipients  on 
its  own.  In  his  12  years  on  the  job, 
Greenberg  has  won  a  reputation  as  a 
vigilant  and  decisive  administrator.  "It's 
amazing  how  much  Allen  knows,"  says 
Gloria  Feldt,  president  of  Planned  Par- 
enthood Federation  of  America.  "He  re- 
ally has  mastered  the  operational  details 
in  a  way  that  most  funders  never  do." 

Of  the  $17.6  million  that  the  Buffett 
Foundation  donated  in  the  fiscal  year 
ended  June  30,  nearly  $3.8  million  went 
to  Planned  Parenthood.  This  ranked  the 
foundation  among  the  federation's  top 
three  contributors.  But  what  truly  sets 
the  Buffett  Foundation  apart  is  that  it 
involves  itself  directly  at  the  clinic  level 
by  making  project  grants  to  local  affili- 
ates across  the  country — 17  of  them  this 
year  alone.  Over  the  years,  Buffett  mon- 


FAMILY 
MATTERS 


With  just  $22  million  in  assets,  the  Buffett  foundation  i 
But  thanks  to  carefully  targeted  grants  like  those  below 
last  year,  it  has  had  an  outsize  influence  in  its  chosen  .< 
of  family  planning  and  population  control 


PLANNED  PARENTHOOD*  $3.76  million  to  fund  family-planning  clinics 


INTERNATIONAL  PROJECTS  ASSISTANCE  SERVICES  $2.5  million  to  d 

abortion  devices  in  Third  World  countries 


POPULATION  COUNCIL  $2.43  million  for  research  on  population  issues 


PATHFINDER  INTERNATIONAL  $1.24  million  to  fund  family-planning  pre 
abroad,  mainly  in  Vietnam 


NATIONAL  ABORTION  RIGHTS  ACTION  LEAGUE  $1  million  to  finance  p 
choice  lobbying  group 


'Includes  a  $648,089  donation  to  the  Planned  Parenthood  Federation  and  grants  to  17  affiliates  around  the  U.S.  DATA:  THE  BUT 


ey  has  enabled  dozens  of  Planned  Par- 
enthood clinics  to  add  abortion  to  their 
panoply  of  services. 

International  Projects  Assistance  Ser- 
vices (ipas)  is  even  more  dependent  on 
Buffett  support.  Based  in  Carrboro, 
N.  C,  ipas  manufactures  a  handheld  suc- 
tion pump  used  in  developing  countries 
to  initiate  abortions  and  to  save  the 
lives  of  women  bleeding  from  botched, 
self-performed  procedures.  The  Buffett 
Foundation  has  backed  ipas  for  years, 


but  it  recently  agreed  to  step  up 
giving  dramatically.  Its  1999  contribut 
of  $2.5  million  is  part  of  a  five-year, 
million  commitment  that  will  enable  II 
to  double  its  capacity. 

In  an  interview  with  business  we 
Buffett  indicated  a  new  willingness 
make  a  large,  direct  gift  to  the  foun< 
tion  before  his  death.  "If  my  wife  a    far 
Allen  had  projects  they  felt  were  titfV( 
able  right  now,  I  would  consider  im^y 
Buffett  says.  Indeed,  the  foundatioj^ , 
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lual  giving  has  risen  of  late  ON  THE  MARCH:  lion  mark,  the  time  will  come 

level  that  may  soon  force  Protesters  picket       when  Greenberg  will  have  to 

3,  !  Te-  The  $1™  million  in  Berkshire's  annual  operate  on  an  incomparably 

*  nations  made  in  fiscal  1999  meeting  in  Omaha    larger  scale.  BV  law  a  foun- 

oresented  a  41%  increase  -  -   dation   is   required 'to   give 


■  er  the  previous  year.  If  Greenberg 
1%»  untains  this  pace,  the  existing  en- 
tile t«  wment  might  well  be  exhausted  with- 

a  year. 
™ ,(  But  even  if  Buffett  were  persuaded 
insider i  (ratchet  up  his  annual  giving  above 
mks  *  $25  million  or  even  the  $100  mil- 


away  at  least  5%  of  its  endowment 
every  year.  Even  if  the  Buffetts  were  to 
leave  an  estate  no  larger  than  it  is  to- 
day, Greenberg  would  have  to  distribute 
a  staggering  $1.8  billion  a  year. 

Greenberg  would  not  be  quoted  for 
this  article,  but  has  told  friends  that  he 


tries  w>\  to  dwell  on  the  Aiture  lest  he 

become  "paralyzed  with  fear."  No  one 

ms  to  doubt  Greenberg'    pai  ion  >»■ 

resolve.  "Allen  has  a  real  commit  merit 
to  doing  Warren's  work,"  say  Peter 
Donaldson,  who  worked  with  Greenberg 
on  a  major  family-planning  project  in 
Vietnam  and  now  is  presidenl  of  the 
Population  Reference  Bureau  Hut  he 
will  have  to  prove  that  running  a  one- 
person  shop  has  prepared  him  for  the 
rigors  of  building  a  large  organization, 
and  that  he  possesses  the  ingenuity  nec- 
essary to  expand  the  scope  of  the' foun- 
dation's giving  while  remaining  true  to 
the  beliefs  of  the  Buffets. 

Greenberg  is  probably  also  going  to 
have  to  develop  a  thick  skin.  Aside  from 
the  few  anti-abortion  protesters  that 
picket  Berkshire's  annual  meeting  even- 
year,  the  Buffetts  have  succeeded  in  re- 
maining above  the  political  strife  that 
envelops  the  abortion  issue.  But  Warren 
believes  that  the  process  of  disbursing 
his  fortune  will  generate  a  lot  more  heat 
than  making  it  did.  "It's  going  to  take 
guts,"  Buffett  says.  "They  don't  neces- 
sarily look  that  way,  but  you  couldn't 
pick  two  people  who  have  more  guts 
than  my  wife  and  Allen." 

By  Anthony  Bianco  in  Omaha 
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BIOLOGY 


THE  GREAT 
DNA  CHIP  DERBY 

Companies  are  racing  to  build  them  faster  and  cheaper 


In  a  small  room  in  the  University  of 
Wisconsin's  Biotechnology  Center  in 
Madison,  graduate  student  Roland 
D.  Green  peers  down  at  an  array  of 
thousands  of  tiny  mirrors  protected  by  a 
stainless-steel  frame.  A  DNA  synthesizer, 
a  beige  box  roughly  the  size  of  a  micro- 
wave oven,  is  tethered  to  the  array  by  a 
tangled  mess  of  wires  and  tubing.  The 
whole  system  is  controlled  by  a  desktop 
computer.  This  crudely  assembled 
hodgepodge  is  an  example  of  a  new 
technology  that  will  revolutionize  molec- 
ular biology  in  the  next  decade  or  two. 
The  machine  makes  dna  chips  that  will 
do  for  biology  what  microprocessors  did 
for  computers. 

DNA  chips  are  thin  wafers  of  glass  or 
plastic  with  thousands  of  microscopic 
bits  of  DNA  arrayed  on  their  surfaces. 
Scientists  are  already  using  them  to 
identify  disease  genes  and  to  help  speed 
drug  discovery.  Soon,  DNA  chips  will  al- 
low personalized  medicine — the  rapid 
design  of  custom  therapies  based  on  an 
individual  patient's  genetic  makeup. 

For  now,  the  clear  leader  in  DNA 
chips  is   Affymetrix  Inc.  in  Santa  Clara, 


Calif.  More  than  80  major  companies, 
including  Glaxo  Wellcome,  Pioneer  Hi- 
Bred  International,  and  Pfizer,  are  using 
Affymetrix'  chips  in  their  research.  But 
it  may  not  remain  the  leader  forever. 

In  the  past  few  years,  about  a  dozen 
companies  have  jumped  into  the  busi- 
ness, each  hoping  to  become  the  Intel  of 
DNA  chips.  The  new  entrants  are  ex- 
perimenting with  digital  technology,  ink- 
jet  printing,  and  even  fiber  optics  to 
devise  faster  and  cheaper  ways  to  make 
DNA  chips.  If  the  research  pans  out, 
DNA  chipmaking  machines  may  soon  rest 
on  every  bench  in  every  research  lab  in 
the  country.  Stephen  H.  Friend,  a  ge- 
neticist at  Fred  Hutchinson  Cancer  Re- 
search Center  in  Seattle,  Wash.,  foresees 
an  enormous  impact:  "It  will  open  up  bi- 
ology. It  will  be  like  the  transition  from 
mainframe  computers  to  PCs." 

Not  everybody  believes  these  sec- 
ond-generation chips  can  compete  with 
Affymetrix.  Analysts  contend  that 
Affymetrix,  with  its  strong  patent  posi- 
tion and  manufacturing  capabilities,  will 
remain  a  leader  in  the  business  for  some 
time  to  come.  "They  are  the  only  ones 


that  have  demonstrated  reprodu 
results,"  says  Michael  G.  King  Ji 
BancBoston  Robertson  Stephens 
But  that  could  change.  "It  may  be 
eral  years  before  we  have  definite 
swers  about  where  this  field  is  gc 
but  it's  clear  that  a  revolution  is  ut 
way,"  says  A.  Paul  Boni,  an  analys 
Punk,  Ziegel  &  Co.  And  Affyme 
"won't  be  the  only  player." 

Just  how  large  is  this  potential  r 
ket?  Big  enough  that  Motorola  Inc. 
Hewlett-Packard   Co.   are   hoping 
transfer  their  expertise  in  silicon  c 
puter  chips  to  dna.  Surveys  by  bro 
age  houses  and  market-research  fi 
indicate  an  immediate  market  of  al 
$1  billion — with  room  to  expand  to 
billion  in  the  next  decade. 
PRICEY.  Affymetrix  builds  its  chips  u: 
photolithography,  a  process  used  in 
semiconductor  industry  to  etch  sili 
computer  chips.  But  the  process  is  ti 
consuming  and  expensive.  At  pres 
off-the-shelf  chips  cost  anywhere  fi 
$90  to  $2,500.  And  the  GeneChip 
strument  System,  which  includes  a 
chine  to  deliver  the  samples  to  the  c 
and  an  instrument  to  read  and  anal 
the  results,  is  even  more  expensive, 
entire  system  runs  just  under  $200,1 
according  to  Anne  M.  Bowdidge,  A 
metrix'  associate  manager  for  inve 
relations.  This  means  that,  at  pres< 
GeneChip  technology  is  too  expen 
for  all  but  the  most  high-powered 
search  facilities.  "It  takes  hundreds 
thousands  of  dollars  just  to  get  into 
game,"  says  Joseph  L.  DeRisi,  a  mo' 
ular  biologist  at  the  University  of  C 
fornia  at  San  Francisco. 

Such  costs  have  spurred  research 


Biochip  Contenders 

For  now,  Affymetrix  in  Santa  Clara,  Calif.,  is  the  premier  DNA 
chipmaker.  But  other  companies  are  rushing  into  the  fray. 


CLINICAL  MICRO  SENSORS 

Pasadena,  Calif. 


ACLARA  BIOSCIENCES 

Mountain  View,  Calif. 
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Sunnyvale,  Calif. 


ILLUMINA 

San  Diego 


NANOGEN 

San  Diego 
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NIMBLEGEN 

Madison,  Wis. 


Handheld  DNA  chips  that  are  used  to  diagnos 
disease 


Lab-on-a-chip  devices  that  can  both  process 
and  analyze  biological  material 


Universal  arrays  that  can  be  used  to  decode 
DNA 


Biochips  made  from  fiber-optic  bundles  that 
can  hold  DNA,  proteins,  or  small  molecules 


Semiconductor-like  biochips  that  can  be  used 
to  diagnose  disease 


ONE 


Cheaper  DNA  chips  that  utilize  digital 
technology  developed  by  Texas  Instruments 
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DEAD-ON  DIAGNOSIS 


Dna  chips  can  be  thought  of  as 
dime-size  glass  or  plastic 
checkerboards  that  contain  a 
varying  number  of  tiny 
squares  or  features  (1). 
Eventually,  there  will  be 
chips  dense  enough  to 
hold  millions  of  data 
points.  Right  now,  some 
contain  just  10  or  20  features 
but  others  contain  hundreds  of 
thousands.  Each  one  holds  mil- 
lions of  copies  of  a  specific  piece  of 
DNA  that  acts  like  a  tag.  It  corre- 
sponds to  a  particular  gene  or 
piece  of  a  gene  in  the  biolog- 
ical sample  being  tested. 
For  instance,  when  a 
drop  of  blood  is  spread 
over  the  chip's  surface 
(2),  a  certain  proportion  of 
these  DNA  tags  will  grab  on  to 
their  counterparts  in  the  sample. 
This  process  is  called  hybridiza- 
tion, and  it  happens  fast — in 
minutes  or  seconds.  Various 
schemes  are  used  to  de- 
tect when  a  match  has 
occurred.  Scientists 
might  use  electric  signals 
or  add  a  fluorescent  dye  to 
the  sample.  In  the  latter  case, 
when  the  chip  is  scanned  under 
laser  light,  the  squares  containing 
matches  will  glow  a  brilliant  color 


(3).  Scanners  can  read  this 
multicolored  data  array  with  ex- 
quisite precision. 

Someday,  say  scientists,  DNA 
chips  will  be  used  to  diagnose  dis- 
ease, including  bacterial  infections 
and  inherited  disorders.  To  di- 
agnose the  cause  of  an  in- 
fection, a  physician 
would  simply  drop  a 
tiny  amount  of  blood 
onto  a  custom  chip  that  con- 
tains bits  of  DNA  from  10  or  so 
Q  different  bacteria.  DNA  from  the  in- 
fectious agent,  which  is  in  the  blood, 
will  attach  specifically  to  its  mate 
on  the  chip  and  to  no  others. 
That  means  that  only  one 
square — a  square  diag- 
nostic for  that  particular 
germ — would  light  up  on 
the  chip.  In  a  matter  of 
minutes,  the  doctor  would  know 
BJ  the  precise  strain  causing  the  pa- 
tient's infection  and  be  able  to  pre- 
scribe the  appropriate  antibiotic. 


to  find  cheaper  alternatives.  The  Uni- 
versity of  Wisconsin's  Green,  together 
with  his  professors  Franco  Cerrina  and 
Michael  R.  Sussman,  have  devised  a 
way  to  make  dna  chips  that  doesn't  re- 
quire Affymetrix'  expensive  chromium 
photomasks.  They  use  tiny  micromir- 
rors,  originally  developed  at  Texas  In- 
struments Inc.  for  use  in  overhead  pro- 
jection and  digital  television.  By  deftly 
manipulating  these  tiny  mirrors,  Green 
and  his  colleagues  can  put  more  than 
300,000  bits  of  dna  onto  a  chip  in  just 
eight  hours.  Best  of  all,  the  chips  appear 
to  work  as  well  as  the  ones  already  on 
the  market.  In  a  recent  Nature  Biotech- 
nology paper,  the  group  showed  that  it 
used  the  chip  to  detect  mutations  in  the 
genes  of  a  mustard  plant.  They  recently 
formed  NimbleGen  to  commercialize 
their  new  technology. 

As  NimbleGen  begins  to  optimize  its 
manufacturing  process,  other  startups 
are  experimenting  with  ink-jet  print- 


ing, using  high-speed  robotic  devices  to 
print  DNA  on  tiny  squares  of  glass. 
These  so-called  "homegrown  arrays"  are 
cheap  enough  that  even  academic  labo- 
ratories can  afford  them.  As  a  Stanford 
University  graduate  student,  ucsf's  De- 
Risi  built  a  machine  he  calls  an  "array- 
er"  from  off-the-shelf  parts.  According  to 
DeRisi,  his  gene-hunting  robot  is  simple 
enough  to  be  assembled  in  in  a  single 
weekend.  Since  moving  to  UCSF,  DeRisi 
has  been  using  the  arrayer  to  make 
chips  that  contain  as  many  as  32,000 
DNA  molecules.  Meanwhile,  his  Stanford 
colleagues,  led  by  Patrick  O.  Brown, 
are  using  the  machine  to  decode  the 
genetic  blueprint  of  yeast. 

Companies  such  as  Illumina,  Nano- 
gen,  and  Clinical  Micro  Sensors  are  also 
trying  to  develop  low-cost  ways  to  make 
DNA  chips.  San  Diego's  Illumina  is  using 
fiber-optic  bundles  to  build  chips  capable 
of  holding  50,000  different  DNA  frag- 
ments. Nanogen  Inc.,  also  in  San  Diego, 


is  putting  the  finishing  touches 
microelectronic  chip  that  utilizes 
tricity  to  attach  dna  molecules  fc 
surface.  The  result  is  a  simpler 
more  robust  manufacturing  process 
could  prove  to  be  less  expensive. 

Analysts  predict  the  big  market 
dna  chips  will  be  in  diagnosing  disej 
For  that  to  happen,  chip  costs 
come  way  down.  "You  aren't  goin 
use  them  if  it  costs  a  hundred  b 
per  test,"  says  Jon  F.  Kayyem,  presi 
and  ceo  of  Clinical  Micro  Sensors 
His  company  has  developed  a  dna 
that  downloads  results  into  a  hand 
reader  that  runs  off  a  nine-volt  batt! 
Clinical  Micro  Sensors'  dna  chip,  w! 
costs  about  $10,  is  sensitive  enoug 
detect  a  signal  from  dna  containe 
waste  water,  blood,  even  sludge, 
yem  envisions  a  day  when  doctors 
use  low-cost  dna  chips,  not  throat 
tures,  to  diagnose  a  child's  infection, 
cause  throat-culture  swabs  have  t< 
sent  to  a  lab  for  testing,  it  can  ta 
day  for  physicians  to  get  results, 
they  are  left  prescribing  antibiotics 
out  knowing  whether  or  not  they 
effective.  An  instant  diagnostic  scan 
identifies  not  only  the  infectious  a 
but  whether  or  not  it  is  resistan 
common  drug  treatments  would  b 
vast  improvement,  says  Kayyem. 
WORKHORSES.  DNA  chips  need  to 
regulatory  approval  from  the  Foo 
Drug  Administration  before  their  us< 
diagnostics  becomes  routine.  Right 
the  market  for  DNA  chips  is  in  gen 
and  pharmaceutical  research,  where  ti 
can  be  used  to  sift  through  thousand 
genes  to  pinpoint  the  particular  few 
are  turned  on  during  disease. 

Affymetrix,  with  its  ability  to  ma: 
facture  high-quality  dna  chips,  excel: 
this  kind  of  market.  Stephen  R  A.  Fo< 
the  company's  president,  doesn't 
ceive  a  threat  from  his  competitors.  ' 
are  making  tens  of  thousands  of  chi 
year.  We  market  them,  and  people 
them,"  he  says.  That  may  be  true,  bu 
consolidate  its  position  in  the  indus 
Affymetrix  recently  acquired  Gen 
MicroSystems  Inc.  in  Woburn,  Ma: 
which  uses  ink-jet  printing  to  m 
cheaper  dna  chips. 

Scientists  and  analysts  alike  caut 
that  it's  impossible  to  tell  which  met 
— photolithography  or  digital  optic: 
will  ultimately  be  used  to  manufact 
dna  chips,  "dna  chips  are  only  at 
beginning  of  their  evolution,"  says 
William  Efcavitch,  director  of  PE  A 
plied  Biosystems'  dna  chip  divisi< 
"You  can  bet  there  isn't  going  to 
just  one  technology." 

By  Ellen  Licking  in  New  Yc 
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developments  to  Watch 


ATHERED  FRIENDS 
IF  STUTTERERS 


ITTERING   IS   A   HEART- 

aking  condition,  with  no 
pie  treatment.  Although 
of  adults  and  4%  of  chil- 
li in  every  culture  stut- 
—  including  3  million 
ilts  in  the  U.  S.— little  is 
>\vn  about  its  cause.  But 
.earchers  at  Houston's 

asyoifyior  College  of  Medicine 
re  found  a  key  tool  for 
ving  the  problem:  an  ani- 
1  model  of  stuttering. 
By  note  that  some  zebra 
•lies  abnormally  repeat 

ice affl  tg  notes,  an  avian  equiva- 
t  of  human  stuttering. 
\fter  decades  of  study,  re- 

mpute|  rchers  have  concluded  that 
tiering  is  not,  as  was  once 
light,  a  psychological  prob- 
l.  Rather,  it  results  from 
>reakdown  in  the  speech 
it  ml  system:  Stutterers 
)\v  what  they  want  to  say 
can't  say  it.  There  is  a 
iwing  belief  that  a  brain 
lormality  may  explain  the 
sakdown,  but  no  animal 
dels  existed  to  study  the 
dit  ion — until  the  finch.  The 
tin  pathways  it  uses  to 
rn  its  song  are  similar  to 
isc  humans  use  to  learn 
'cch.  "We  have  observed 
it  a  small  number  of  nor- 
lly  raised  zebra  finches  re- 
it  syllables  of  the  song," 
d  Dr.  David  B.  Rosenfield, 

leurologisl    at    Baylor  who 

iorted  the  findings  at  the 
•ent   American  Neurologi 

f^ssn.  meeting  in  Seattle, 
searchers  hope  the  tinch- 
will  help  them  find  out  if 
•re  i>  a  genetic  component 
stuttering  and  if  the  disor- 


manent 


breeze 
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ACID  RAIN:  BAD 
NEWS  ABOUT 
THE  GOOD  NEWS 


SINCE  THE  PASSAGE  OF  THE 
national  Clean  Air  Act  of  1970 
in  the  U.S.  and  similar  laws 
in  Canada,  acid  rain  levels 
have  fallen  dramatically  across 
large  portions  of  North  Amer- 
ica. But  the  decline  hasn't 
meant  a  return  to  health  for 
lakes  and  streams  in  large 
swaths  of  North  America.  In 
fact,  an  international  research 
team  has  discovered  that 
lakes  in  some  regions 
have  actually  continued 
to  acidify  in  the  '90s. 

Scientists  define  re- 
covery of  a  lake  as  a 
return  to  its  pre-indus- 
trial  acidity  levels.  In 
the  Oct.  11  issue  of 
Nature  and  in  a  draft 
report  for  the  Envi- 
ronmental Protection 
Agency,  the  researchers  " 
say  that  from  1980  to  1995, 
surface  waters  had  not  recov- 
ered in  South  and  Central  On- 
tario, the  Adirondack  and 
Catskill  Mountain  region,  the 
Great  Lakes  area,  and  the  re- 
gion spanning  Vermont  and 


Quebec  coincidentaDy,  the  re- 
gions with  the  largest  de- 
creases in  industrial  emissions. 
By  contrast,  they  found  a  far 
greater  rate  of  recovery  dur- 
ing the  same  period  in  Euro- 
pean lakes.  "It  was  pretty  un- 
expected," says  Steve  Kahl, 
director  of  the  Water  Re- 
search Institute  in  Orono,  Me., 
and  lead  author  of  the  report. 
"We  thought  the  lakes  were 
recovering  in  the  '80s,  but  the 
trend  seems  to  have  revei-sed 
itself  in  the  '90s."  Kahl  says 
the  reversal  could  be  the  re- 
sult of  continued  high  levels  of 


TROUBLED  WATERS:  A  Maine  lake 


nitric  acid  carried  by  rain,  the 
effects  of  recent  droughts,  and 
the  depletion  of  naturally  oc- 
curring acid-neutralizing  chem- 
icals in  rocks  and  soil,  possibly 
the  result  of  decades  of  acid 
rain.  □ 


AN  ELEPHANTS  MEMORY  IN  A  TINY  SPACE 

DK'K  TRACY'S  COMMUNICATING  WRISTWATCH    MAY   BE 

closer  to  reality,  thanks  to  IBM's  Millipede  data-storage 
technology.  This  ultrasmall  approach  to  computer  mem- 
ories, being  developed  at  the  IBM  Research  Div.  in  Zurich, 
can  pack  a  3-by-3  millimeter  square — the  size  of  an  "m" 
on  this  page — with  a  gigabyte  of  data,  or  1  billion  letters 
and  numbers.  That's  20  times  the  amount  that  can  be 
stored  magnetically  in  the  same  space.  Such  enormous, 
yet  tiny,  memory  devices  will  be  needed  to  fulfill  the  In- 
ternet's promise  of  "ubiquitous  computing,"  says  Gerd  K. 
Binnig,  a  co-director  of  Millipede  research.  To  Net  surf 
from  anywhere.  Binnig  says,  people  "will  need  some- 
thing on  their  body — and  almost  everyone  has  a  watch." 
The  Millipede  project  gets  its  name  from  the  1,024 
tiny  tips  mounted  on  a  v-shaped  cantilever.  To  write 
data,  a  selected  tip  is  instantly  heated  enough  to  melt  a 
pit  in  a  plastic  substrate.  Hits  are  retrieved  when  a 
warm  tip  moves  over  a  pit.  The  air  in  the  pit  cools  the  tip 
BlighUy,  enough  to  detect  th.-  change.  Gigabyte  memories 

are  just  for  starters,  says  Binnig.  IBM  already  has  a  .Mil 
lipede  prototype  that  can  store  1,001)  times  more  a  (era 
byte  of  data.  Port 


■  E-mailers  win  soon  gam 
awesome  power  over  the 
messages  they  create  and 
transmit  across  the  Net.  Soft- 
ware from  privately  held 
startup  Disappearing  Inc. 
could  become  the  electronic 
equivalent  of  a  remote  paper 
shredder.  Message  senders 
will  be  able  to  post  encrypted 
e-mail  that  the  recipient  can 
open  only  by  means  of  special 
keys.  The  neat  part  is,  the 
sender  can  program  the  keys 
to  last  just  a  certain  number 
of  minutes,  weeks,  or  months. 
When  the  key  expires,  the 
recipient  will  no  longer  be 
able  to  open  the  message. 
Software  from  rival  startup 
QVtech  goes  further,  allowing 
the  sender  to  specify  how  the 
message  is  used.  In  addition 
to  dictating  how  long  the 
message  will  remain  in  the 
recipient's  mailbox,  e-mailers 
can  arrange  it  so  that  their 
messages  cannot  be  forward- 
ed outside  a  corporate  in- 
tranet, or  to  certain  destina- 
tions. They  can  even  prevent 
the  recipient  from  copying, 
pasting,  or  printing  the  con- 
tents of  the  message,  accord- 
ing to  QVtech. 

■  Think  about  the  stacks  of 
educational  programs  that  en- 
gaged your  child  for  only  one 
short  weekend.  In  an  ideal 
world,  you'd  rent  these  pro- 
grams, saving  money  and 
shelf  space.  Starting  Oct  15, 
Arepa.com  of  Cambridge, 
Mass.,  is  giving  that  option 
to  New  Jersey  subscribers  of 
cable-modem  services  run  by 
Comcast  and  Excited  Home. 
For  about  $3,  customers  who 
log  on  to  Arepa's  Play  Now 
site  can  run  hot  new  pro- 
grams as  often  and  as  long 
as  they  choose  over  a  4S-hour 
period.  Since  subscribers  will 
be  playing  remotely,  the  soft- 
ware won't  mess  up  graph- 
ics settings  on  their  personal 
computers.  Arepa  may  also 
offer  extended  leasing— say, 
$10  for  one  month's  access 
to  a  particular  category  ^i' 
software.  .V. 
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We're  helping  to  make  it  possible  to  fit  breath  mints, 
car  keys  and  a  movie  theater  box  office 

in  your  pocket. 


DigitalDNA 

from  Motorola 

THE  OF  SMART™ 

The  new  Palm  VII™  connected  organizer  has  wireless  internet  access,  so  you 
can  check  the  weather  forecast  or  order  movie  tickets  on  the  go.  Powered  by  a 
smart  idea  from  Palm  Computing,  Inc.  And  by  DigitalDNA™  technology  from 
Motorola.  DigitalDNA  is  chips,  systems,  software  and  the  ideas  of  thousands 
of  innovative  engineers.  We've  helped  hundreds  of  smart  companies  develop 
the  next  generation  of  smart  products.  How  can  we  help  yours?  Connect  with 
us  at  www.digitaldna.com. 
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It  looked  like  a  clear  case  of  high- 
way robbery.  The  United  Auto 
Workers  reached  into  the  pockets 
of  Detroit's  Big  Three  carmakers 
during  recently  completed  national 
contract  talks  and  drove  off  with  the 
richest  terms  in  two  decades.  By  the 
time  the  new  pacts  expire  four  years 
from  now,  the  370,000  uaw  members 
at  the  Big  Three  will  be  raking  in 
$25  an  hour,  up  25%  from  today — 
plus  a  nice  bonus  and  richer  benefits. 
The  union  even  forced  auto  makers 
to  cough  up  expensive  wage  and 
benefit  guarantees  for  workers  af- 
fected by  their  parts  units'  spin-offs. 
Overall,  the  average  worker  will  re- 
ceive some  $30,000  in  added  wages 
and  benefits. 

But  nobody  blinked  an  eye,  not 
even  Big  Three  shareholders  or  infla- 
tion-wary Wall  Street  economists. 
For  while  Detroit  might  appear  to 
be  a  holdup  victim,  in  fact  the  uaw's 
winnings — of  3%  annual  pay  hikes — 
are  less  than  the  4%  that  union 
workers  have  won  at  Boeing,  AT&T, 


and  elsewhere.  Auto  makers  also 
grabbed  some  goodies  of  their  own 
that  will  more  than  pay  for  all  the 
dollars  they  are  doling  out.  Chief 
among  them:  the  freedom  to  restruc- 
ture their  workforces  and  boost  effi- 
ciency. This  is  particularly  important 
for  General  Motors  Corp.,  which 
trails  other  carmakers  in  productivi- 
ty. And  new  job-security  language, 
which  for  the  first  time  prescribes 
the  formula  for  replacing  retirees, 
has  enough  wiggle  room  to  allow  gm 
to  cut  its  still-bloated  workforce  by 
about  20% — a  huge  accomplishment 
for  the  No.  1  U.  S.  auto  maker. 
SHAKY  PROGRESS.  Equally  impor- 
tant, Detroit  was  able  to  buy  labor 
peace  at  a  time  when  it  couldn't  af- 
ford a  confrontation.  Daimler-    • 
Chrysler,  which  the  union  targeted 
first,  didn't  want  a  strike  to  disrupt 
its  already  shaky  merger  progress, 
especially  since  60%  of  its  profits 
come  from  its  U.  S.  factories,  gm  was 
desperate  to  turn  over  a  new  leaf 
with  labor — following  a  devastating 


54-day  strike  in  1998  and  the  divisiv 
spin-off  of  its  Delphi  Automotive 
Systems  auto-parts  unit  earlier  this 
year.  Even  Ford  Motor  Co.,  which  i 
recent  weeks  faced  the  biggest  risk 
of  a  strike  over  plans  to  sell  its  Vis- 
teon  Automotive  Systems  parts  unit 
managed  to  keep  the  peace.  It 
agreed  to  guarantee  jobs  and  pay 
levels  of  Visteon  workers  for  life. 

The  relative  ease  of  the  auto  in 
dustry's  national  labor  talks  this  yea: 
reflects  a  pragmatism  on  both  sides 
When  negotiations  began  in  June, 
the  union  had  two  major  objectives: 
It  intended  to  grab  a  larger  share  o: 
Big  Three  profits.  And  union  leaders 
were  eager  to  expand  the  uaw's 
share  of  auto  industry  employment 
by  getting  the  manufacturers  to  de 
mand  that  suppliers  not  resist  effort 
to  sign  up  their  workers.  As  part  of 
this  strategy,  the  uaw  hoped  to  prod 
DaimlerChrysler  to  let  in  the  union 
at  its  Mercedes  plant  in  Alabama. 

Yet  when  it  came  time  to  deal, 
UAW  President  Stephen  P.  Yokich 
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I  will  sec  past  clouds. 
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We  don't  care  where  your  data  comes  from.  We  can 
store  it.  As  businesses  and  consumers  become  more 
connected  to  e-services,  volumes  of  new  data  will 
be  arriving  from  unimaginable  sources  and  across 
multiple  platforms.  Whether  from  mainframes,  UNIX- 
based  systems  or  Windows  NT" servers,  your  data 
needs  to  be  securely  stored  yet  readily  accessible 
by  you,  your  customers  and  your  business  partners. 
Introducing  HP  SureStore  E:  our  full  line  of  stress-free 
storage  solutions  enables  centralized  management 
of  your  disparate  storage  assets.  From  direct-connect 
SCSI  and  ESCON  to  a  Fibre  Channel  grid,  HP  provides 
a  combination  of  hardware,  software  and  services 
that  helps  prepare  your  business  for  the  e-service- 
based  economy.  For  more  information  about  our 
stress-free  SureStore  E  storage  solutions,  visit  us  at 
www.surestore-e.com. 

Stress-free  storage  for  the  next  E.  E-services. 
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The  Workplace 


DETROIT 
POKER: 


THEY 
SPLIT  UP 
THE  POT 


Won  a  25% 
hike  in  pay 
and  bene- 
fits over  four  years, 
to  $25  an  hour,  but 
failed  to  stem  the 
erosion  of  union  jobs 
in  the  auto  industry. 


B 


■Paid 
through 
the  nose 
to  achieve  labor 
peace  but  retained 
the  flexibility  to  slash 
its  workforce  by  20% 
through  attrition. 


DaimlerChrysler 

Agreed  to  give  the 
UAW  easier  access  to 
nonunion  plants  but 
refused  to  forgo  a 
contentious  election 
at  its  Mercedes-plant 
in  Alabama. 


D€LPHI 


Guaranteed  that 
workers  at  its  Visteon 
parts  unit  will  be 
paid  Ford-level  wages 
and  benefits  until  re- 
tirement, even  after  it 
is  spun  off. 


GM's  former  parts 
unit  got  its  own 
UAW  contract  but 
agreed  to  match  GM' 
expensive  wage  and 
benefits  scale  for 
eight  years. 


swapped  the  future  strength  of  the 
union  for  fatter  paychecks  for  cur- 
rent members.  With  U.  S.  auto  sales 
on  track  to  exceed  a  record  17  mil- 
lion units  this  year,  the  uaw's  lever- 
age was  at  a  peak.  Yokich  decided  to 
take  the  money  and  run,  says  Michi- 
gan State  University  labor  professor 
Dale  G.  Brickner.  He  says  union 
members  "felt  they  better  claim 
some  of  this  now  or  they  might  not 
see  it  again." 

In  exchange,  though,  Yokich  large- 
ly gave  up  on  demands  for  help  on 
union  organizing.  In- 
stead, he  settled  for 
weaker  language 
that  encourages  auto 
makers  to  tell  their 
suppliers  not  to 
threaten  job  cuts 
during  UAW  recruit- 
ment drives.  Yokich 
also  backed  off  a 
threat  to  strike 
DaimlerChrysler 
over  Mercedes'  resis- 
tance to  unionization 
at  its  Alabama  plant. 
The  UAW  did  win  the 
right  to  have  re- 
cruiters meet  with 
employees  inside  the 
facility  during  non- 
work  hours.  But  it 
failed  to  get  its  key 
demand:  that  Mer- 
cedes voluntarily  recognize  the  union 
without  an  election  if  more  than  50% 
of  workers  signed  cards  saying  they 
wanted  the  union. 
DIGGING  DEEP.  Auto  makers,  too, 
faced  facts  as  they  wrapped  up  the 
smoothest  round  of  national  bargain- 
ing in  years.  The  industry  is  awash 
in  record  profits,  thanks  to  boffo 
truck  sales  and  improvements  in 
manufacturing  methods.  So  the  Big 
Three  were  prepared  to  pay  through 
the  nose  this  time  around.  GM  and 
Ford,  in  particular,  knew  that  they 
would  have  to  dig  deep  to  assuage 
the  union's  fears  over  the  spin-offs  of 
their  parts  units. 


And  they  did.  gm  agreed  to  give 
Delphi  workers  until  Jan.  1  to  retire 
with  a  GM  pension.  And  employees 
won  the  right  to  apply  for  GM  open- 
ings when  they  occur,  gm  also  guar- 
anteed many  benefits  for  Delphi 
workers  if  its  ex-parts  unit  encoun- 
ters "financial  distress"  in  the  next 
eight  years.  Meanwhile,  Delphi 
matched  gm's  contract  terms  for  the 
new  pact  plus  four  more  years. 

Ford  went  even  further  to  avoid  a 
showdown  over  its  planned  Visteon 
spin-off  or  sale.  It  guaranteed  that 


AGREED:  Yokich  left  GM's  Smith  wiggle  room  to  cut  jobs 


current  Visteon  employees  would  re- 
ceive Ford  paychecks  and  other 
Ford-paid  benefits  until  they  retire, 
even  after  Visteon  becomes  indepen- 
dent. In  effect,  Ford  agreed  to  lease 
its  employees  to  Visteon.  That  was 
vital  to  Visteon  workers,  who  didn't 
want  to  give  up  their  lucrative  Ford 
benefits.  Ford  also  agreed  that  after 
the  spin-off,  all  Visteon  employees 
hired  in  the  next  three  contract  peri- 
ods, up  to  12  years,  would  earn  the 
same  pay  as  Ford  workers  for  life. 
The  auto  makers  agreed  to  such 
seemingly  rich  promises  because 
they  have  learned  that  most  of  the 
job-security  measures  they  agree  to 


in  the  national  contract  can  be 
bent — or  even  ignored — in  plant-lev 
negotiations,  analysts  say.  Under  th 
1996  national  contract  agreement,  g: 
was  nominally  required  to  hire  one 
new  worker  for  every  two  who  left. 
But  many  local  union  leaders  agreed 
not  to  enforce  the  language  in  order 
to  keep  their  plant  competitive  or  at 
tract  new  investment. 
DUTY  TO  HIRE.  True,  the  new  job-se 
curity  provisions  in  this  year's  con- 
tracts are  tougher  than  previous 
pacts.  The  new  contracts  for  the  firs 
time  prescribe  the 
rates  at  which  auto 
makers  must  hire 
new  workers  if  em- 
ployment sinks  be- 
low certain  levels, 
no  matter  what  the 
reason.  There  is  one 
important  exception:! 
If  jobs  are  lost  be- 
cause of  market-dri- 
ven reductions  in 
sales  volumes,  the 
new-hire  obligations 
don't  apply.  That 
could  be  crucial  for 
GM,  whose  market 
share  has  been 
shrinking  steadily. 
"Closing  facilities 
will  be  difficult,  but 
not  impossible,"  says| 
Morgan  Stanley 
Dean  Witter  analyst  Stephen  J. 
Girsky.  Overall,  gm  officials  say  they 
can  cut  the  union's  ranks  by  20%,  to 
about  115,000.  The  contract  "requires 
us  to  be  more  creative,  but  I'm  hap- 
py as  punch,"  says  GM  ceo  John  F. 
Smith  Jr. 

The  biggest  win  for  gm  may  be  a 
new  era  in  labor  peace.  And  after 
potential  flare-ups,  DaimlerChrysler 
and  Ford,  too,  have  preserved  a  deli 
cate  balance  with  labor.  With  the  in- 
dustry chugging  along  at  record  lev- 
els, no  one  wants  the  party  to  end. 


Muller  covers  the  United  Auto 
Worker's  in  Detroit. 
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gainst  hazards  in  their  workplaces.  The  kinds  of  problems  that  could  lead  any  company  to  eS  on 
Wausau  Insurance  Companies  -  2000  Westwood  Drive,  Wausau,  Wl  54401  -  www.wausau.com  -  A+  A.M.  Best  Rating" 


What  can  we  do  to  help  you? 


Focus  an  aspects  of  your  busines 


Lucent 

Customer 

Relationship 

Management 

Solutions. 

If  you  could  bring  together  all  your 
business  resources  with  everything 
you  know  about  your  customers 
(whether  they  contact  you  by 
mail,  e-mail,  Web  site,  phone  or 
fax),  what  would  it  amount  to? 

A  more  consistently  satisfying 
experience  for  your  customers 
(keep  em  coming  back).  A  more 
profitable  revenue-generating 
opportunity  for  your  business. 

Thafs  the  idea  behind 
Lucent  Customer  Relationship 
Management  Solutions. 

Now  the  company  that  helps  more 
businesses  connect  with  their 
customers  (in  more  ways  than 
anyone  else)  can  help  you  do 
more  business  with  each  of  your 
customers. 


How?  Lucent  CRM  Solutions  focus 
every  part  of  your  enterprise 
(from  Internet,  to  call  centers, 
to  databases,  to  fulfillment  and 
beyond)  on  customers'  needs  and 
preferences,  building  long-term 
customer  loyalty  to  deliver  on 
your  business  goals. 

Our  leading-edge  intelligent 
software  links  customer 
interactions  across  your  entire 
company.  We  have  technology  to 
integrate  your  voice  and  data 
applications  (around  the  block 
and  around  the  world),  eliminating 
barriers  to  doing  business. 
It  adds  up  to  a  more  seamless 
experience  for  your  customers. 


The  power  of  our  strategic 
alliances  with  leading  software 
applications,  technology  and 
integration  partners  assures  you 
a  total  CRM  Solution. 

And  (rest  easy)  Lucent  NetCare® 
CRM  Professional  Services 
can  help  you  plan,  design, 
integrate  and  manage  your 
solution  (24x7x365). 
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>ee  how  Lucent  CRM  Solutions  bring 
t  all  together  to  make  customer 
%elationships  more  rewarding 
)i  >or  everyone.  Give  us  a  call. 

-877-FOR-CRM1  (1-877  367-2761) 
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And  the  rewards 
add  up  for  everyone. 


tw«„t  Technologies 


We  make  the  things  that  make  communications  work. 


"•— ' 


Companies  worldwide  are  building  myriad  bridges  to  eac 
other.  The  resulting  alliances  may  not  always  work.  But 
they  may  well  represent  the  new  shape  of  global  business 


Special  Report 


PARTNERS 


TO  DAVID  ERNST,  THE  WORLD  IS  JUST  A  WHIRL 
of  alliances.  Take  a  typical  day  for  this  consulting  partner  at 
McKinsey  &  Co.  in  Washington,  D.  C.  The  gas  pumped  into  his 
car  is  the  product  of  an  alliance  between  Shell  and  Texaco  Inc. 
Payment  for  the  gas  is  thrown  on  a  credit  card  co-branded  by 
Royal/Dutch  Shell  Group  and  Mastercard.  A  cup  of  Starbucks 
Corp.  coffee  that  Ernst  grabs  as  he  careens  through  an  airport 
is  sold  through  a  partnership  with  Host  Marriott.  The  airline 
that  whisks  Ernst  to  his  destination  is  part  of  a  grouping  of 
several  international  carriers.  Says  Ernst,  an  alliance  expert: 
"For  most  companies,  the  basis  of  competition  has  shifted  to 
groups  of  companies 
competing  against 
groups  of  companies." 

Throughout  the 
1990s,  the  takeover 
has  dominated  the 
world  of  corporate  fi- 
nance. No  longer.  The 
defining  deal  for  the 
next  decade  and  be- 
yond may  well  be  the 
alliance,  the  joint  ven- 
ture, the  partnership. 
The  alliance  boom  is 
most  prevalent  in  in- 
dustries with  rapid 
change.  They  include 
media,  entertainment, 
airlines,  financial  ser-  ^_ ^ 
vices,  pharmaceuticals, 
biotech,  and  high  tech. 
Surprisingly,  the  num- 
ber of  alliances  continues  to  grow,  despite  the  fact  that  most 
studies  point  to  high  failure  rates. 

Partnerships  are  all  about  spinning  a  web  to  catch  more 
customers,  says  David  E.  Raphael  of  Marcar  Management  In- 
stitute of  America,  a  research  firm  based  in  Belmont,  Calif. 
You  can  either  create  your  own  partnerships,  or  you  can 
jump  on  an  existing  web.  For  instance,  AOL  has  fueled  its 
growth  by  putting  itself  at  the  center  of  an  intricate  web  of 
alliances  in  all  sectors  of  the  information  economy.  The  al- 
liances include  drkoop.com,  GTE,  U  S  West,  as  well  as  Sun  and 
Nintendo,  says  Raphael. 

Software  developers  have  created  constellations  of  thou- 
sands of  these  relationships  hooked  together.  Companies  like 
Oracle  have  between  15,000  and  16,000  business  alliances, 
says  Larraine  Segil,  partner  and  founder  of  the  Lared  Group, 
based  in  Los  Angeles,  which  specializes  in  strategic  alliances. 
"These  days,  partnerships  are  hooking  up  many  different 
kinds  of  organizations,  multiple  different  types  of  structures, 
licensing,  distribution,  co-marketing,  joint  research,  equity 
relationship,  or  multiple  legal  structures." 

Management  expert  Peter  Drucker  says  there  is  not  just  a 
merger  boom  but  above  all  "a  worldwide  restructuring"  in  the 
shape  of  alliances  and  partnerships.  According  to  Andersen 
Consulting,  alliances  will  represent  $25  trillion  to  $40  trillion 


in  value  within  five  years.  The  firm  concludes  that  the  av 
age  large  company,  which  had  no  alliances  a  decade  a 
now  has  in  excess  of  30.  As  Anderson  sees  it,  the  questiot 
no  longer  whether  to  form  an  alliance,  but  who  will  be  the 
propriate  partner. 

No  one,  even  former  go-it-aloners  like  IBM,  wants  to  m 
the  action.  IBM  has  announced  $30  billion  worth  of  allian 
since  May  with  companies  like  Dell  Computer  Corp.  and  C 
co.  AT&T  has  recently  announced  a  slew  of  deals  with  eve 
one  from  British  Telecom  to  Microsoft.  And  then  ther 
United  Airlines  Inc.,  part  of  a  global  alliance  with  seven 'o 

er  airlines  called  S1 
Alliance.  Ever  sir 
United  learned  tl 
one  of  its  partne 
Air  Canada,  was  1 
target  of  a  rival 
liance,  it  has  cons 
ered  buying  pi 
of  the  Canadian  a 
line  just  to  block  t 
deal,  according 
press  reports. 

The  federal  govei 
ment  is  taking  note 
this  global  shift.  ( 
Oct.  1,  the  Fedei 
Trade  Commission, 
consultation  with  t 
Justice  Dept.,  issu  / 
draft  "antitrust  guic  * 
lines  for  collaborate 
among  competitors 
FTC  Chairman  Robert  Pitofsky  said  the  new  guidelines  w 
deter  "collaborations  likely  to  harm  competition  and  co 
sumers."  But  he  also  said  he  wants  to  "encourage  pro-coi 
petitive  collaborations"  (page  130).  The  soft  tone  of  the  guic 
lines  was  a  far  cry  from  that  of  the  big-stick  trustbuster 
the  '80s  and  early  '90s. 

CORE  CONCERN.  Besides  today's  agreeable  antitrust  stanc 
what's  driving  the  surge  of  alliances  is  globalization:  mul 
national  companies  pushing  into  new  markets.  Another  fact 
is  the  notion  of  "core  competency":  Do  what  you  do  best,  ai 
outsource  through  partnerships.  And  with  the  Internet  spee 
ing  things  up  to  cyber  time,  nimbleness  is  no  longer  a  me 
competitive  advantage  but  a  necessity  for  survival. 

Most  alliances  are  created  to  share  risks.  As  projects  b 
come  ever  larger  and  more  complex,  even  billion-dollar  cor 
panies  would  rather  have  partners  in  a  deal  to  share  the  cos 
of,  say,  research  and  development.  Others  involve  playe 
with  complementary  operations,  for  example,  a  producer  ar 
a  distributor.  More  broadly,  alliances  have  such  virtues  as  fie 
ibility,  speed, -informality,  and  economy.  You  can  put  togeth< 
an  alliance  in  no  time  and  fold  it  up  just  as  quickly;  love  a 
fairs  instead  of  marriages.  Many  alliances  entail  little  if  ar 
paperwork — maybe  only  a  handshake. 

Because  of  that  flexibility,  alliances  have  become  integral  I 
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intel  is  making  the  network  smarter,  in  the  non-stop  internet 
economy,  there's  an  increasing  need  for  "intelligent"  components 
that  can  keep  up  with  today's  hyper-accelerated  rate  of 
change  in  networking  and  telecommunications,  the  new 
intel  internet  exchange  architecture  introduces  a  highly  flexible 
approach  to  networking,  it  extends  equipment  lifetime  by  using 
re-programmable  software  to  enable  new  capabilities  like  voice, 
video  and  data  services — saving  the  time  and  expense  of  replacing 
hardware,  developments  like  this,  along  with  intel's  emerging 
voice/data  technologies  and  virtual  private  networks,  are  helping 
companies  great  and  small  to  establish  a  smarter,  more  efficient, 
and  harder-working  e-business  model,  the  thinking  that  put  the 
brains  inside  the  personal  computer  is  putting  the  brains  inside 

the  network.   (  what's  next  for  networking?  -►  intel.com/ebusiness 


iny 


companies'  strategies.  Says  Jesse  D.  Odell,  an  account  su- 
pervisor for  Schwartz  Communications  Inc.  in  San  Francisco, 
a  public-relations  firm  that  specializes  in  technology  and 
health-care  companies:  "New  product  announcements  aren't 
nearly  as  important  anymore.  We're  at  a  point  where  tech- 
nology isn't  even  as  important.  Everyone  assumes  you  have 
technology.  Now,  it's  all  about  business  models.  And  what  re- 
ally validates  your  business  model  are 
your  partners  and  your  customers." 
LOSE-LOSE?  That's  certainly  true  in  the 
Internet  world,  where  young  compa- 
nies backed  by  venture  capitalists  often 
forge  partnerships  with  dozens  of  other  companies  right 
out  of  the  box.  "In  some  ways,  joint  venture  is  an  old-fash- 
ioned term,"  says  David  Roux  of  Silver  Lake  Partners,  a 
$2.3  billion  leveraged-buyout  tech  fund  based  in  Menlo  Park, 
Calif.  "Traditionally,  a  joint  venture. ..was  a  weird  sort  of  or- 
ganizational mongrel  of  modern  Corporate  America.  It  did- 
n't have  a  good  rap.  It  didn't  get  good  people.  But  I  think 
there's  a  whole  method  of  cooperation  that  has  evolved  be- 
yond that.  They  have  transformed  themselves  to  many 
more  flavors  and  subtleties  than  the 
old  joint  ventures." 

Many  alliances,  though,  turn  out 
to  be  lose-lose  instead  of  win-win. 
Yale  School  of  Management  Profes- 
sor Barry  J.  Nalebuff,  author  of  the 
book  Co-opetition,  says  forming  al- 
liances— especially  with  your  com- 
petitors— can  make  your  life  a  lot 
more  complicated.  "More  interrela- 
tionships mean  more  conflicts  of  in- 
terest— along  with  more  divorces 
(and  custody  battles).  There  will  be 
a  big  premium  on  developing  the 
skill  of  finding  the  right  partners 
and  writing  prenuptials." 

Nalebuff  gives  the  example  of  in- 
dependent local  phone  carriers  like 
Covad  and  long-distance  carriers 
such  as  Sprint  battling  the  Baby 


What's  driving  partnerships: 
Regulatory  approval,  global 
competition,  and  the  need  t< 
cut  risks  or  share  technology 

LARRAINE  SEGIL:  ORACLE  HAS  15,000  ALLIANC 

Bells  over  access  to  the  Baby  Bell's  network 
the  same  time,  these  companies  actively  cooperal 
wholesale  services.  The  relationships  are  far 
easy.  Says  Nalebuff,  "This  is  an  example  of, 
fighting  with  you  over  what  the  rules  of  the  j 
will  be — to  tilt  them  in  my  favor — but  in  the  it 
time  I  will  be  happy  to  work  with  you  to  play  h 
game  as  best  we  can.' " 

Another  example  of  the  complex  partnership  v 
is  how  Intel  and  Microsoft  cooperate  to  enhance 
Wintel  world,  which  combines  Windows  soft* 
and  Intel  chip  architecture.  Microsoft  and  Intel 
considered  one  of  the  most  successful  partnershij 
all  time.  Yet  they  compete  over  whose  stand 
will  rule  and  over  the  boundaries  between  hard 
and  software.  Intel  wants  more  competition  and 
er  prices  on  the  software  side,  while  Microsoft 
the  same  thing  on  the  hardware  side.  That  is  be' 
customers  who  are  buying  both  the  hardware  and  soft 
together  only  care  about  the  combined  price  of  the  bun 

Still,  the  success  of  the  Intel/Microsoft  combinati 
pears  to  be  the  exception  rather  than  the  rule.  Ma: 
servers  take  a  negative  stance  on  these  relationships 
say  partnerships  seldom  work,  and  cite  a  whole  h 
problems,  not  the  least  being  that  large  numbers  of  ne 
lationships  can  be  too  difficult  to 
age.  Andersen  Consulting  Mana 
Partner  Charles  Kalmbach  Jr.  says 
an  astonishing  61%  of  corporate 
nerships  are  either  outright  failure 
seen  as  "limping  along."  Part  of  the  problem  is  that 
51%  of  alliances  use  formal  performance  yardsticks, 
only  20%  of  executives  consider  such  yardsticks  reli 
barometers  of  success,  according  to  Kalmbach.  Some 
perts,  such  as  Professor  Bruce  Greenwald  of  Columbia 
versity's  business  school,  are  skeptical  about  the  alii 
boom.  He  sees  it  as  a  fad,  arguing  that  partnership  is  ji 
fancy  term  for  working  with  customers  and  suppliers.  T 
are  only  two  justifiable  reasons  for  creating  an  allia 


WHY  ALLIANCES  CAN  MAKE  MORE  SENSE  THAN  ACQUISITION 


•  Flexibility  and  informality  promote  efficiencies 

•  Access  to  new  markets  and  technologies 
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CORPORATE    FINANCE 


•  Ability  to  create  and  disband  projects  with  minimum  paperwork 

•  Multiple  parties  share  risks  and  expenses 

•  Partners  can  retail  their  independent  brand  identification 

•  Working  with  partners  possessing  multiple  skills  can  create  major  synergies 

•  Rivals  can  often  work  harmoniously  together 

•  Alliances  can  take  multifarious  forms,  from  simple  R&D  deals  to  huge  projects, 

•  Ventures  can  accommodate  dozens  of  participants 

•  Antitrust  laws  can  shelter  cooperative  R&D  activities 


to  create 


"I'm  like  a  financial  coach. 

I  encourage  clients 

a  game  plan  for  Hfe, 

make  the  Tlgnt  ITlOVeS,  execute  the  plan." 


^ 


I  is.i  shelton 
AXA  Ad 


"I  help  clients  look  at  the  things 
they  need  to  do  and,  just  as 
important,  at  the  things  they  want 
to  do."  Lisa  Shelton  is  one  oj  thou- 
sands of  AXA  Advisors' financial 
professionals  who  help  clients  meet 
their  long-term  goals.  "My  job  is  to 
help  them  create  a  plan,  guide 
them  and  encourage  them  to  stick 
with  it.  So,  over  time,  they  can 
retire  comfortably  or  maybe  travel 
the  world  the  way  they've  always 
wanted."  AXA  Advisors  is  part  of  the 
global  AXA  group  with  $650  billion' 
under  management.  Reach  one  of  us 
at  1(888)  4-AXA-ADV  (888-429-2238) 
or  visit  www.axa-advisors.com 
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says  Greenwalk:  cost  savings  achieved  through  economies  of 
scale,  or  access  to  proprietary  technology.  Rarely,  adds 
Greenwald,  do  alliances  improve  return  on  capital. 

Despite  these  detractors,  deals  continue  to  flourish  across  the 
board.  Take  Pam  Moret,  a  vice-president  of  variable  assets  at 
American  Express  Financial  Advisors,  in  Minneapolis,  whose 
company  was  looking  for  new  ways  to  stimulate  growth.  Tra- 
ditionally, she  says,  her  options  would  have  been  to  either 
buy  or  build.  But  now  there  is  a  third  option — "to  bond." 
American  Express  Financial  recently  struck  a  partnership 
with  its  archrival,  Charles  Schwab  Corp. 
American  Express  now  offers  Schwab's 
network  of  mutual  funds  to  its  own 
clients.  That  partnership  boosted  Ameri- 
can Express'  offerings  from  500  to  2900 
funds.  "In  many  ways,  we're  fierce  competitors ,"  says  Moret. 
But  she  adds:  "It  works  to  the  benefit  of  both  companies." 

Of  course,  the  issue  is  how  to  make  money  with  your 
partner.  In  a  traditional  joint  venture,  where  each  partner 
contributes  equity  and  together  creates  a  stand-alone  entity, 
success  or  failure  is  easy  for  the  world  to  see.  But  in  a 
loosely  formed  partnership,  results  can  be  tougher  to  gauge. 
It  can  be  hard  to  discern  if  a  marketing  alliance  really  en- 
hances a  company's  bottom  line  or  even  how  to  track  the 
costs  of  partnership.  For  instance,  it's  tricky  to  know  how 
much  management  time  is  spent  working  on  the  alliance,  or 
whether  a  joint  sales  force  is  selling  a  partnership  product  or 
a  proprietary  product. 

In  the  case  of  a  new  alliance  formed  by  Hewlett-Packard 
with     telecom     and     Internet     service     provider    Qwest 
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Up  to  61%  of  alliances  fail  or| 
limp  along,  says  one  expert. 
Rarely,  says  another,  do  the} 
improve  return  on  capital 

YALE'S  NALEBUFF  SEES  MARITAL  COMPLICATIO| 

Communications  International  Inc.,  there  will 
murky  questions  as  to  whether  then-  new  partnel 
succeeds  or  fails.  HP  only  gets  paid  if  the  partnei 
makes  money.  Instead  of  charging  Qwest  for  itf 
computers,  HP  has  given  Qwest  $500  million  wor 
server  hardware,  software,  and  services  for 
Together,  the  companies  have  created  a  busi| 
called  CyberCenters  offering  end-to-end  Interne 
lutions,  with  customer  service  available  24  hot 
day,  seven  days  a  week. 

CALM  SPIRITS.  Says  HP's  chief  marketing  officer 
Earle,  "this  is  a  pretty  significant  change  in  allial 
Most  people  talk  about  partnerships,  but  in  [ 
partnership,  we're  only  paid  if  we  make  moneyj 

Of  course,  traditional  joint  ventures  still  do 
despite  the  fact  that  parent  companies  can  sq 
times  cause  more  harm  than  harmony.  When  cc 
rate  parents  bicker,  joint  ventures,  like  children] 
often  get  caught  up  in  the  battle.  Executives! 
take  sides  with  one  parent  against  the  other.  ThJ 
suit?  A  joint  venture  that  has  lost  its  focus. 

Or  not.  For  contrast,  look  at  a  joint  venture 
tween  Guinness  and  lvmh  Moet  Hennessy 
Vuitton,  whose  partnership  continued  to  flourisl 
spite  a  nasty  scrap  between  its  parents.  Guinness| 
LVMH  formed  a  partnership  called  Schieffelin  & 
erset  for  marketing  and  distributing  spirits  inl 
U.S.  in  1987.  But  when  Guinness  announced  itf 
planning  to  merge  with  Grand  Metropolitan  Pi 
1997,  lvmh  execs  were  not  pleased,  lvmh  actively  trie| 
block  the  deal,  claiming  it  would  negatively  effect  its 
venture  with  Guinness.  Meanwhile,  despite  the  bitter  a| 
ments  between  its  parents  across  the  Atlantic,  the  Amer 
joint  venture  was  doing  just  fine,  thank  you.  "It  is  a  gooc 
ample  of  a  joint  venture  network  that  has  had  the  abilitl 
ride  out  tension  and  conflict  between  parent  company 
says  Kenneth  Mildwaters,  the  former  general  counse 
Guinness'  parent,  Diageo  PLC.  Mildwaters  says  the  reasonl 
venture  succeeded  is  that  senior  management  stayed  loy/ 
the  joint  venture,  not  to  either  G| 
ness  or  LVMH. 

The  bottom  line  is:  Do  partnersl 
create  value?  Despite  their  high  fai| 
rate,  many  senior  executives  are 
vinced  alliances  make  strategic  sense.  The  chief  executiv| 
Airbus  Industries,  a  marketing  consortium  made  up 
French,  British,  and  German  aerospace  companies,  says 
ropean  companies  are  increasingly  looking  to  partnership| 
enhance  the  bottom  line.  "It  is  partnerships  which 
helped  create  shareholder  value,"  says  ceo  Noel  ForgeardJ 
ferring  to  France's  industries  in  general  and  Airbus  in 
ticular.  For  instance,  says  Forgeard,  "It  is  obvious  none  of  | 
Airbus  partners  would  be  able  to  establish  a  company 
par  with  Boeing  in  a  world  market  by  themselves." 

"We  joke  that  business  isn't  war  and  it  isn't  peace — it's 
and  peace,  or  marriage,"  says  Nalebuff.  The  future  of  b\ 
ness,  concludes  Nalebuff,  is  that  fewer  companies  will  succ 
by  going  it  alone. 

By  Debra  Sparks  in  New 
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EGOS  ASIDE:  Ancient  rivalries  don't  keep  Murdoch  and  Malone  from  making  new  deals  when  the  terms  are  right 


LEGAL  FIGHTS  ARE  THE  STUFF  OF  HOLLYWOOD. 
And  while  Walt  Disney  Co.  Chairman  Michael  D.  Eisner 
and  DreamWorks  partner  Jeffrey  Katzenberg  were  publicly 
dueling  in  court  over  the  $250  million  Katzenberg  says  was 
owed  him,  their  companies  were  having  their  own  duel. 
Each  had  an  animated  movie,  featuring  ants.  Both  headed  to 
theaters  last  year  within  months  of  one  another.  But  even 
while  the  two  were  wrangling  on  two  fronts,  their  companies 
will  soon  share  mil- 
lions from  syndicating 
reruns  of  Spin  City, 
the  Michael  J.  Fox  sit- 
com that  DreamWorks 
makes  and  in  which 
Disney  invests. 

Indeed,  even  as  me- 
dia companies  battle 
with  one  another  for 
market  share  of  the 
box  office,  TV  ratings, 
or    a    place    on    Bill- 
board's Top  200,  they  are  increasingly 
forming  joint  ventures  or  investing  in 
one  another's  companies.  This  summer, 
studios  took  in  partners  to  make  such 
box  office  hits  as  Runaway  Bride  and  The  Sixth  Sense. 

And  in  media  ventures  that  dot  the  globe,  it's  just  as  like- 
ly that  News  Corp.  and  Viacom  Inc.,  which  own  rival  kids'  ca- 
ble channels  in  the  U.  S.,  will  jointly  own  the  British  version 
of  Viacom's  Nickelodeon  channel.  "Sometimes  you  have  to  grit 
your  teeth  and  treat  your  enemy  as  your  partner,"  says 
Frank  Biondi,  a  former  president  at  Viacom  and  Universal 
Pictures.  "No  one  ever  said  this  business  was  all  fun." 

With  foreign  markets  exploding  and  the  rush  of  new  tech- 
nology opening  up  distribution  avenues  faster  than  most 
moguls  can  calculate,  media  companies  are  rushing  to  find 
partners  in  as  many  new  areas  as  possible.  The  reason:  No 
one  is  sure  which  will  be  the  winning  avenue  to  consumers 
for  their  films,  TV  shows,  and  music  products. 


WHEN  OLD  FOES 
NEED  EACH  OTHER 

Media  alliances  pool  talent  and  cash  to  crack  Asian 
markets  or  open  new  distribution  networks 

Walt  Disney  Co 
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When  tiny  TiVo  Inc.  recently  went  looking  for  investor 
back  its  interactive  set-top  TV  box,  it  got  money  from 
NBC,  and  cbs,  as  well  as  Hughes  Electronics  Corp.'s  Dire 
satellite  service  and  three  cable  companies  with  whie 
competes.  "Today  the  race  is  to  grab  market  share,"  says  I 
C.  Hammer,  vice-president  at  investment  banker  Houli 
Lokey  Howard  Zukin.  "Technology  is  accelerating  that, 
companies  that  try  to  protect  their  crown  jewels  are  likel; 

lose  this  race." 

The  moguls  are 
listing     partners 
pry  open  tradition 
closed  Asian  mark 
News  Corp.  Chairr 
Rupert  Murdoch 
up  joint  ventures 
governments  or  hi 
ly  placed  individual; 
make   TV   shows   ; 
movies  in  China, 
donesia,     and     In 
is  seeking  partners 
a  new  theme  park  in  Hong  Kong, 
Viacom's  MTV  Networks  has  partner 
Brazil,  Australia,  and  elsewhere. 
Confronted  with  the  siphoning  off  of  its  viewers  to  cabk 
the  Internet,  General  Electric  Co.'s  NBC  unit  went  on  a  b 
ing  spree  that  started  in  1995.  It  began  with  a  joint  $500 
lion  investment  with  Microsoft  Corp.  to  launch  news  char 
msnbc  on  both  cable  and  the  Net.  Today,  nbc  owns  piece: 
such  disparate  media  properties  as  the  Bravo  and  Ameri 
Movie  Classics  channels,  Internet  site  autobytel.com, 
video  streaming  company  Intervu  Inc. 

Still,  no  one  seems  to  come  close  to  the  expansive  me 
holdings  of  former  cable  king  John  C.  Malone,  who  he 
AT&T's  independent  subsidiary  Liberty  Media  Group.  I 
second-largest  shareholder  in  both  Time  Warner  Inc.  ; 
News  Corp.,  Liberty  also  owns  pieces  in  half  the  industry's 
largest  cable  channels,  along  with  44%  of  TV  Guide  and  1 
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(We're  tearing  up  the  competition  one  customer  at  a  time.) 


Why  are  more  and  more  x  you-know-who  customers  turning  to  Savin  for  their  document 
output  needs?  We  think  the  answer  is  that  Savin  has  exactly  what  it  takes  to  win  people  over. 
After  all,  Savin  not  only  has  the  award-winning,  multi-functional  digital  imaging  systems 
today's  networked  offices  require,  we're  just  as  committed  to  becoming  the  fastest,  most  responsive 
name  in  the  business.  With  smart,  energetic,  highly-trained  Savin  professionals  willing  to  do 
^^^^^^  whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 

Li  fa  I i nd  out  more  about  Savin's  full  line  of  B&W  and  full-color  digital 

imaging  solutions,  as  well  as  our 
ft^r     unshakable  commitment  to  service, 
contact  us  at  1-800-234-1900  or 
www.savin.com.  We  think  it  will  be 
the  start  ol  a  great  relationship. 


sawn 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER ' 

SAVIN  CORPORATION.  333  LUDLOW  ST .  STAMFORD.  CT  06904 
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of  set-top  maker  General 
Instrument  Corp.  The 
concentration  of  so  much 
potential  -power  in  the 
hands  of  a  relatively 
small  number  of  media 
moguls  might  have  both- 
ered the  trustbusters  of 
int  utAL  a  old.  Dean  Alger,  author 

^^  [       tiny  Sunnyvale  of  the  recently  published 

ffialif  \  rnmnanw        Megamedia,  is  concerned 
about  the  "increasingly 
large   number   of  joint 
^       f     that  provides  ventures  and  equity  in- 

Tr"       interactive-TV  vestments,  linking  many 

^'  '"^       cprwirp  of  the  big  media  compa- 

nies in  multiple  ways . . . 
[Those  links]  on  top  of 
the  increasingly  extreme 
concentration  of  media 
ownership,  suggests  sig- 
nificantly compromised 
principles  of  marketplace 
competition." 

The  government  re- 
quired Malone  to  sign  an 
agreement  not  to  vote 
his  Time  Warner  shares 
but  has  required  no  sim- 
ilar restriction  on  his 
more  recently  acquired 
News  Corp.  shares.  Ap- 
parently persuaded  that 
the  rush  of  new  technologies  has  fragmented  the  viewing  au- 
dience, federal  regulatory  agencies  seem  inclined  to  allow 
most  of  the  deals  to  go  forward.  Even  AT&T's  recent  purchase 
of  cable  company  MediaOne  Group  Inc.,  combining  two  of  the 
nation's  two  largest  operators,  will  likely  pass  muster. 
STRANGE  TIES.  In  the  days  before  strik- 
ing a  $36  billion  deal  to  merge  with  Via- 
com, cbs  Chairman  Mel  Karmazin  talked 
boldly  of  a  deal  that  would  join  his  net- 
work with  NBC.  The  notion  of  a  union 
between  rivals  nbc  and  CBS  doesn't  seem  so  far-fetched  these 
days  compared  to  the  duo  of  Ted  Turner  and  Rupert  Mur- 
doch, often  bitter  rivals  who  now  have  been  forced  to  work 
together.  The  two  men  openly  sparred  over  Murdoch's  plan  to 
take  on  Turner's  CNN  with  a  cable  news  channel  of  his  own 
but  later  joined  forces  to  launch  a  music 
channel  in  Europe.  The  Murdoch-controlled 
BSkyB  satellite  distributes  Turner  cable 
channels  in  Britain.  In  Asia,  Murdoch's  Star 
TV  service  jointly  operates  a  sports  service 
with  espn,  the  Disney  unit  that  battled 
with  Murdoch's  Fox  Sports  cable  service 
over  sports  rights  in  the  U.  S. 

Media  joint  ventures  and  partnerships 
don't  always  work  smoothly.  Universal  Pic- 
tures and  Paramount  Pictures  Corp.,  one- 
time partners  in  the  USA  cable  network, 
battled  when  Universal  forced  the  channel 


THE  DEAL  A 

tiny  Sunnyvale 
(Calif.)  company 
that  is  develop- 
ing a  set-top  box 
that  provides 
interactive-TV 
service. 

WHY  This  summer,  TiVo 
raised  $32  million  in  private 
placements  from  CBS,  NBC, 
Disney/ABC,  Hughes's 
DirecTV  satellite  service,  and 
cable  company  Comcast. 

SIGNIFICANCE  All  of  these 
companies  compete  with  one 
another.  But  by  collaborating, 
they  wanted  to  make  sure 
that  they  wouldn't  be  left  out 
when  this  new  interactive 
technology  came  into  being. 

DATA:  BUSINESS  WEEK 


Seagram  thought  would 
compete  against  USA. 
The  two  sides  settled, 
and  Seagram  purchased 
Viacom's  50%  of  USA. 
"You  always  find  your- 
self walking  a  fine  line," 
says  Jeff  Shell,  president 
of  Fox  Sports  Networks, 
the  News  Corp.  unit 
whose  partners,  through 
the  Rainbow  Program- 
ming coalition,  include 
cable  operator  Cable- 
vision  Systems  Corp. 
and  nbc.  "Everyone  has 
their  own  agenda,  but  in 
the  end  it  works  because 
both  sides  believe  in  the 
overall  mission.  In  fact, 
the  partnership  was 
formed  because  both 
sides  needed  the  other." 
For  Rainbow  and  Lib- 
erty Media,  its  onetime 
partner,  rising  sports 
programming  costs  were 
cutting  into  earnings  of 
their  local  sports  chan- 
nels. Fox  created  the  af- 
filiates to  sell  advertis 
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THE  DEAL  In  1996,  NBC 
and  Microsoft  created  a 
50-50  joint  venture  to  oper- 
ate an  all-new  cable  channel 
and  online  site  to  go  with   • 


THE  DEAL  The  venerable 
publication,  44%  owned  b: 
News  Corp.  and  AT&T's  Lit 
erty  Media  unit,  had  com 
bined  their  sports  channel: 
to  form  Fox  Liberty.  When 
Liberty  sold  its  50%  stake 
News  Corp.,  its  name  was 
changed  to  Fox  Sports.  Thi 
two  companies  have  receu 
announced  plans  to  merge 
TV  Guide  with  Gemstar,  ea 
taking  19%  stakes  in  the  e 
larged  company  that  will 
make  electronic  interactive 
program  guides  in  addition 
its  magazine 

SIGNIFICANCE  The  deal  i 
one  of  several  joint  venture 
struck  by  rogue  media 
moguls  John  Malone  and 

ing"timJ"onVhe"national      Rupert  Murdoch. 

programming  it  intend-  data;  business  week 

ed  to  create. 

No  company  has  bulked  up  with  disparate  pieces  be 
than  Barry  Diller's  USA  Network  Inc.,  however.  Bet 
that  the  onetime  head  of  Fox  Inc.  will  turn  the  Home  S 
ping  Network  Inc.  into  a  major  media  company,  inves 
have  traded  in  their  own  assets  f 
piece  of  his  company.  Today,  Dil 
major  investors  include  Universal 
ent  Seagram,  Liberty  Media,  and 
Allen.  Each  of  Diller's  investors  1 
competing  interests.  And  they  don't  always  agree 
Diller.  Last  year,  Seagram  stopped  Diller  from  buying 
for  fear  its  effective  45%  stake  would  be  diluted.  That 
n't  stopped  Diller  from  continuing  to  look  for  new  j 
ners  for  his  company's  13  TV  stations,  including  a  long 
mored  deal  to  create  a  joint  venture  \ 
the  ABC  stations.  That  deal  is  said  tc 
caught  up  in  dueling  egos,  with  each 
unwilling  to  cede  control  to  the  other 
time,  they  will  likely  agree  to  pool  theii 
terests.  And  why  not?  They  need  c 
look  at  their  fellow  media  moguls 
are  rushing  to  join  one  another  before 
too  late  to  find  a  willing  partner.  An 
hardly  seems  to  matter  that  Diller 
Disney's  Eisner,  who  worked  together 
more  than  20  years  at  both  ABC  and  P; 
mount,  spent  much  of  the  later  1980s 
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to  air  episodes  of  Major  Dad  when  it        NBC  S  broadcast  network.  happy  with  each  other.  In  mid-Septem 


couldn't  get  TV  stations  around  the  U.  S.  to 
buy  the  reruns.  That  saddled  USA  with  $15 
million  in  write-downs,  former  execs  recall. 
Eventually,  the  two  sides  wound  up  in 
court:  Universale  new  owner,  Seagram  Co., 
sued  to  stop  Viacom,  Paramount's  parent, 
from  launching  new  cable  channels  that 


SIGNIFICANCE  The  outlet 
was  the  first  to  attempt  to 
program  for  the  expected 
convergence  of  TV  and  the 
Internet. 

DATA;  BUSINESS  WEEK 


the  two  men  were  part  of  a  small  grou] 
media  moguls  who  toured  Ireland  by 
cycle  for  a  few  days.  Nothing  like  a  l 
trip  through  the  Irish  countryside  to  m 
partners  out  of  competitors. 

By  Ron  Grover  in  Los  Angeles 
Richard  Siklos  in  New  York 
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Why  these  Internet  services  outperform  yours 


With  10.5  Gbps  capacity,     <ZP' 

Hotmail 

257  peering  relationships  and 
DoufaleCliCK   a  global,  one-hop 
network,  we  provide     g^g    the 

NETSCAPE" 

connections  to  make  sure  all 
these  f^fc     &    Web  services 
always  deliver.  Streaming  media. 
Voice-over  IP.     fj^f   Distance 
medicine  and  learning.  Gaming. 
WebMD"  E-Commerce.  With 
us,  they  have  the  headroom  they 
need  no  dEP^i?  matter  how 


tall  the  spikes  get.  J^ 
If  you'd  like  to  plug  into  clearly 
*^     superior  connectivity, 
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co-location  facilities,  and  technical 
services  I11*"  to  assure  your 
own  outstanding  performance, 
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www.above.net 


Internet  spikes?  No  problem. 
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Reliable.  Manageable 
Scalable.  Affordable. 


(Congratulations,  you  finally  met  the  server  of  your  dreams.) 


dd 


pentium®##> 


0j 


7200  Expandable  Workgroup  server 
(at  an  entry-level  server  price) 

•  Easy  set  up  and  manageability  features 

•  Upgradeable  to  hot-swappable 
hard  drives 

•  Integrated  10/100  Ethernet  adapter,  2MB 
video  controller  and  dual  channel  Ultra2 
SCSI  controller 

•  Expansion  capacity  for  over  100GB  hard 
disk  storage 

•  lOOxMHz  ECC  SDRAM  memory 
(scalable  to  1GB) 

•  Starting  at  $1640  (with  single  9GB  hard 
drive,  Intel"  Pentium®  III  processor 
450MHz  based  tower  chassis,  64MB 
memory) 


8200  Ultrascalable  Departmental  serv 
(at  a  workgroup  server  price) 

•  Expandable  to  up  to  12  hot-swappable 
drives  w/capacity  up  to  324GB 

•  400W  hot-swappable  power  supply 
(optional  dual,  redundant,  400W  hot- 
swappable  load-sharing  power  supplies 

•  Load-sharing,  redundant  power  supplie 

•  Integrated  10/100  Ethernet,  2MB  video 
controller  and  dual  channel  Ultra2 
SCSI  controller 

•  Also  available  in  4U  rack  configuration 

•  Starting  at  $2599  (with  single  9GB 
SCA  hard  drive,  Intel®  Pentium®!!!  proce 
450MHz  based  tower  chassis,  128MB 
memory) 


Ad  Code:  000 
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©  1 999  Gateway.  Inc.  All  rights  reserved.  Gateway.  InlorManager.  the  Gateway  stylized  logo  and  Gateway  Country  are  trademarks  or  registered  trademarks  ol  Gateway,  Inc.  The  Intel  Inside  logo,  Intel  and  Pentium  are  registered  trademarks,  and  Pentium  III  Xeon  is  a  trademark 
Corporation.  All  other  brands  and  product  names  are  ttademarks  or  registered  trademarks  ol  then  respective  companies.  Many  products  ate  engineered  to  Gateway  specilications.  which  vary  tram  retail  versions.  Prices  exclude  shipping  and  handling  and  lanes.  Prices  and  conligu 

lobjeci  to  change  without  notice  ot  obligation.  I.  Call  1 -800-GATEWAY  or  write  to  Gateway  Terms  &  Conditions,  P.O.  Box  1951,  North  Sioux  City,  SD  57049-1951  lor  a  free  copy  of  our  limited  warranties  and  on-site  se  , 
agreements.  You  may  be  asked  to  take  your  PC  to  a  Gateway  location  for  warranty  service.  On-site  customers:  If  Gateway  determines  on-site  service  is  necessary,  it  will  be  provided  for  product  in  the  contm 
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but  they're  made  by  Gateway,  which  means  you  get  more.  Client  care  packages. 

Gateway  Business  Solutions™  Centers.  Leasing  options.  Outstanding  service.  Not  to  mention, 

a  relationship  that  will  grow  with  your  business.  When  you  buy  from  Gateway,  you're  not  only 

getting  the  best  technology  for  your  business,  you're  getting  peace  of  mind  to  go  with  it. 


Stable  platforms  with  an 
18-month  lifecycle 

Built  with  reliable, 
industry-standard  technology 

24/7  basic  tech  support  and 
3-year  limited  warranty  with  on-site 
service.  Available  four-hour  on-site 
with  parts  option1 


•  Multi-processor  capable 

•  InforManager™  integrated  SNMP- 
compliant  server  management  system 

•  Microsoft®  Windows  NT®  server, 
Novell®  Netware®  and  SCO®  Unix® 
certified. 


ILL 


188-888-0450 


9250R  Rack-mounted 
Enterprise-class  server 

•  411  (7-inch)  rack  optimized  chassis 

•  Low  profile  four-way  capable 
Intel"  Pentium'  III  Xeun1" 
processor-based  server 

•  High  value  with  uncompromised 
performance 

•  Scalable  to  4GB  of  RAM 

•  Utilizes  slim  line  CO-ROM  and  floppy 
drive  for  maximum  space  efficiency 

•  Starting  at  $5599  (with  single  9GB 
hard  drive,  one  Intel  Pentium  III 
Xeon1"  processor  550/512, 
256MB  memory) 


Gateway 

4/TM 

Connect  with  us. 


CLICK 


www.gateway.com 


OR  COME  IN  TO  A  GATEWAY  BUSINESS  SOLUTIONS'"  CENTER 


Gateway  Country" 


I  Slates.  Alaska.  Hawaii.  Puerto  Rico  and  Canada  (excluding  mice,  keyboards,  portable  docking  stations,  external  peripherals  and  monitors).  AIR  Server  4-hour  dispatch  customers:  Gateway  will  attempt  to 
*>  'e  your  issue  remotely.  II  this  is  not  possible.  Gateway  will  dispatch  a  technician.  Gateway  cannot  guaiantee  that  your  issue  will  be  resolved  in  any  particular  time.  4-hour  dispatch  service  is  not  available  in 
A  rations.  See  agreements  tor  specific  terms  and  limitations. 
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COMPANIES  IN  FEW  INDUSTRIES  COMPETE  AS 
fiercely — or  collaborate  as  effectively — as  those  in  pharma- 
ceuticals. From  narrowly  drawn  co-marketing  pacts,  in  which 
outfits  team  up  to  sell  particular  medicines,,  to  full-blown 
joint  ventures  that  have  their  own  managements  and  opera- 
tions, drugmakers  embrace  a 
full  menu  of  alliances.  And 
while  the  industry  boasts 
some  of  the  most  profitable 
and  amicable  pacts  in  Corpo- 
rate America,  it  is  also  home 
to  some  of  the  biggest  and 
most  rancorous  failures. 

Johnson  &  Johnson's  al- 
liance with  Merck  &  Co.  in 
the  marketing  of  Pepcid  At ;  is 
a  classic  win-win.  With  Merck 
as  developer  of  the  stomach- 
distress  remedy  and  J&J  as 
marketer,  they  have  driven 
the  product  to  No.  1.  The  pair- 
ing has  worked  because  of 
clearly  defined  roles,  common 
interests,  and  hands-on  man- 
agement. "The  elements  that 
make  a  joint  venture  success- 
ful are  listening,  paying  atten- 
tion, spending  time,  and  hav- 
ing the  right  chemistry  on  a 
personal  level,"  says  Merck 
Chief  Financial  Officer  Judy 
C.  Lewent,  who  guided  the 
deal  for  her  company. 

But  J&J  has  also  seen  just 
how  sour  a  corporate  partner- 
ship can  go.  Since  at  least 
1995,  the  New  Jersey  giant 
has  been  at  war  with  Amgen 
Inc.,   the   California  biotech 
outfit,  over  their  14-year-old 
alliance  to  market  the  blood- 
bolstering  treatment  erythro- 
poietin. Nasty  legal  actions, 
arbitration,  and  vicious  com- 
petition in  the  marketplace 
have  doomed  the  relationship.  The  prob- 
lem: unforeseen  market  changes,  mis- 
trust, and  plenty  of  arrogance  on  both 
sides.  "There  has  been  continual  dis- 
agreement throughout  their  history,"  says  Elise  T  Wang,  a 
biotech  analyst  at  Paine  Webber  Group  Inc. 

When  things  go  wrong  in  corporate  alliances,  there's  usually 
plenty  of  blame  to  go  around.  J&J  and  Amgen  have  never 
treated  each  other  as  equals.  Instead  of  agreeing  to  share  their 
gains  evenly,  J&J  has  landed  most  of  the  sales  of  its  version  of 
the  $3.7  billion  medicine  by  selling  it  for  chemotherapy  and 


VOLATILE 
COMBOS 

Pharmaceutical  alliances  can  boost  both 
players'  health-or  drag  them  both  down 
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other  broader  uses,  while  Amgen  has  been  left  with  the 
tively  smaller  dialysis  market.  Worse,  the  companies  h? 
seen  eye  to  eye  on  collaboration  for  follow-on  products 
why  Amgen  wound  up  going  to  arbitration  and  last  Dece 
won  the  right  to  sell  a  chemically  similar  medicine  that 

a  key  edge  over  the  ci 
formula — once-a-week  us 
stead  of  daily.  Arbitr 
ruled  that  the  new  for: 
tion  was  different  enou 
fall  outside  the  licensing 
between  Amgen  and  J&J. 
To  be  sure,  animosity 
be  inevitable  among  co 
nies  that  normally  com 
against  one  another.  But 
ners  overcome  that  bee 
they  have  powerful  mi 
needs  they  can't  meet 
rately.  "You  really  need  t 
cus  on  what  each  party  bi 
to  the  relationship,"  says 
er  Inc.  President  Henr 
McKinnell.  "There  has  1 
a  recognition  of  each  ot 
capability."  Pfizer  teame( 
with  Warner-Lambert  G 
market  cholesterol-redu 
megadrug  Lipitor,  now  j 
billion  seller.  Warner-Lam 
brought  the  medicine;  P 
added  sales  firepower.  "A 
ways,  we  started  out  a  1 
suspicious  of  each  other.  J 
we've  expanded  the  relal 
ship,"  says  McKinnell. 
gotten  to  be  a  win-win." 

But  maybe  the  bigj 
problem  arises  when  opin 
are  too  similar.  In  Septen 
three  Japanese  drugmake 
Takeda  Chemical  Industi 
Eisai,  and  Daiichi  Pharma 
tical — agreed  to  plead  g\ 
to  U.  S.  antitrust  violat: 
and  pay  some  $137  million  in  what  I 
Justice  Dept.  officials  say  was  a  gl 
price-fixing  conspiracy  over  vitam 
Last  spring,  Switzerland's  F.  Hoffm; 
LaRoche  and  Germany's  BASF  agreed  to  pay  some  $725 
lion  for  their  alleged  roles  in  the  conspiracy. 

For  drugmakers  and  consumers  alike,  collaboration 
sometimes  be  a  costly  problem.  A  little  suspicion  may  1 
good  thing. 

By  Joseph  Weber  in  Toro 
with  Amy  Barrett  in  Philadelj. 


TEAMWORK 


Successful  partnerships  between  rival  drugmakers  require  clearly  defined  roles,  common 
interests,  and  hands-on  management.  Dealbreakers:  Conflicting  aims,  mistrust,  and  arroganc 


WINNER 
JOHNSON  &  JOHNSON/MERCK 

Merck  contributed  its  prescription 
drug  Pepcid  so  J&J  could  market  it 
as  an  over-the-counter  remedy.  The 
drug  is  a  home  run:  It  dominates 
the  lucrative  world  of  OTC  stomach- 
distress  remedies. 


MISMATCH 

JOHNSON  &  JOHNSON  AMGEN 

J&J  helped  commercialize  Amgen's 
blood-bolstering  treatment  erythropoi- 
etin. But  the  partners  squabbled  over 
sales  rights  and  a  follow-on  drug, 
even  taking  each  other  to  court. 

DATA:  BUSINESS  WEEK 


DIVORCE 

ASTRA/MERCK  They  turned  ulcer 
medicine  Prilosec  into  the  world's 
best-selling  drug.  But  Astra  and 
Merck  have  undone  this  alliance. 
Astra  wanted  to  merge  with 
Zeneca.  Its  exit  will  cost  Astra 
more  than  $5  billion. 
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TRUST  IS  THE  CORNERSTONE  OF  EVERY 
SUCCESSFUL  PARTNERSHIP 


PeopleSoft  is  well  positioned  to  emerge  as  a  leader  in  eBusiness  software  solutions.  In  our  position  as  a  global 
leader  in  ERP  and  eBusiness,  we  view  our  alliance  with  PeopleSoft  as  an  essential  part  of  our  strategy. 

Scott  Hartz- Managing  Partner,      n     H1/T  rr>  — » 

Global  Costing  PRICWATeRHOUSECcOPERS  ® 
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PeopleSoft  is  a  market  leader  in  analytic  applications  with  its  Enterprise  Performance  Management  product 
family.  As  a  co-developer  of  these  Internet-enabled  products,  KPMG  has  found  PeopleSoft  to  be  an  outstanding 
partner.  We  see  these  applications  as  the  cornerstone  of  effective  business  management  for  our  mutual  customers 
in  the  next  millennium. 


Rod  McGeary -Vice  Chairman,  Consulting 
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PeopleSoft  provides  compelling  and  easy  to  use  enterprise  business  applications.  Our  business  alliance  with 
them  has  been  mutually  beneficial.  Organizations  would  do  well  to  consider  PeopleSoft  solutions  as  a  foundation 


for  their  Internet  and  eBusiness  deployments 


JJ 


Pat  Loconto-CEO 


Deloitte 
Consulting 
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PeopleSoft  is  a  leader  in  enterprise  applications  that  form  a  clear  foundation  for  e-business.  The  partnership 
of  IBM  Global  Services  and  PeopleSoft  delivers  technology  solutions  that  provide  real  business  results  fast 

=====       Doug  Elix-General  Manager, 
===?=T=      IBM  Global  Services,  Americas 
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We  at  Arthur  Andersen  see  PeopleSoft  as  one  of  the  clear  leaders  in  the  field  of  Internet-enabled  eBusiness 
software  solutions.  The  partnership  between  Arthur  Andersen  and  PeopleSoft  underscores  the  commitment, 
value,  and  global  capabilities  we  will  continue  to  bring  to  our  joint  customers. 


)> 


Chuck  Ketteman-Global  Managing  Partner,       ARTHUR 
Business  Consulting  ANDERSEN 


Applications  for  eBusiness" 


www.peoplesoft.com 


888.773.8277 
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e.biz  Live 

October  21,  1999 

Hyatt  Regency  McCormick  Place 

Chicago,  IL 
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COMPAQ     CyberSource 


Come 


"**~ 


a  revolution  in  progress.  The  Internet  is  reshaping  Amer 
isinesses  from  top  to  bottom.  If  your  company  is  to  survive  and  prosper,  you 


a  purpose,  a  vision.  Start  here. 


% 


JOin  prominent  e-business  leaders  and  strate- 


America  Online,  Columbia  Holfce,  Federal  Express,  and 
Sports  Illustrated,  as  well  as  e-pioneers  including 


.jl     Enrollment  is  free,  but  strictly  limited  to  250  executives.  One  call  reserves  your  seat. 

Call  800-682-6007  to  register  or  get  more  information. 
Or  register  online  at  www.conferences.businessweek.com/1999/ebiz. 
To  get  the  latest  on  the  conference  program,  visit  the  conference  website, 

or  call  800-682-6007  and  ask  for  document  #110. 
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expense  management  solutions: 
corporate  purchasing  card 
corporate  card 

business  travel 

consulting 

global  information 

online  business  center 
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Are  everyday  business  costs  bigger  than  they  need  to  be? 

traducing  American  Express-expense  management  solatia •«■"*'&' 
imruuui.u  y  \A/nrLs«    nur  new  online  business  center  - 

to  help  save  goa  moneg  in  Wags  you  never  though,  possible. 


do 


more  - 


Call  1  SOOAXP-1200,  ,xi.  IS,  or  visit  www.am.rlcan.xpr.ss.com 
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EART  OF  THE  MATTER:  When  tiro  rival  AM*  hospitals  set  up  a  cardiac  facility  together,  fees  soared 


WHEN  IS  COZY 
TOO  COZY? 

As  alliances  flourish,  regulators  are  clarifying  what 
is  cooperation-and  what  is  collusion 


|AT  HAPPENS  TO  HEALTHY  RIVALRY  WHEN 
rn  enemies  climb  into  bed  together?  Maybe  closely  guard- 
lecrets  are  suddenly  shared.  Maybe  competition  morphs 
j  collaboration — or  even  collusion.  For  two  airlines,  perhaps 
Ks  become  too  cozy  when  they  decide  to  cooperate  in 
png — and  dominating — a  lucrative  route  together.  Or  a 
|ip  of  manufacturers  turns  its  joint-research  forum  into  a 
iidly  agreement  on  how  to  price  competing  products. 
Is  a  growing  number  of  rivals  rush  to  form  strategic  al- 
lies and  joint  ven- 
ts, critics  are  start- 
Ito  worry  about  the 
|act  on  competition, 
at  the  same  time, 
specter    of   global 
[petition  has  prompt- 
Vovernments  to  actu- 
encourage  enemies 
sam  up  for  research 
Lint  ventures  that  in- 
fee  a  country's  com- 
tive  edge.   Regula- 
,  of  course,  discourage  schemes  that 
ice  consumer  options  or  price  compe- 
n.  Witness  the  recently  unveiled  con- 
acy  of  the  world's  big  vitamin  makers 
■ting  prices  and  market  share  for  their  bulk  product,  a 
I  drama  that  played  out  behind  closed  doors.  But  regulators 
t  always  subject  ad  hoc  partnerships  to  the  same  scrutiny 
n  outright  merger  or  acquisition — even  though  the  conse- 
jces  of  such  partnerships  can  be  equally  dramatic  in  the 
kit  place.  The  problem:  The  difference  between  disguised 
Dial  behavior  and  sanctioned — even  encouraged — alliances 
not  be  all  that  clear. 

THIN  LINE.  At  the  very  least,  regulators  have  to  keep  a 
■T  eye  On  how  far  the  alliances  can  go.  On  Oct.  1,  the 
jural  Trade  Commission,  in  consultation  with  the  Justice 
•t.,  dratted  its  long  awaited  "Antitrust  Guidelines  for  Col- 
■ratiuns  Among  Competitors."  The  goal;  says  iTc  Chair- 
i  Robert  Pitofsky,  is  not  to  discourage  such  partnerships 
to  define  which  ones  preserve  or  even  promote  competi 

— and   which   do   not.    In   his   mind,   the   confusion   about 

dation  may  be  fueling  needless  fears  among  possible  par 

•ants.  "Some  people  tell   they  didn't   know   the  line  between 
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legal  and  illegal  activity,"  says  Pitofsky,  "so  they  were  pass- 
ing up  the  opportunity  to  get  involved  in  joint  ventures." 

But  the  line  can  be  fuzzy  indeed.  One  example  of  such  ques- 
tionable behavior  involved  St.  Francis  Hospital  and  Vassar 
Brothers  Hospital,  the  only  two  acute-care  hospitals  in  Pough- 
keepsie,  N.Y  Several  years  ago,  the  fierce  rivals  each  wanted 
to  start  a  cardiac  catheterization  lab,  but  state  health  depart- 
ment officials  said  the  town  only  needed  one  and  suggested  a 
joint  venture.  So  they  set  up  a  not-for-profit  entity  called  Mid- 
Hudson  Health  to  han- 
dle the  lab  and  a  few 
other  specialized  services. 
Over  time,  they  moved 
to  centralize  some  ad- 
ministrative functions 
and  purchasing  through 
Mid-Hudson.  They  also 
designated  one  St.  Fran- 
cis executive  to  negoti- 
ate all  contracts  with  in- 
surers for  the  competing 
facilities  when  the  state 
deregulated  hospital  insurance  fees  in 
1997.  The  result?  Hospital  charges  that 
soared  409c  or  more  above  the  averages 
for  nearby  New  York  City  and  Westches- 
ter County,  according  to  New  York  Attorney  General  Dennis  C. 
Vacco,  who  filed  an  antitrust  suit  against  the  duo  last  year. 

The  case  is  still  in  the  courts,  but  hospital  officials  continue 
to  insist  that  they  can  collaborate  and  compete  at  the  same 
time.  They  argue  that  the  venture  has  enabled  them  to  develop 
top-class  facilities  normally  found  only  in  large  cities.  Vassar 
Brothers,  for  one,  now  has  the  funds  to  build  a  $70  million  wing 
that  will  include  luxury  maternity  suites,  facilities  for  open- 
heart  surgery,  and  a  cancer  clinic.  "Without  the  money  we 
saved  through  Mid-Hudson  Health,  we  would  never  have  been 
able  to  do  this,"  says  Vassar  spokeswoman  Jeanine  Agnolet.  St. 
Francis  has  its  own  expansion  plans.  And  each  player  can 
develop  specialties  that  don't  step  too  often  on  the  other's 
feet.  The  losers  may  be  health  insurers  and  managed  -care 
groups,  which  can't  squeeze  out  better  prices  by  dealing  with 
each  facility  separately.  But  Agnolet  argues  that  insurers  are 

reaping  the  benefits  of  joint  services  without  wanting  to  ne- 
gotiate joint  fees.  As  she  puts  it:  "They  just  want  to  pit  us 
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Deutsche  Telekom  is  shaping  the 
future  of  telecommunications 
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As  telecommunication,  change  the 
world,  Deutsche  Telekom  continues  to 
shape  that  change.  One  of  the  d 
range  providers  in  the  industry,  we 
offer  unmatched  products  and 
expertise  to  create  integrated  solutions 
that  meet  our  customers'  most 
complex  needs-whether  they  require 
voice  and  data  communications, 
e-commerce  and  business  solutions, 
or  convergence  technologies  such  as 
wireless  data. 


Strategic  innovation  fuels  our 
success 

We  helped  develop  the  leading 
international  standard  for  cellular 
telephony  and  were  among  the  first 
to  deliver  it  to  the  mass  market. 
Today,  we're  building  nationwide  DSL 
access  in  Germany  as  part  of  an 
internationally  unparalleled 
infrastructure  project.  We're  also  the 
world's  market  leader  in  digital  access 
lines  (ISDN),  the  largest  Internet 
Service  provider  in  Europe  and  the 
second-largest  in  the  world-putting 
us  at  the  forefront  of  high-growth 
consumer  multimedia 
and  Internet  markets. 


Committed  to  global  growth 

And  we  continue  to  grow.  Our 
acquisition  of  One20ne,  a  leading 
British  cellular  company,  added 
another  element  to  our  holdings  in  24 
countries,  which  include  majority 
interests  in  companies  with 
1 1  million  cellular  customers  in 
Europe. 


1998  Financial  Data 

Revenue:  $41.69  billion  (+3.4%) 

EBITDA:  $20.33  billion  (+1 .6%) 

Earnings  before  taxes: 

$5.96  billion  (+38%) 

Net  income  of  the  Group: 

$2.62  billion  (+33%) 

Staff:  1 79,000  (-6.2%) 

Revenue  per  employee: 

$215,900(+9.4%) 

Earnings  per  share:  $0.95  (+77%) 

Market  Cap  ( 1 0/99):  $  1 22.9  billion 

(+60%  from  10/98) 

Dividend  per  share:  $0.72 

To  find  out  more  about  the  company 
that's  shaping  the  future,  contact  us. 

1-877-FOR-DTNA 
1-877-367-3862 

www.telekom.de/international 

Deutsche  Telekom 
North  America 
280  Park  Avenue, 
26th  Floor 
New  York,  NY  10017 

DT 

NYSE 


Deutsche  rri 
Telekom    "J." 


against  each  other."  In  a  small  town  like  Poughkeepsie,  she  ar- 
gues, rivals  have  to  work  together  to  deliver  the  best  services. 

But  most  partnerships  are  rarely  so  cozy.  More  common 
are  reluctant  liaisons  between  players  who  can't  afford  to 
tackle  a  project  on  their  own.  A  typical  deal:  research  and  de- 
velopment that's  normally  too  prohibitive 
for  one  company  to  bear.  Regulators 
rarely  worry  about  such  arrangements. 
In  fact,  they  encourage  it.  Otherwise, 
exploratory  research  might  never  be 
carried  out,  and  niche-market  products  never  manufactured. 

For  an  alliance  between  rivals  to  sit  well  with  regulators, 
there  often  must  be  some  evidence  of  necessity  or  common 
good.  During  the  1970s,  for  example,  auto  manufacturers 
worked  together  on  producing  cleaner-burning  car  engines. 
The  problem  is  when  companies  cloak  anticompetitive  behavior 


For  joint  ventures  to  pass  muster, 
competitors  should  do  something 
together  they  can't  do  alone 

THE  FTC'S  PITOFSKY:  ENCOURAGING  PARTNERSHIPS 

in  the  guise  of  a  narrow  partnership.  For  such  venture] 
work,  they  usually  must  involve  having  competitors  do  so 
thing  together  that  neither  would  do  alone.  Otherwise,  | 
intentions"  might  be  seen  to  be  more  dubious.  "You  can't 
price  fix  and  call  it  a  joint  venture,"  says    Peter  C.  Wa 
antitrust  lawyer  with  Baker,  Donelson,  Bearman  &  Caldwe| 
Nashville  and  former  FTC  counsel.  When  the  actions  sta 
look  like  a  unified  operation,  regulators  may  perceive  the 
as  more  of  a  marriage.  Regulators  say  that  they're  de| 
mined  to  crack  down  on  partnerships  that  result  in  redi 
competition.  "We  want  people  to  know  we  will  enforce  I 
law  as  appropriate,"  says  the  ftc's  Pitofsky. 
PRICE  CONCERNS.  Critics  see  the  greatest  need  for  cla 
in  joint  marketing  ventures,  which  can  affect  how  competil 
price  their  products  or  divide  market  share.  "That  imml 
ately  raises  the  eyebrows  of  enforcers,"  says  Ira  M.  Millst) 
a  lawyer  and  professor  in  competitive  enterprise  and  str| 
gy  at  Yale  University.  "Once  these  partnerships  touch: 
price,  you  have  an  added  concern." 

While  any  deal  between  direct  competitors  will  raise 
trust  concerns,  regulators  seem  eager  to  boost  the  ones 
work.  Collective  research  can  encourage  innovation,  wl 
collective  product  development  can  be  good  for  U.  S.  trade.f 
deed,  the  ftc  and  Justice  seem  less  concerned  about 
growth  in  such  alliances  than  in  whetJ 
they're  actually  growing  fast  enough| 
their  draft  guidelines,  the  agencies  de 
"safety  zones"  of  acceptable  acti\ 
Competitors  can  be  relatively  confic 
that  their  partnership  will  pass  muster  if,  together,  tl 
don't  control  more  than  20%  of  the  market  being  affected, 
even  enemies  can  become  fast  friends  when  their  mutuall 
terests  align.  The  real  challenge  for  regulators  is  to  make 
that  these  new  partners  don't  gang  up  on  the  consumer. 
By  Diane  Brady  in  Greenwich,  Co 
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HOW  THE  TRUSTBUSTERS  SEE  IT 


WHATS  O.K. 


WHATS  NOT  O.K. 


GE  AIRCRAFT  ENGINES/PRATT 
&  WHITNEY 

Joint  venture  to  develop  and  sell 
a  new  engine  for  the 
Airbus  "super-jumbo"  A3XX 
Why  Approved:  Hefty  develop- 
ment costs,  limited  market;  Rolls 
Royce  will  have  a  rival  engine 


AMERICAN  EXPRESS/TATA  FINANCE 

Joint  venture  to  provide  money-changing  and 
foreign  exchange  services  in  India 
Why  Approved:  Marriage  of  expertise,  capital,  and 
growth  in  a  new  market 

MICROSOFT/LYCOS  EXCITE/TICKETMASTER/DELL 

Alliance  to  form  an  online  auction  network  with  Fairmar- 
ket  Inc.,  featured  in  Web  sites 
Why  Approved:  Faces  formidable  competitor  eBay; 
limited  pooling  of  resources 


^** 

-  j3 

)     1  pIH 

ANHEUSER-BUSCH/ ANTARCTIC! 

Anheuser  takes  a  5%  stake  in 
Antarctica  beer,  with  an  option  to| 
buy  30% 

Why  rejected:  When  Anheuser  de 
dined  to  go  to  30%,  Brazilian 
antitrusters  ended  the  deal 


BRITISH  AIRWAYS/AMERICAN  AIRLINES 

Sweeping  alliance  that  would  allow  duo  to  cooperate  on 
fares  and  capacity  on  key  routes 
Why  rejected:  U.S.  regulators  cited  need  for  greater 
access  to  other  carriers  at  London's  Heathrow  Airport 


ST.  FRANCIS  HOSPITAL/VASSAR  BROS.  HOSPITAL 

Two  Poughkeepsie  (N.Y.)  hospitals  cooperate  on  facility.p 
negotiate  unified  rates  and  services 
Why  rejected:  State  officials  said  charging  one  price 
while  keeping  separate,  competitive  facilities  amounts 
price-fixing;  case  is  still  before  courts 
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Mother  Parker's  Tea  and  Coffee  is  an  IBM  e-business 


© 


Industry:  Food  and  Beverage 
Company:  Mother  Parker's 
Partner:  SSA 

Tools:  AS/400e,u  Netfinity;  Java* 
Solution:  e-commerce  Extranet 

In  a  competitive  marketplace,  customers 
are  able  to  place  high  demands  on  manu- 
facturers. It's  no  surprise  to  hear  consumers 
insist  on  excellent  service,  competitive  prices 
and  quicker  shipment.  Mother  Parker's  Tea 
and  Coffee  is  using  e-business  to  help 
answer  these  demands  and  stay  ahead  of 
its  competitors. 

Mother  Parker's,  Canada's  largest  supplier 
of  private  brand  coffee,  has  a  history  of  using 
technology  to  gain  competitive  advantage. 
The  company  approached  System  Software 
Associates  (SSA),  Ironside  Technologies 
and  IBM  to  build  an  e-commerce  extranet. 
The  site  gives  customers  better  access  to 
Mother  Parker's  full  line  of  products,  as  well 
as  faster  ordering  and  shipment. 

SSA  has  been  an  IBM  Business  Partner 
for  over  15  years,  delivering  solutions  to  6,500 
customers  in  90  countries.  SSA  works  exclu- 
sively in  the  manufacturing  industry,  creating 
integrated  supply  chain  solutions  using 
e-business  and  enterprise  software. 

"Our  customers  have  really  responded  to  the  quick,  easy  ordering,"  says  Harry 
Hastilow,  director  of  information  technology  for  Mother  Parker's  Tea  and  Coffee. 
To  find  out  more,  call  1  800  IBM  7080,  ext.  BP06,  or  download  a  complimentary  online 
consultant  report*  at  www.ibm.com/e-business/ssa 


The  e-commerce  extranet 
greatly  reduces  the  need  for 
|    Mother  Parker's  to  key  in  orders 
manually,  saving  both  time 
and  cost  of  order  entry. 


Customers  can  confirm  orders 
and  track  shipping  through  the 
self-service  order  entry. 


Retailers  can  track  past  ordering 
habits  for  up  to  two  years. 


Passcodes  call  up  customized 
pricing  based  on  retailers' 
previously  negotiated  contracts. 


Orders  can  now  be  processed 

®on  a  single  online  form  instead 
of  several  more  complicated 
paper  forms. 
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COMMENTARY 

By  Peter  Coy 


THE  ALLIANCE  MANAGER:  I'M  O.K.,  YOU'RE  O.K. 


Frederick  L.  Maurer 
had  a  dark  moment  in 
1994,  just  a  few  years 
after  he  started  up  a 
U.  S.-Japanese  joint  ven- 
ture. Maurer's  Cormatech 
Inc.  in  Durham,  N.  C,  was 
losing  money  because  U.  S. 
electric  utilities  weren't 
buying  its  room-sized  ce- 
ramic honeycombs,  which 
remove  pollutants  from 
the  flue  gases  of  power 
plants.  In  the  absence  of 
profits,  the  only  money 
trickling  back  to  Maurer's 
corporate  parents,  Corning 
Inc.  and  Mitsubishi  Heavy 
Industries  Ltd.,  was  royal- 
ty payments  for  Cormate- 
ch's  use  of  their  patents. 
And  most  of  the  royalties 
were  going  to  Mitsubishi, 
because  it  supplied  most 
of  the  technology.  To  some 
people  back  at  Corning 
headquarters,  Maurer's 
venture  was  not  only  un- 
successful, it  was  unbal- 
anced. Grumble,  grumble. 
Maurer's  solution  was 
Solomonic.  He  scratched 
around  and  found  a  Corning  ceram- 
ics-processing invention  that  in- 
creased the  scrubbers'  pollution-scarf- 
ing surface  area.  That  improved  the 
product — and,  just  as  important, 
evened  out  the  two  royalty  streams, 
so  Corning  had  no  reason  to  feel  jeal- 
ous of  its  partner  across  the  Pacific. 
UNSUNG  HERO.  Today,  although  Cor- 
matech has  become  profitable,  Maurer 
continues  to  take  extreme  care  that 
the  two  partners  evenly  share  royal- 
ties and  profits.  "It  breeds  trust  be- 
tween the  two  groups,  and  that  trust 
feeds  on  itself,"  says  Maurer.  "The 
disaster  comes  when  both  sides  dis- 
trust each  other's  intentions  and  start 
doing  things  that  feed  that  distrust." 
The  business  world  routinely  glori- 
fies tough,  take-no-prisoners  types. 
But  magazine  cover  treatment  is  sel- 
dom doled  out  to  a  relatively  new, 
usually  unsung,  hero  of  capitalism: 
the  alliance  manager,  who  is  skilled 
in  making  everyone  in  a  joint  ven- 
ture happy.  "It  requires  a  certain 
amount  of  humility,  a  willingness  to 
learn — the  very  stuff  I  didn't  find 


when  I  debriefed  most  of  the  compa- 
nies in  my  sample,"  says  Kathryn 
Rudie  Harrigan,  a  professor  at  Co- 
lumbia University's  School  of  Busi- 
ness who  has  studied  joint  ventures. 

The  toughest  time  for  such  an 
exec  is  when  the  venture  isn't  work- 
ing out  as  planned.  Take  the  Pepsi- 
Lipton  Tea  Partnership.  It  was 
formed  in  1991  by  Pepsi-Cola  North 
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America  and  Thomas  J.  Lipton  Co. 
in  Englewood  Cliffs,  N.J.,  to  make 
Lipton's  Iced  Tea,  which  is  sold  in 
glass  bottles.  But  by  1992,  it  was 
clear  that  the  partners  had  overesti- 
mated demand  and  overinvested  in 
plant  and  equipment.  "There  was 
some  second-guessing:  "Wow,  is  this 
what  we  wanted  to  get  into?' "  re- 
calls Dan  Trott,  the  partnership's 
general  manager. 

But  a  reservoir  of  trust  got  the 
two  parents  to  keep  plugging  away. 


Together  they  concocted 
Lipton  Brisk,  an  iced  tea 
that's  sold  in  cans  and 
plastic  bottles  and  can  be 
produced  and  distributed 
using  Pepsi's  existing  fa- 
cilities. Today,  Lipton 
Brisk  is  the  leader  of  its 
market  segment.  The  key, 
says  Trott:  "We  were  opei 
and  honest  with  each  oth- 
er. It's  not  just  smoothing 
over.  There's  also  a  legiti- 
mate caring." 

True,  it's  possible  to 
spend  too  much  time  on 
the  warm-and-fuzzy  side  of 
alliances.  This  is  business, 
not  love.  Bud  Moeller,  a 
partner  in  the  San  Fran- 
cisco office  of  Andersen 
Consulting,  says  that  in 
picking  someone  to  head  a 
joint  venture,  he  would 
want  someone  who  is  "759? 
entrepreneurial,  25%  work- 
ing within  the  system."  If 
alliance  execs  lack  a  stronglj  > 
entrepreneurial  drive,  says 
Moeller,  "They'll  spend  all   rterly, 
their  time  in  essence  cater 
ing  to  the  conservatism  of 
the  parent  companies." 

That  said,  even  the  most  driven 
competitors  understand  that  an  al- 
liance will  fall  to  pieces  unless 
everyone  involved  is  kept  happy. 
Computer  Sciences  Corp.,  which  has 
a  contract  to  supply  computing  and 
communications  services  to  J.  P. 
Morgan  &  Co.,  bends  over  backward^  r 
to  give  parts  of  the  work  to  subcon- 
tractors that  Morgan  chose — even 
though  some  are  fierce  rivals  of  esc 
"In  the  long  run,  that  will  pay  us 
dividends,  even  though  in  the  short 
run  we  might  forgo  some  revenue," 
says  James  D.  Cook,  a  esc  group 
president  who  is  lead  executive  of 
the  "Pinnacle  Alliance" — Morgan's 
name  for  its  assemblage  of  contrac- 
tors. Indeed,  csc's  success  with  Pin- 
nacle helped  it  land  a  huge  lead-con-, 
tractor  job  with  the  IRS. 

Want  to  make  sure  your  joint  ven- 
ture or  alliance  works?  Think  of 
what  makes  a  good  marriage.  Maybe 
your  spouse  has  a  few  ideas 
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Coy  is  associate  economics  editor. 
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crecy  and  selling  data  to  brokers  it  ranks  draws  fire 
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oi-  online  brokers,  get- 
ting a  top  rating  from 
Gomez  Advisors  Inc.  is 
like  winning  an  Oscar. 
s  the  Academy  Awards  of 
ine  brokerage,"  says  Dou- 
3  Doyle,  director  of  prod- 
marketing  for  E*Trade 
wieaiiup  Inc.  And  no  firm  was 
•pier  than  E*Trade  when 
mez,    which    calls    itself 
le  eCommerce  Authority," 
ned   it   the   nation's   top 
I    ker.  On  Sept.  29,  E*Trade 
k  out  full-page  newspaper 
to  boast  of  its  accolade 
.  plastered  the  award  on 
Web  site. 

Jut  the  high-profile  Gomez 

ings,  which  are  updated 

utterly,  are  coming  under 

.    Companies    rated    by 

nez,  as  well  as  rivals  in 

online-ratings  business, 

•stion  the  objectivity  of  its 

kings.      The      problem: 

nez  doesn't  disclose  the 

.eria  used  in  its  ratings 

generates  all  of  its  rev- 

le  by  selling  advertising  on  its  Web 

and  market  research  to  the  eompa- 

;  it  ranks.  "Then-  system  is  subject  to 

says  Farhad  Mohit,  president  of 
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GOMEZ: 


4 


Uir  integrity  is  paramount' 


lacbn 


il  online-ratings  service  BizRate.com. 


:r,    are    they    going    to    easily    be 
•eked  down  in  the  rankings?" 
Uit  Gomez  CEO  Julio  Gomez  insists 
maintains    a    strict    separation    of 
pch  and  state.  There  is  nothing  that 


can  be  bought  in  terms  of  our  rank- 
ings," he  says.  "Our  integrity  is  para- 
mount." He  says  his  ratings  are  based 
on  250  criteria  that  he  keeps  confidential 
for  fear  that  competitors  will  clone  his 
system.  "Am  I  supposed  to  give  a  cou- 
ple of  college  kids  the  blueprint  for  my 
business  so  they  can  knock  it  off.'" 

What  you  see  on  the  Web  site  is  a 
summary  scorecard.  Right  now,  for  ex- 
ample, Gomez  rates   E*Trade  tops  in 


nth  i 
.  J 


THE  RAP  ON  GOMEZ  ADVISORS 


Its  rankings  are  based  on  proprietary  criteria,  leaving  consumers  to  wonder 
hy  one  firm  is  favored  over  another. 


.  It  accepts  advertising  from  companies  it  rates,  raising  questions  about  po- 
ntial  conflicts  of  interest. 

.  It  sells  its  ratings  research,  including  some  of  the  criteria  it  uses, 
ving  an  advantage  to  those  who  can  afford  to  buy  the  research. 

DATA  BUSINI S 


trf  ue,    hut.   the    Web   Hie   doe-    not 

detail  what  criteria  Gome/,  used  to  de- 
termine that.  Firms  rated  by  Gomez 

can  buy  data  that  might  help  thern  im- 
prove their  sites  and  thu>  move  up  in 
the  rankings.  At  a  cost  of  $21,000  t., 
'•00  annually,  depending  on  the  size 
of  the  firm,  they  can  gain  access  to 
about  40  criteria,  along  with  a  host  of 
other  data,  Gomez  says.  Gomez  recently 
launched  a  Web-based  version  of  its  re- 
search service,  called  GomezPro,  which 
Gomez  calls  "the  platform  for  the  next 
generation  of  knowledge  transfer  and 
market  intelligence  for  e-commerce." 

Many  online  brokers  consider  the 
Gomez  ratings  an  important  evaluation 
of  how  they  stack  up.  But  some  indus- 
try execs  question  the  Gomez  research 
service  because  it  encourages  compa- 
nies to  "pay  to  play,"  says  one  former 
Charles  Schwab  Corp.  exec.  When 
Schwrab's  Gomez  rankings  slid  into  the 
teens  in  early  '98,  company  execs  said 
they  asked  the  firm  what  they  needed 
to  do  to  improve  their  standing.  The 
firm  suggested  Schwab  sign  up  for  its 
consulting  service.  'We  didn't  care  to 
associate  with  them  at  first  because  of 
the  appearance  of  a  conflict,"  says  the 
exec.  A  Schwab  spokeswoman  denies 
that  there  was  any  hesitation  in  signing 
up  with  Gomez  and  says:  "They  pro- 
vide thoughtful,  first-rate  information." 
WHY  THE  MOVE?  Gomez  says  Schwab 
eventually  did  sign  up  and  received  "a 
general  analysis  of  the  site  and  recom- 
mendations" about  how  to  improve  it. 
He  says  Schwab  did  not  receive  any 
detailed  information  from  the  scorecard 
data.  But  he  adds  that  Schwab  has  im- 
plemented some  suggestions  and  made 
others  on  its  own,  and  that  has  moved 
Schwab  up  in  the  ratings.  Schwab  now 
ranks  second  behind  E*Trade  for  overall 
performance. 

Schwab  isn't  the  only  online  broker- 
age that  is  buying  Gomez'  data.  About 
half  of  Gomez'  nearly  $2.5  million  in 
revenues  over  the  past  15  months  came 
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from  its  research  business,  according  to 
public  filings  with  the  Securities  &  Ex- 
change Commission. 

Gomez  says  he  wants  his  firm  to  be- 
come the  "Consumer  Reports  of  the  In- 
ternet." But  he  is  taking  a  different  ap- 
proach from  Consumers  Union,  which 
publishes  Cons  inner  Reports  magazine 
(page  182).  Consumers  Union  fully  dis- 
closes the  criteria  it  uses  in  its  rankings 
and  refuses  any  financial  relationship 
with  companies  whose  products  it  rates. 
It  also  refuses  to  let  companies  with 
top  ratings  promote  that  fact  in  ads. 
PUBLIC  PUSH.  Consumers  Union  is  also 
nonprofit,  while  Gomez  is  a  classic  In- 
ternet startup,  pushing  eagerly  toward 
an  initial  public  offering.  Some  70%  of 
Gomez'  privately  held  voting  stock  is 
owned  by  Ashton  Technology  Group 
Inc.,  a  publicly  traded  Philadelphia-based 
holding  company  for  startup-stage  tech- 
nology companies.  In  April,  Gomez  Ad- 
visors, based  in  Lincoln,  Mass.,  com- 
pleted a  $5.5  million  private  placement 
that  requires  the  company  to  go  public 
by  April,  2002,  or  return  the  capital. 
Gomez  says  the  process  for  an  initial 
public  offering  is  under  way,  and  he 
hopes  to  go  public  early  next  year. 

In  preparation  for  the  IPO,  Gomez  is 
rapidly  expanding  its  ratings  service 
into  areas  of  e-commerce  beyond  finan- 
cial services.  So  far  this  year,  it  has 
launched  19  scorecards  for  industries 
ranging  from  apparel  to  furniture.  "We 
are  building  a  valuable  tool  for  con- 
sumers," he  says.  By  yearend,  Gomez 
says  he'll  have  research  products  built 
around  the  scorecards  for  the  retail, 
health  care,  and  travel  industries. 

Gomez  faces  stiff  competition  in  be- 
coming a  resource  for  online  consumer 
advice.  Many  Net  companies  are  devel- 
oping consumer  ratings  services  or  have 
other  approaches  to  guiding  consumers 
through  the  maze  of  e-commerce.  Ya- 
hoo! Inc.  is  starting  to  rate  shopping 
sites,  and  Amazon.com  Inc.  offers  prod- 
ucts reviews  and  recommendations. 

Gomez'  most  direct  threat  may  be 
BizRate.com.  The  Web  site  claims  to  be 
"the  only  independent  shopping  guide 
that  provides  unbiased  ratings" — and 
develops  its  ratings  through  online  con- 
sumer surveys,  not  Gomez-style  staff 
research.  BizRate  recently  entered  into 
an  alliance  with  Consumer  Reports. 

Gomez  has  a  long  way  to  go  to  make 
its  Web  site  tops  in  the  e-commerce 
ratings  game.  The  site  does  not  register 
among  the  top  1,500  measured  by  Media 
Metrix,  a  leading  firm  that  tracks  Web 
usage.  Boosting  consumer  confidence  in 
its  ratings  might  help  it  on  its  way. 

By  Geoffrey  Smith  in  Boston 


COMMENTARY 


By  Jeffrey  M.  Laderman 

WERE  ALL  TECH  INVESTORS  NOW 


Three  cheers  for  Cisco  Systems. 
Let's  whoop  it  up  for  Microsoft. 
Go  Intel,  go  Sun,  go  Dell.  If 
you're  invested  in  the  U.  S.  stock 
market  at  all,  you  had  better  join  the 
cheering  section  for  the  entire  tech- 
nology sector.  Even  if  you  don't  own  a 
single  tech  share  because  you  believe 
the  stocks  are  overpriced,  pray  for 
tech.  Your  financial  future  depends  on 
what  happens  to  those  stocks. 

We're  all  tech  investors  now.  At 
the  end  of  the  third  quarter,  the  65 
technology  stocks  in  the  Standard  & 
Poor's  500-stock 


extraordinary  stock  picking  to  beat 
the  s&P,"  says  Thomas  D.  Stevens, 
chief  investment  officer  for  Wilshire 
Asset  Management. 

There  is  a  downside  to  the  mar- 
ket's dependence  on  tech  stocks. 
They  are  more  volatile,  and  con- 
tribute to  sharp  swings  in  the  mar- 
ket that  unnerve  investors.  More- 
over, while  tech  companies  account 
for  one-quarter  of  the  market  cap, 
they  contribute  only  12.6%  of  operat 
ing  earnings.  So  if  one  big  tech  play 
er  disappoints  at  profit  time,  the  bac 
news  reverberate 
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index  accounted 
for  a  shade  under 
25%  of  the  index' 
market  capitaliza- 
tion, compared 
with  19%  in  De- 
cember and  a 
mere  7%  in  1992. 
(chart). 

If  you  are  one 
of  the  millions  of 
investors  who 
have  sunk  some 
$750  billion  into 
s&P  index  funds, 
either  directly  or  through  a  401(k) 
plan,  one  out  of  every  four  of  your 
dollars  is  now  in  tech  stocks. 
BULGING  SECTOR.  Technology  stocks 
surged  from  21%  to  25%  during  the 
third  quarter.  That's  because  tech 
made  gains  of  4.4%  while  other  sec- 
tors lost  ground.  If  not  for  tech 
stocks,  notes  portfolio  strategist 
Leah  Modigliani  of  Morgan  Stanley 
Dean  Witter,  the  S&P  would  have 
been  down  9%  during  the  quarter 
and  down  1%  year  to  date.  With 
tech's  contribution,  the  quarterly  loss 
was  6.6%,  and  1999  performance  re- 
mained positive  at  5.3%. 

This  tech  bulge  is  not  just  a  quirk 
of  the  s&P.  The  Russell  1000,  a 
broader  large-cap  index,  is  21.5% 
tech,  too.  And  just  about  any  U.  S. 
diversified  mutual  fund  that's  making 
tracks  these  days  is  fueled  by  tech 
stocks  as  well. 

One  explanation  for  most  funds' 
sluggish  results  is  that  they  haven't 
invested  enough  in  technology.  "If 
tech  is  25%  of  the  market  and  you're 
underweighted  in  tech,  it  will  take 
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over  a  large  swat 
of  the  market.  Af- 
ter the  market 
closed  on  Oct.  12, 
Intel  reported 
profits  came  in  a 
few  cents  per 
share  shy  of  ex- 
pectations. That 
helped  send  the 
s&P  down  2.1%  th 
next  day. 

History  shows 
any  one  sector  car 
not  maintain  its 
dominance  forever.  Energy  peaked  at 
30%  of  the  s&P  in  1980,  and  it's  now 
6.3%.  And  consumer  staples  jumped 
to  over  20%  in  the  early  1990s,  but 
they're  only  half  of  that  today. 

Still,  there's  a  powerful  case  to  be 
made  that  tech  will  rule  for  years. 
Investment  strategist  Jeffrey  M.  Ap- 
plegate  of  Lehman  Brothers  urges 
clients  to  overweight  technology  in 
their  funds  because  the  companies 
are  the  principal  beneficiaries  of  a 
powerful  macroeconomic  trend:  the 
substitution  of  capital  for  labor.  Dri 
ven  by  the  falling  cost  of  technology, 
capital-goods  prices  are  declining  at  , 
4%  annual  rate  while  labor  costs  are 
increasing  by  3%.  Says  Applegate: 
"If  these  aren't  the  growth  stocks  of 
our  era,  I  don't  know  what  are." 

And  whether  or  not  you  invest  in 
these  companies,  it's  hard  to  imagine 
that  the  75%  of  the  market  that's  no 
technology  would  remain  healthy  if 
these  stocks  got  sick.  Let's  go,  tech 
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Senior  Writer  Laderman  writes 
about  the  stock  market. 
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ommunications  Solutions 

For  Businesses  with 


Big  Plans 


For  a  successful  architect,  just  having  the  right  blueprint  isn't  enough. 
He's  constantly  going  to  and  from  job  sites,  talking  with  clients,  consulting 
with  his  partners  and  discussing  changes  with  the  builders.  So  when  he's 
evaluating  total  communication  solutions,  he  will  look  for  a  company 
who  can  link  all  his  offices  into  a  seamless  network,  with  tools  that 
will  improve  both  his  collaboration  and  productivity.  That's  exactly  what 
Comdial  provides.  With  a  unified  messaging  solution  from  Comdial,  he 
and  his  partners  can  manage  fax,  voice  mail  and  e-mail  messages  from 
anywhere— the  office,  a  client's  conference  room,  even  a  building  site. 
With  Comdial,  he'll  get  the  right  system  tailored  to  his  specific  business 
needs.  Because  Comdial  has  practical,  reliable  communications  solutions 
just  for  businesses  like  his— businesses  with  a  master  plan. 

When  evaluating  communications  solutions  for  your  growing  business, 
consider  the  RISING  STAR.  Consider  Comdial. 


Call  1-800-COMDIAL  (or  more  information  on  Comdial's  business  communications  solutions 

©  1999  Comdial  Corporation 


COMDIAL 

The  Rising  Star" 


www.comdial.com 
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It's  our  instinct  to  demand  more.  It's  also  the!  5mt  driving  Toshiba. 

In  the  animal  kingdom,  you  see  a  wide  range  of  behaviors  for  communication. 
Warnings  of  predators.  The  location  of  food.  Courtship  displays.  We  humans,  on  tr  e  other  hand, 
added  advantage  of  words.  It's  the  precision  and  depth  of  communication 
we  get  from  language  that  stands  behind  human  development. 
News  travels  fast  between  us.  And  history  is  passed  on  from 
eneration  to  generation.  It  seems  we  have  an  instinctive  need  to  communicate. 

Toshiba  understands  this  need,  and  fosters  new  ways  to  share  our  ideas.     I 

trough  a  wide  range  of  technology  such  as  HDTV  systems,  telecommunications  and 
omputer  networks,  we  are  cultivating  new  and  revolutionary  worlds  of  communication. 

Toshiba  -  answering  your  need  to  communicate,     'mi*. 

Demand  More 
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Who  is  David  Wetherell?  And  why 
is  everyone  talking  about  him 
and  his  hot  company,  CMGI? 


or  most  folks,  summer  vacation  at 
the  beach  moans  catching  a  few  rays 
and  jumping  into  the  waves.  But 
David  S.  Wetherell  is  not  most  folks. 
While  kicking  back  two  summers  ago 
"beach.calm,"  his  Martha's  Vineyard  place, 

founder  and  ceo  of  Internet  holding 
.ipany  cmc.i  Inc.  spent  his  days 
ed  to  the  Net.  From  a  cool, 
ily  lit  room,  Wetherell 
uld   sign   on  to   Web  $ 

tal  YahooPs  financial 
•ssage  board  using  f 

i  name  "cmg_ceo." 
.   first   the   other 
hoo!  users  thought      wr 
was  a  prank.  But 
len      one      asked 
i at  rock  band  the 
id  of  cmgi  Europe 
maged  before  join- 
l       the       company,       N^/  <, 
g_ceo  quickly  tapped       (K. 
±,  "Genesis— one  of  the    %^ 
-time  greats." 
With  that,  the  Weth- 
-11    groupies    were 


winced   that   he 
s  the  real  Mc- 
•y.    And    for 


i  next  six 


-onisned   in- 
vestors   con- 
ducted a  running 
online  conversation 
with  the  44-year- 
old  Wetherell.  They 
asked  him  about  his 
business  plans,  which 
he  carefully  answered  in 
detail.    And,    of   course, 
they  couldn't  praise  Weth- 
;rell   enough.   "Because   of 
...gi,  we  have  an  extra  $22,000 
;he  account  which  will  help 


i  I  put  our  (laughter  through  college,"  gushed 
i     one  fan. 

It  was  the  Internet  equivalent  of  Mark 
McGwire  taking  a  seat  on  a  plane  filled  with 
rabid  baseball  fans.  Because  when  it  comes  to 
Internet  investing,  few  have  hit  the  long  ball 
more  consistently  than  Wetherell.  The 
unusually  structured  company— 
which  operates  as  one  part 
\  traditional  holding  compa- 

ny, two  parts  publicly 
•  .^     traded  venture-capital 
fund — contains  a  port- 
folio of  52  Internet 
ventures.       Shares 
have  rocketed  from 
j       a  split-adjusted  33tf 
apiece  since  its  ini- 
tial public  offering  in 
February,  1994,  to  a 
high     of    $165     last 
April.    And    although 
cmgi,  like  all  other  Net 
companies,  got  hit  by  a 
big  sell-off  last  spring, 
its  shares  have  since  re- 
covered 48%  from  their 
August  low,  to  $104.  Even 
so,  $100  invested  at  cmgi's  ipo 
would  be  worth  $31,500  today. 
Moreover,  cmgi  has  posted  stock  market 
gains  that  make  even  some  of  the  hottest 
Silicon  Valley  Net  stocks  look  tepid.  Sure, 
Timothy  Koogle  of  Yahoo!  or  Jeffrey  P.  Bezos   * 
of  Amazon.com  Inc.  up  in  Seattle  get  more    I 
attention.  But  since  the  runup  in  Net  shares    i 
took  off  last  October,  cmgi  shares  have  soared 
700%,  compared  with  gains  of  342%  for  Ama-   i 
zon    and    166%    for    Yahoo!    That    gives   i 
Wetherell,  who  holds  a  16%  stake  in  cmgi,  a 
net  worth  of  about  $1.6  billion. 

Even  with  the  tremendous  prospects  for 
business  on  the  Net,  it's  still  hard  at  first 
glance  to  grasp  what's  driving  cmgi's  heav- 
enly valuation,  cmgi's  $10  billion  market  cap- 
italization teeters  on  a  minuscule  base  of 
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INTERNET 
EVANGELIST 

$176  million  in  revenues  and  an  operating 
'loss  of  $127  million.  But  what  makes  Wetherell 
a  huge  winner  so  far  is  that  he  was  among  the  first 
to  spot  the  potential  of  the  Net  and  has 'been  on  the 
front  lines  ever  since.  He  has  promoted  his  companies, 
and  the  Net  itself,  with  the  passion  of  a  true  zealot. 
Wetherell  burst  into  view  last  February  when  he  locked 
horns  with  usa  Networks  Chief  Barry  Diller  over  the  price 
of  Lycos  Inc.,  the  popular  CMGi-launched  portal  Diller  wanted 
to  buy  (page  150).  But  before  most  knew  his  name,  Wetherell 
was  busy  placing  bets  on  the  future  of  the  Net.  In  1995,  he 
paid  $2  million  for  80%  of  Lycos;  cmgi's  remaining  17%  stake  is 
now  worth  around  $900  million.  And  in  1996,  he  bought  one- 
third  of  GeoCities,  the  home-page-building  Web  site,  for  less 
than  $6  million.  Two  years  later,  he  sold  CMGI'S  stake  to  Yahoo! 
for  shares  that  earned  a  net  gain  of  more  than  $1  billion. 

DAVID  WETHERELLS 
INTERNET  EMPIRE 

CMGI  owns  11  Internet  companies,  three 
deals  are  pending,  and  it  has  sizable  shares 
in  38  others.  Here  are  its  main  holdings: 

Thanks  to  these  and  other  prescient  moves,  CMGI  now  sits 
atop  an  astounding  $3  billion  in  marketable  securities,  which 
have  snowballed  from  $160  million  just  a  year  ago.  "You 
have  to  look  at  some  of  the  home  runs  he  has  had  in  the  past 
and  trust  there's  a  lot  of  other  value  in  the  portfolio,"  says 
Nicholas  Applegate  partner  William  H.  Chenoweth,  one  of 
dozens  of  CMGl's  institutional  investors.  Adds  Anthony  Bay,  a 
new  media  executive  at  Microsoft  Corp.,  which  owns  4.8%  of 
cmgi:  "As  an  investor,  we  have  done  fantastically  well." 

But  snowballs  also  melt.  And  the  big  risk  for  Wetherell  is 
that  the  days  of  making  easy  money  on  the  Net  from  sky- 
rocketing shares  could  be  over.  WethereU's  model  so  far  has  de- 
pended on  doing  deals,  yet  the  currency  he  relies  on  could  eas- 
ily deflate  before  he  creates  a  going  concern  that  churns  out 

reliable  profits.  That, 
of  course,  is  the  dilem- 
ma facing  virtually  all 
Net  ventures  right 
now.  But  by  betting  so  much  of  his  financial  future  on  his  abil- 
ity to  dodge  the  Internet  market's  notorious  volatility,  Wetherell 
personifies  the  huge  risks  and  potential  rewards  of  the  online 
revolution,  "cmgi  is  using  highly  inflated  stock  to  buy  stocks 
that  are  highly  inflated,"  says  Robert  Metcalfe,  founder  of 
3Com  Corp.  and  now  a  vice-president  at  market  researcher  In- 
ternational Data  Group.  "They're  playing  with  fire." 
IMMORAL  ACTS.  For  someone  under  such  intense  pressure, 
Wetherell  exudes  serenity.  With  his  piercing  blue  eyes,  trade- 
mark black  T-shirt,  and  dark  gray  suit,  he  has  the  look  and 
sound  of  an  evangelist  who  has  glimpsed  the  true  order  of 
things:  the  almost  infinite  business  potential  of  the  Net.  Few 
things  get  Wetherell  as  excited  as  waxing  endlessly  about  the 
"viral"  growth  prospects  of  Web  sites,  with  their  ability  to 
make  exponential  leaps  in  traffic  every  day.  "We  have  2,000 
business  plans  a  month  coming  in,"  says  Wetherell.  "The 
power  of  innovation,  of  entrepreneurial  motivation,  has  nev- 
er been  greater  because  of  the  Internet." 

Of  course,  there  is  the  small  matter  of  turning  all  those  click- 
throughs  and  eyeballs  into  real  revenues  and  earnings.  But  in 
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the  world  according  to  Wetherell,  showing  a  profit  too  sooa 
akin  to  an  immoral  act.  The  greatest  virtue,  by  contrast,  \\ 
spend  freely  to  acquire  vast  stretches  of  Internet  real  esq 
the  portals,  content  sites,  and  advertising  and  marketing 
tures  that  hold  the  promise  of  riches  at  some  vague  point  I 
the  horizon.  "It  would  be  sinful  to  be  making  money  on  the  [ 
ternet  right  now,  when  it's  growing  this  fast,"  Wetherell  cla 

So  Wetherell,  the  venture  capitalist,  is  still  in  overd 
He's  buying  up  stakes  in  Internet  startups  at  a  frantic  r| 
and  expects  to  add  60  new  companies  to  CMGl's  portfolic 
the  coming  year.  And,  Wall  Street  willing,  his  game  plan 
for  taking  a  further  9  or  10  of  those  companies  publk| 
the  next  18  months,  in  hopes  of  adding  $10  billion  to  $15 
lion  more  in  marketable  securities  to  CMGl's  portfolio  by 
end  of  2000.  The  pace  has  been  so  frenetic  that,  since  Aug 
Wetherell  has  kept  his  five-member  board  on  "emergeil 
status"  to  be  ready  to  vote  on  deals  on  a  moment's  notic^ 

At  the  same  time,  Wetherell  is  focusing  intensely  on 
dozen  or  so  majority-owned  businesses  in  his  portfolio,  c| 
vinced  they  can  emerge  as  a  powerful  force  in  e-business, 
fund  the  cash  needs  of  his  fast-growing  empire,  he  has  ta 
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ALTAVISTA  A  second-tier  W  irce  S 


welcome 


portal  acquired  in  Septembei 
Wetherell  is  pushing  aggressi 
for  growth  by  linking  it  to  his  other  Net  properties  (837c 


LYCOS  No.  4  Web  portal.  Still  key  despite  battle  last  sp  ■ 
in  which  Wetherell  blocked  acquisition  by  Barry  Diller's  ^ 
Networks  (17%). 

MYWAY  Creates  custom-built  portals  with  localized  new  ^ 
and  e-commerce  links  for  companies  setting  up  on  the  ' 
Formerly  Planet  Direct  (more  than  90%). 


ICAST  Hired  ex-NBC  Television  President  Neil  Braun  to  < 
ate  online  audio  and  video  programming  (more  than  90% 


Cover  Story 


MAGNITUDE  NETWORK  Software  helps  radio  stations 
broadcast  over  the  Web  and  link  merchandise  to  on-air 
motional  spots  (more  than  90%). 


ivenes' 

1ST:- 


ZINEZONE.COM  Multimedia  site  mixes  video,  text,  and  tising rj 
links  to  profile  cutting  edge  cultural  figures  (more  than    n 


RAGING  BULL  Fast-growing  online  investor  forum  (50% 


FINDLAW  Online  legal  library  for  lawyers  and  the  litigio  In 


inclined  (20%). 


WEBCT  Software  for  putting  college  courses  online  (28  ,, 
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$138  million  in  capital  gains  by  gradually  selling  down  CMC 
Lycos  stake.  And  in  the  past  two  months,  he  has  ponied 
some  $4  billion  of  CMGl's  richly  priced  stock  to  acquire  eig 
new  businesses.  His  biggest  purchase  was  the  $1.9  billi  j 
stock  deal  to  snatch  up  83%  of  the  AltaVista  portal  fn 
Compaq  Computer  Corp.,  a  key  piece  of  his  strategy  to  h  ,/ 
a  big  audience  to  his  network  of  online  sites. 

He  has  also  been  hyperactive  in  the  hotly  contested  are " 
of  Web  advertising.  In  the  past  month,  Wetherell  has  spt 
$1.6  billion  on  Internet  advertising  outfits  Flycast  Commu 
cations,  AdKnowledge,  and  AdForce,  building  on  his  alrea 
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Online 
Infrastructure 

Tbols  and  services  for  building 
e-commerce 

ENGAGE  TECHNOLOGIES 

Tracks  Web  traffic  to  create 
anonymous  user  profiles  of  Web 
rs.  Allows  for  targeted  online  marketing  (82%). 

»      <IART  Places  Internet  advertisements  and  sponsorships 
edia  buyers  across  a  network  of  more  than  300  sites, 
ding  many  CMGI  properties  (more  than  90%). 

SITE  Manages  Web  sites  for  online  operations  of  Levi 
ss,  Catalog  City,  and  many  CMGI  companies.  Dell  and 
>soft  are  also  investors  (more  than  90%). 
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NET  National  network  of  dial-up  connections  marketed 
:ernet  Service  Providers  (more  than  90%). 


CKCHARGE  Payment  software  allows  online  stores  to 
te  consumers  a  few  cents  per  click  for  reviews,  music, 
icles  online.* 


4P.COM  Technology  to  provide  free  dial-up  Internet  ac- 
accounts  supported  by  advertisers.* 


3RCE  Serves  up  online  ads  and  measures  their 
tiveness.* 


:AST  Sells  discounted  Internet  advertising  on  less  pop- 
;ites.* 


"ORE.COM  Online  bill  payment,  payroll,  401(k)  plans, 
nerchant  accounts  for  small  businesses  (29%). 


■ 


id    ICAL  PATH  Allows  sites  to  offer  e-mail  service  (4%). 
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CXUN  Software  for  building  3-D  sites  on  the  Web,  a 
;rowing  trend  for  retailers  (56%). 


NET  Software  tor  handling  customer  service  over  the 
or  the  phone  (18%). 


HON  Of  MORE  THAN  90%  STAKE  PENDING 


ensive  advertising  holdings.  Wetherell's  goal:  to  become  a 
verhouse  in  the  rapidly  emerging  market  for  targeted  ad- 
•tising  on  the  Net.  Says  Charles  W.  Berger,  CEO  of  Ad- 
rce:  "CMGI  wants  to  become  one  of  the  cornerstone  players 
Internet  advertising,  and  they  are  investing  in  the  back- 
ie  pieces  to  do  that." 

[n  some  ways,  the  push  into  targeted  Net  advertising  is  a 
jural  fur  Wetherell.  In  his  pre-Net  days,  he  spent  eight 
irs  honing  his  skills  as  a  direct  marketer  as  head  of  CMG,  or 
Bege  Marketing  Group.  The  company  sold  lists  of  college 
nit  v  and  courses  to  textbook  publishers.  Still,  there  was  lit- 
in  his  background  to  suggest  he  would  one  day  be  a  ma- 
player  in  the  New  Economy.  The  youngest  of  six  children, 
spent  the  first  years  of  his  life  on  his  family's  100-acre 
eken  and  cattle  farm  in  what  was  then  a  rural  section  of 
lUiecticut  north  of  Hartford.  When  business  went  had, 
thei-ell's  father  moved  the  family  first  to  northern  Vermont 
try  potato  farming  and  then  to  Florida  to  try  his  hand  at 

|!'  ist ruction. 

!'    The   warmer  weather   meant    more   time   for    10-year-old 
vid,  a  fanatical  baseball  player,  to  perfect  his  curvehall  for 
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parents  worried  he  would  injure  hi  arm.  -ay-  Wietherell'i 
hint  tier  Ralph,  a  Connecticut  strawberry  farmer.  Off  the 
field,  David  poured  the  same  Intense  energy  into  music  and 

math,  talents  he  inherited  from  his  mother,  GeOTgie,  now 
84.  "He  did  not  Bleep  any  more  then  than  he  does  now," 
says  Ralph  "He  was  up  at   1  or  5  every  morning." 

Later,  David's  mother  took  a  secretary's  job  to  [jay  for  his 
tuition  at  an  elite  private  school.  He  stumbled  through  his 
first  course  in  computer  programming  and  concluded  he  had 
no  talent  for  it.  Hut  later,  as  a  mathematics  major  at  Ohio 
Wesleyan  University,  he  rediscovered  computers  and  began 
writing  code  with  a  passion.  A  string  of  software  program- 
ming jobs  after  graduation  in  1976  eventually  led  to  the 
Boston  &  Maine  Railroad  Co.,  where  he  was  hired  to  build  a 
system  to  manage  thousands  of  freight  cars. 
"A  LITTLE  NERDY."  Wetherell's  early  days  as  an  entrepreneur 
were  less  than  auspicious.  After  starting,  then  selling  a 
small  software  company,  he  was  hired  to  run  College  Mar- 
keting Group.  But  he  rushed  headlong  into  a  deal  to  buy  an- 
other direct-mail  company  that  was  rife  with  slipshod  ac- 
counting and  big  losses.  "CMG  was  very  threatened,"  says 
Greg  Avis,  a  director.  But  even  amid  the  troubles,  he  showed 
the  high-level  energy  and  quick  thinking  typical  of  many  en- 
trepreneurs. Adds  Glenn  Matthews,  cmg's  founder:  "He 
seemed  a  little  nerdy.  He  was  gangly,  enthusiastic.  He  liked 
to  talk  about  ideas." 

Whatever  he  lacked  in  business  judgment,  moreover, 
Wetherell  made  up  for  with  his  charisma.  "Dave  managed  to 
charm  the  bank,"  says  Matthews,  and  CMG  skirted  bankrupt- 

E-Commerce 

Sales  to  consumers  or  busi- 
nesses over  the  Web 

SHOPPING.COM  Sells  every- 
thing from  digital  cameras 
to  in-line  skates  (AltaVista 
subsidiary). 

MOTHERNATURE.COM 

Purveyor  of  vitamins,  health  supplements,  and  minerals 
(11%). 

CHEMDEX  Marketplace  for  biotech  and  pharmaceutical 
supplies  (8.5%). 

THINGWORLD.COM  Sells  online    collectibles.  '  such 
as  multimedia  clips  of  NFL  games  (35%). 

FURNITURE.COM  Sofas,  beds,  and  furnishings  (22%). 

NEXTMONET.COM  A  gallery  where  undiscovered  artists 
can  show  their  work  (38%). 

CARPARTS.COM  Auto-parts  site  gives  new  meaning  to 
the  term  "search  engine"  (23%). 

BIZBUYER.COM  Small  businesses  entertain  bids  for 
products  and  services  they  need  (33%). 

BUYINGEDGE.COM  Reverse  auction  site  is  a  Priceline 
wannabe  (29%). 

EXP.COM  Provides  expert  advice  and  services  from 
parenting  to  pets  (25%). 

MONDERA.COM  Jewelry  and  other  luxury  gifts  (18%). 


jaW      Little  League  team.   He  pitched  BO  hard  at   games  that   his 


NEXTPLANETOVER.COM  Online  comic-book  merchant 
(18%). 
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cy.  Over  the  next  six  years,  business 
tripled,  to  $9  million.  But  by  then,  Wetherell 
seemed  bored  with  the  smoothly  running  opera- 
tions. In  meetings,  co-workers  say,  he  often  indulged 
his  passion  for  birdwatching,  staring  at  the  trees  outside 
the  window.  By  1993,  when  the  first  signs  of  electronic 
publishing  began  to  emerge  on  the  World  Wide  Web, 
Wetherell  was  ready  to  make  his  move.  Earlier,  he  had 
dabbled  with  the  idea  of  selling  publishers  CD-ROMs  containing 
the  names  and  numbers  of  college  professors.  Now  he  per- 
suaded cmc's  board  to  fund  a  project  called  Book- 
link  Technologies. 

Talk  about  being  in  the  right  place  at  the 
right  time.  Anticipating  Amazon.com,  Booklink 
aimed  to  exploit  the  Web  by  selling  books  to 
college  professors  through  their  PCs  and  a  tele- 
phone line.  To  make  the  project  fly,  Wetherell 
hired  a  team  of  software  engineers  to  build  a 
Web  browser.  Four  months  into  the  project, 
Netscape  launched  Navigator.  In  short  order,  Mi- 
crosoft and  America  Online  Inc.  came  knocking 
on  Wetherell's  door.  After  spending  $900,000  and 
six  months  on  the  Booklink  browser,  Wetherell 
sold  it  to  AOL  in  mid- 1994  for  stock  worth  $30 
million,  which  grew  to  $75  million.  "That's  when 
David  knew  he  was  on  to  something  big,"  says 
Peter  H.  Mills,  managing  partner  of  ©Ventures, 
Wetherell's  venture-capital  unit. 

From  then  on,  Wetherell  threw  himself  into 
the  Internet.  With  half  the  proceeds  from  the  Booklink  sale, 
he  set  up  the  ©Ventures  fund  to  take  leading  stakes  in  In- 
ternet startups,  beginning  with  Lycos.  He  began  spending 
long  hours  on  the  Web.  In  quick  succession,  he  launched  a 
host  of  subsidiaries  to  provide  key  infrastructure  for  emerg- 
ing e-commeree:  Engage  Technologies  to  develop  targeted  di- 
rect-marketing tools 
for  the  Net,  ADsmart 
to  sell  online  advertis- 
ing, Planet  Direct 
(since  renamed  MyWay.com)  to  provide  customized  news  and 
information  to  Internet  service  providers,  and  NaviSite  to 
provide  the  computer  gear  and  links  to  manage  other  busi- 
nesses' Web  sites. 

But  cmgi  directors  balked  at  the  burn  rate  of  Wetherell's 
money-losing  ventures,  which  consumed  $5  million  a  month — 
a  huge  commitment  for  a  public  company  with  negative  op- 
erating cash  flow  of  $4.7  million  in  fiscal  1996.  "Dave  had  in 
mind  that  they  could  all  be  linked  and  somehow  be  successful, 
but  it  was  not  clear  to  those  of  us  sitting  on  the  board,"  says 
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Avis,  one  of  two  outside  directors  at  the  time.  WetheJ 
had  doubts  himself  at  times.  Although  Lycos  was  a  hot 
ipo  in  1996,  a  year  later  the  stock  had  pkimmeted  73%, 
On  the  verge  of  taking  cmgi  private,  Wetherell  was  bitte 
frustrated.  "We  felt  we  had  a  failed  model,"  he  says. 

Those  doubts  have  long  since  disappeared.  Lycos'  stock 
bounded  in  late  1997  on  the  strength  of  an  analyst's  reco 
mendation.  That  was  enough  to  generate  some  big  insti| 
tional  investors,  marking  the  beginning  of  cmgi's  wild  ride 
And  Wetherell  has  not  stopped  to  look  back  since. 


CMGI'S  ROCKETING  SHARES 


Though  less  well-known  than  other  Net  stars, 
CMGI  is  one  of  the  hottest  stocks  around 


Now,  to  take  his  company  to  the  next  level,  Wether 
wants  to  turn  CMGI  from  its  current  state  of  a  collection  of '. 
ternet  stock  plays  into  a  conglomerate  capable  of  supplying 
huge  array  of  Internet  services  to  consumers  and  corporatio 
alike.  In  another  era,  he  might  have  been  an  aspiring  railro 
baron.  But  Wetherell's  railroad  would  also  own  the  static 
and  bistros  along  the  route  where  people  gathered  to  soci| 
ize  or  do  business;  it  would  have  a  financial  interest  in 
merchants  who  would  sell  passengers  wares  en  route;  anc 
would  supply  the  picks,  shovels,  rails,  and  rolling  stock  to 
ers  who  wanted  to  enter  the  railroad  business. 
VIRTUOUS  CIRCLE.  At  the  core  of  Wetherell's  vision  is  a  ] 
to  create  a  network  of  interlocking  Net  companies  that  wc 
together.  He  wants  each  of  cmgi's  sites  to  feed  its  users 
the  others  in  a  virtuous,  ever-growing  circle.  Wetherell's 
work  draws  individual  customers  through  his  AltaVista  a| 
Lycos  portals,  which  generate  the  traffic  that's  crucial 
the  rest  of  the  enterprise.  Popular  sites  such  as  Ancestry.col 
a  genealogy  site  for  families,  and  investor  forum  Ragif 
Bull  (page  148)  form  another  key  component,  holding  visitcj 


EAGLE  EYE:  Wetherell  keeps  close  tabs  on  CMGI  companies  with  weekly  meetings  and  lots  of  travel 
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We  were  the  first  to  offer  high- end  legal  staffing,  and 

are  second  to  no  one  in  permanent  and  temporary  placement 

of  attorneys  and  paralegals.  Case  closed.  For  information, 

call  l-888-GO-KELLY,  or  visit  us  at  www.kellyservices.com 
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on  the  network  with  content.  And  having 
assembled  an  audience  of  consumers, 
Wetherell  has  e-merchants  such  as  Furnitui-e.com 
and  MotherNature.com  to  sell  them  an  easy  chair  or 
some  vitamins. 
It's  a  hugely  ambitious  plan,  aimed  at  keeping  Web 
surfers  within  CMGl's  electronic  grasp  for  ever-longer  pe- 
riods. And  as  yet,  it  remains  largely  unproven.  After  all,  it's 
hard  to  hold  people  in  a  network  when  jumping  to  the  next 
site  on  the  Web  is  only  a  mouse  click  away.  Even  the  most 
expansive  sites,  such  as  AOL  and  Yahoo!,  don't  offer  enough  to 
keep  users  in  their  confines.  "The  question  is,  can  CMGI  real- 
ly turn  this  collection  of  compa- 
nies into  a  network  and  build  a 
lot  of  traffic,"  says  Keith  E.  Ben- 
jamin,  a   partner  at 


i       i 


David  S.Wetherell 


Highland  Capital, 
which  provides  seed 
money  for  Internet 
startups. 

Few  sites,  more- 
over, have  yet  figured 
how  to  make  money 
off  the  Web's  massive 
audience.  That's  why 
CMGl's  most  important 
play  is  to  develop 
the  sophisticated  tools 
necessary  for  direct 
marketing  on  the  Net.  Not  only  is 
Wetherell  counting  on  such  tar- 
geted marketing  to  boost  ad  rates 
on  his  own  sites;  he  also  figures 
money  can  be  made  selling  that 
capability  to  other  Web  sites.  Says 
Bill  Miller,  director  of  business  de- 
velopment at  Intel  Corp.,  which 
owns  5%  of  CMGI:  "It's  a  compelling 
vision,  and  every  month  he  gets 
closer  and  closer." 
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LATEST  INDULGENCE  AS  A 
BILLIONAIRE  Bought  a  Bombardier 
Challenger  personal  jet. 

HOW  HE  UNWINDS  Poker  games, 
playing  jazz  on  his  piano,  and  bird- 
watching.  Also  played  first  base  and 
catcher  with  the  Arlington  (Mass.) 
Yankees,  senior  men's  baseball  league. 

FAMILY  Married,  with  two  daughters 
and  a  son. 


At  the  heart  of  that  vision  is 
profiling  technology  developed  by 
Wetherell's  Engage  subsidiary. 
Since  July,  Engage  has  been  selling 
its  database  of  more  than  35  million 
"anonymous  user  profiles"  to  14 
cmgi  companies,  including  Lycos 
and  AltaVista,  as  well  as  compa- 
nies outside  the  fold.  Those  pro- 
files have  been  created  in  recent 
years  as  Web  users  have  clicked 
into  cmgi  sites  such  as  Lycos. 
While  users  have  surfed  around 

the  site,  Engage  has  tracked  their  every  move,  building  a 
record  of  their  behavior.  Now,  each  time  one  of  those  surfers 
arrives  at  a  site  that  uses  Engage,  the  site  can  automatically 
flash  ads  tailored  to  the  surfer's  interests.  A  consumer  who  has 
repeatedly  checked  out  the  National  Park  Service  Web  site, 
for  example,  might  automatically  see  ads  for  tents  and  hiking 
boots  when  visiting  an  airline-reservation  site. 

While  it's  too  early  to  know  if  Engage  really  works, 
Wetherell  calls  it  "my  single  most  important  revelation."  But 
he's  not  alone.  Upstart  competitors  such  as  DoubleClick  Inc. 
are  moving  in  at  warp  speed.  With  surveys  showing  that  the 
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average  American  family  now  spends  9%  of  its  free  t 
online,  the  market  for  Web  advertising  could  explode,  gr 
ing  from  a  projected  $3.3  billion  today  to  as  much  as  $33 
lion  by  2004,  according  to  market  researcher  Forrester 
search  Inc.  Thanks  to  a  simpler  technology,  DoubleClick 
already  taken  the  lead  in  market  profiling.  Complicating  n 
ters  is  heated  opposition  from  privacy  advocates  who  w 
that  Internet  profiling  violates  citizens'  rights 

That  hasn't  slowed  Wetherell,  who  has  also  bought  a  1 
of  other  Net  advertising  companies  that  will  expand  CM 
ability  to"  sell  ads  to  many  more  sites.  Flycast  and 
Knowledge,  for  example,  provide  tools  that  enable  ad  buy 

to  locate  unsold  space 
the  Net.  AdForce's  te 
nology,  too,  is  designee 
bring  together  and  deli 
ads  to  large  networks 
sites. 

Whatever  cmgi's 
vertising  strengths,  h< 
ever,  Wetherell  s 
needs  to  prime  the  pu 
of  his  empire  with 
most  coveted  Web  as 
of  all:  traffic.  That's  w 
after  the  fallout  with 
cos  last  spring,  he  bou 
AltaVista  in  June. 
ta Vista's  10  million  v 
tors  vaulted  cmgi  ii 
the  No.  3  spot  amo 
Web  networks. 

Now,  Wetherell  wa: 

to  turn  AltaVista  int< 

"megaportal,"   a   site 

sites    that    would    be 

showcase  and' jumping 

point  for  other  cmgi  pr 

erties.    Such   Wethen 

controlled  sites  as  fin; 

cial    chat    room    Ragi 

Bull  and  video  and  mu 

entertainment  site  i(a 

are  placed  prominently 

s     AltaVista.  To  ramp 

his  audience,  since  1 

gust    Wetherell 

been  offering  free 

ternet  access,  wit! 

twist:  Those  who  si 

up  must  click  on  an 

now  and  then  to  ma 

tain  the  Net  conn 

tion.  So  far,  AltaVii 

claims   some   550,C 

users  have  signed 


BORN  1954,  Manchester,  Conn. 

EDUCATION  BA,  Ohio  Wesleyan  Universi- 
ty, 1976. 

ACADEMIC  LOW  POINT  Nearly  failing 
the  first  computer-programming  course  he 
took  in  high  school. 

JOB  CEO  of  CMGI,  the  hot  Internet  hold- 
ing and  venture-capital  company.  Its  siz- 
zling share  price  is  up  31,500%  since  its 
1994  IPO. 

FAVORITE  CMGI  WEB  SITES  AltaVista, 
because  the  portal  is  his  on-ramp  to  the  Net,  and 
MyWay.com,  a  service  that  allows  businesses  and 
consumers  to  make  their  own  custom  Web  portals. 

VALUE  OF  CMGI  STAKE  A  YEAR  AGO  $180  m 

VALUE  OF  CMGI  STAKE  TODAY  $1.6  billion. 

HOURS  ON  THE  NET  EACH  DAY  Four  to  five. 

HOURS  OF  SLEEP  EACH  NIGHT  Four  to  five. 

WORST  INVESTMENT  DECISION  Took  a  pass  on 
becoming  lead  investor  of  eBay. 

FIRST  INDULGENCE  AS  A  MILLIONAIRE  Bought 
an  1888  Steinway  &  Sons  baby  grand  piano. 


ion. 


for  the  service,  but  otl 
attempts  at  so-called  "free"  advertising-supported  Net 
cess  have  so  far  been  far  from  successful. 

Just  as  important,  Wetherell  needs  to  pull  together  t 
pieces  of  what  has  become  an  extremely  complex  empire 
stay  on  top  of  all  the  moving  parts,  he  relies  on  a  weekly  M( 
day  morning  meeting,  which  brings  together  the  14  CEOs 
CMGl's  majority-owned  operating  subsidiaries  and  its  pendi 
acquisitions.  With  the  West  Coast  CEOs  dialing  in  by  conferer 
call  at  5  a.m.  their  time,  Wetherell  listens  as  each  giv 
their  briefing.  The  big-picture  questions  usually  come  fr( 
Wetherell,  while  his  chief  financial  officer,  Andrew  J.  1 
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a.k.a.  the  perfect  prospect 

Imagine  turning  your  best  customers  into  shareholders  right  on  your  Web 
site.  That's  the  idea  behind  StockPower  V"  new  Internet-based  technology. 
In  fact,  it's  the  lirst  technology  that  allows  you  to  offer  a  Direct  Stock 
Purchase  Plan  oil  your  Web  site  • : i tl  create  Investomers"". 

Think  of  it  this  way:  more  than  two-thirds  of  investors  are  more  likely  to 
buy  products  from  the  companies  they  own*  and  customers  are  more 
likely  to  I'm  stock  in  companies  whose  products  and  services  they  know 
and  use,  I  spe<  lally  it  they  i\ui  do  so — cost-effectively  and  conveniently — 
via  your  Web  site. 

With  StockPower,  you  can: 

•  Increase  brand  loyalty 

•  Lower  customer  acquisition  costs 

•  Increase  customer  and  shareholder  retention 

•  (lit  retail  investor  support  costs 

•  Communicate  with  shareholders  instantaneously 

No  matter  how  you  look  at  it,  StOCkPowei  helps  you  build  relationships 
with  \owi  best  prospects:  youi  Investomers.  And  what  could  be  more 

perfect  than  thai  r 


Get  your  FREE 
guide  "Implementing 
an  Online  Direct 
Investment  Program" 
Call  1-800-201-4902  or  visit 
www.stockpower.com/offer. 

StockPower 


i19M  Sto  kPowei  iiu   aii  Rights  Reserved  StockPower,  the  StockPowei  logos,  Investomei  end  nio  Power  Is  Yours  ore  jII  trademark  oi  StockPower  inc. 
'Results  of  a  stud)  conducted  b)  Opinion  Research  Corporation  Inti  999. 
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ducky,  takes  on  to  the  nitty-gritty  details. 
No  CMGI  company  is  immune  from 
Wetherell's  scrutiny.  He  recently  put  on  the  hot 
seat  T.  C.  Browne,  ceo  of  NaviNet,  wliich'  provides  lo- 
cal dial-up  connections 
for  ISPs  and  businesses 
needing  Internet  ac- 
cess. Wetherell  de- 
manded to  know  in  detail  NaviNet's  cost  structure.  It  wasn't 
an  idle  question.  AltaVista's  free  Internet  service  depends  on 
NaviNet's  low-cost  connection.  As  Wetherell  drilled  in, 
Browne  laid  out  the  equipment  costs  for  NaviNet.  Wetherell's 
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reaction:  Although  higher  than  he  would  have  liked, 
costs  were  still  well  below  the  $10.80  that  aol  says  it  sperj 
"He  usually  doesn't  go  for  summary  answers,"  says  David 
donian,  CMGl's  president  of  corporate  development. 

Nor  does  he  stay  stuck  in  front  of  his  computer  screen, 
out  of  every  10  investments  cmgi  makes  are  in  Silicon  Val 
companies.  So  Wetherell  makes  frequent  trips  to  Califor( 
But  a  quick  trip  to  the  West  Coast  is  long  enough.  A 
years  ago,  Wetherell  considered  making  the  big  move  to 
icon  Valley  to  be  closer  to  the  action.  But  with  three  send 
age  children,  he  and  his  wife,  Celeste,  decided  to  stay  put. 
sides,  he  says,  a  little  distance  from  the  center  can  b\ 


Cmc, i  became  a  hit 
with  investors  as  a 
kind  of  Internet  mu- 
tual fund:  a  way  for  in- 
vestors to  buy  into  a 
broad  array  of  Internet 
companies  through  just 
one  stock.  But  don't  tell 
David  S.  Wetherell  he 
runs  a  mutual-fund  com- 
pany. All  along,  his  grand 
plan  has  been  to  harness 
the  collective  resources  of 
the  cmgi  companies  by 
having  them  share  cus- 
tomers, technology,  and 
strategic  partnerships  to 
form  an  Internet  keiretsu. 
"It's  the  optimal  business 
model  for  the  Internet, 
where  speed  to  getting 
big  is  critical,"  he  says. 

Sounds  swell,  but  does 
it  work?  The  answer 
seems  to  be  yes,  at  least      KILLEEN: 
in  the  case  of  one  of  his 


CMGI  got  Raging  Bull  going  "right  out 


biggest  hits  so  far.  Raging  Bull,  the 
fast-growing  online  investor  chat 
room,  was  still  being  run  in  a  base- 
ment by  three  college  students  when 
Wetherell  saw  it  in  August  '98  while 
surfing  the  Web.  Impressed  with  the 
content  and  a  feature  that  allowed 
chat  participants  to  ban  people 
whose  comments  they  didn't  like, 
Wetherell  quickly  bought  50%  for 
$2  million. 

TEAM  PLAYERS.  Within  a  week,  Rag- 
ing Bull  had  moved  to  cmgi's  An- 
dover  (Mass.)  offices,  and  switched 
its  core  technology  operations  over 
to  cmgi's  Web-site  management  com- 
pany, NaviSite.  The  four-month-old 
site,  which  had  been  running  as  a 
free  service  financed  by  the  founders' 
credit  cards,  immediately  began  gen- 
erating ad  revenues  by  hooking  up 
with  ADsmart,  a  cmgi  company  that 
links  online  advertisers  with  sites. 


Those  partnerships  proved  key,  as 
Raging  Bull's  audience  exploded 
from  200,000  page  views  a  day  in 
January  to  more  than  5  million  by 
September.  With  a  nudge  from 
Wetherell,  both  bent  over  backward 
to  accommodate  the  fast-growing 
upstart.  NaviSite  found  the  capacity 
to  handle  the  extra  hits,  while  ads- 
mart  redoubled  efforts  to  sell  ads 
for  Raging  Bull's  rapidly  expanding 
page  views.  And  to  top  things  off, 
Wetherell  made  suggestions  about 
changes  to  the  look  and  feel  of  the 
site  to  make  it  easier  to  use.  "cmgi 
had  ways  to  bring  Raging  Bull  into 
business  right  out  of  the  gate," 
says  Stephen  J.  Killeen,  who  left  Fi- 
delity Investments'  online  trading 
unit  to  become  Raging  Bull's  ceo  in 
January. 

Now,  Raging  Bull  has  morphed 
into  the  second  most  popular  online 


investor  forum,  behind 
only  Yahoo!  Inc.,  and  it  is 
forging  other  links  within 
the  cmgi  network. 

A  conversation  be- 
tween Wetherell  and  Al- 
taVista ceo  Rod  Schrock 
led  to  Raging  Bull's  rapic 
integration  into  the  cmgi- 
owned  portal,  with  poten-| 
tial  benefits  for  both  par 
ners:  more  traffic  for 
Raging  Bull  and  an  op- 
portunity for  AltaVista  tc 
increase  the  length  of 
time  portal  visitors  linger 
That's  key:  The  longer 
Web  surfers  stick  in  one 
place  on  the  Web',  the 
more  advertisers  will  paj 
a  site  to  run  their  ads. 

Still,  some  see  a  harm- 
ful side  to  Wetherell's 
keiretsu  approach,  since 
of  the  gate"    his  companies  can  be 

pressured  to  work  with 
partners  inside  the  cmgi  network 
even  if  that's  not  their  first  choice. 
"There's  inherent  conflict  built  into 
the  structure  of  cmgi,"  says  Jerry 
Colonna,  a  former  partner  with 
Wetherell's  first  Internet  venture 
fund.  However,  other  cmgi  execu- 
tives say  they  have  freedom  to 
chart  their  own  course.  But  "if  it 
makes  sense,  there  is  a  preference 
to  do  business  with  sister  compa- 
nies, because  we  all  want  to  see 
cmgi  do  well,"  says  Charles  W 
Berger,  ceo  of  recently  acquired 
Ad  Force  Inc.  He'll  get  no  argument 
from  22-year  old  Bill  Martin,  one  of 
the  two  Raging  Bull  founders  who 
remain.  From  where  he  sits,  being 
in  David  Wetherell's  family  of  Inter- 
net companies  looks  like  a  pretty 
cozy  place. 

By  Paul  C.  Judge 
in  Andover,  Mass. 
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INTERNET 
EVANGELIST 

good  thing:  "Many  of  the  deals  in  the 
/alley  are  spoiled  by  too  much  money  chas- 
ing too  few  deals." 
His  kids  are  not  missing  out,  either.  The  Wetherell 
house  is  wired  with  five  separate  cable-modem  lines — 
one  for  David,  his  wife,  Celeste,  and  each  of  his  three 
children,  who  range  in  age  from  11  to  15.  The  Wetherells 
were  having  a  dinner  party  last  summer  when  their 

youngest  daughter 
handed  her  father  an 
e-mail  containing  an 
offer  to  buy  one  of  her 
Beanie  Babies  for  $500.  "Tell  her  you'll  do  it  for  $750,"  was 
Wetherell's  fatherly  advice.  Four  e-mails  later,  and  she  sold 
the  Beanie  Baby  for  $620.  "She  got  the  bug,"  he  says. 

There  will  be  plenty  more  like  his  daughter.  But  even 
with  masses  of  newcomers  logging  on  every  day,  both  David 
Wetherell  and  the  Internet  are  at  a  big  bend  in  the  road.  Ex- 
actly when  sustainable  businesses  with  solid  profits  will 
emerge  is  still  anybody's  guess.  But  one  thing  is  clear:  Wall 
Street's  patience  for  funding  endless  hordes  of  money-losing 


Cover  Story 


Net  firms  is  waning,  and  many  see  a  shakeout  com 
Wetherell  remains  confident  that  cmgi  will  emerge  on 
and  company  executives  say  several  of  cmgi's  operating  ! 
sidiaries  are  on  track  to  show  a  profit  between  the  tl 
quarter  of  2000  and  the  third  quarter  of  2001.  Will  that 
enough?  His  business  model  is  built  on  the  stock  mark 
enormous  expectations  for  the  Internet.  As  long  as  invest 
keep  paying  high  prices  for  shares  in  his  companies,  Wetht 
will  have  the  currency  he  needs  to  keep  doing  deals.  But  i 
doesn't  start  to  produce  operating  profits,  the  funding 
needs  to  keep  the  whole  empire  going  could  rapidly  dry 
Wetherell  knows  all  about  the  dangers  lurking  out  th 
He  loves  to  tell  the  story  about  some  birds  he  once  saw  or 
island  off  the  Massachusetts  coast.  A  peregrine  falcon  di 
through  a  group  of  sandpipers,  zeroing  in  on  its  victim 
flash,  the  falcon  turned  the  sandpiper  into  a  puff  of  feath 
"It's  a  bird-eat-bird  world  sometimes,"  he  says.  And  now! 
is  that  truer  than  on  the  Internet.  The  question  now 
what  will  cmgi  be  in  five  years:  a  falcon  or  a  puff  of  feath 

By  Paul  C.  1 
in  Andover,  Mt 


LYCOS:  THE  CHICK  THAT  DIDN'T  FLY  THE  COOP 


So  whatever  happened  to  Lycos? 
The  Web  portal,  one  of  the  most 
prominent  companies  in  cmgi 
Inc.'s  constellation,  ended  up  at  the 
heart  of  a  nasty  battle  between 
David  S.  Wetherell  and  usa  Network 
Chief  Barry  Diller  last  spring. 
Wetherell  initially  backed  a  deal  by 
Lycos  Inc.  ceo  Robert  J.  Davis  to 
sell  the  portal  to  Diller  in  a  roughly 
$5  billion  stock  deal.  But 
after  Lycos  shares 
dropped  more  than  40% 
in  the  wake  of  the  bid — 
cutting  the  value  of 
Diller's  offer  by  as  much 
— Wetherell  pulled  his 
support.  Arguing  that  the 
new  price  for  the  money- 
losing  portal  was  far  too 
low,  Wetherell  resigned 
from  Lycos'  board  and 
used  cmgi's  17%  stake  to 
lead  a  shareholder  rebel- 
lion, eventually  forcing 
Diller  to  back  off. 

Today,  Davis  says  he 
and  Wetherell  no  longer 
talk  strategy  as  often  as 
they  did  in  the  past,  but  they've 
buried  the  hatchet.  "We're  the  two 
largest  Internet  companies  in  Massa- 
chusetts," says  Davis.  "It  makes 
sense  for  us  to  have  a  sound  business 
relationship."  Lycos  continues  to  have 
ties  to  many  of  cmgi's  other  compa- 
nies, and  its  performance  doesn't 
seem  to  have  suffered.  The  portal's 
audience  share  continues  to  grow — its 
29,000  visitors  every  month  make  it 


the  fourth  most  popular  site  on  the 
Web,  according  to  Media  Metrix  Inc. 
Revenues  more  than  doubled  in  the 
fiscal  year  ended  July  31,  to  $135  mil- 
lion, although  net  losses  also  nearly 
doubled,  to  $52  million.  Despite  the 
losses,  Lycos  shares  now  trade  at 
around  58,  making  up  most  of  the 
ground  lost  during  the  fight. 

As  for  Wetherell,  the  victory  was 


DAVIS  AND  DILLER:  Wetherell  put  the  kibosh  on  the  sale 


a  turning  point,  cmgi  drew  attention 
outside  Internet  investment  circles, 
and  Wetherell  enjoyed  a  moment  in 
the  sun  as  the  standard  bearer  for 
new  media.  He  prevailed  over  Diller 
and  his  backers  in  traditional  media 
who,  Wetherell  said  repeatedly,  just 
didn't  get  the  Net — or  understand  its 
sky-high  valuations. 

But  in  the  end,  the  battle  over  Ly- 
cos also  tarnished  Wetherell's  credi- 


bility among  some  Net  industry  fig- 
ures. After  his  extremely  public 
flip-flop,  they  consider  him  untrust- 
worthy. "He's  more  famous  now," 
says  George  Bell,  ceo  of  Excite  Inc., 
which  competes  with  Lycos  and 
cmgi's  newly  acquired  AltaVista  por- 
tal. "But  do  you  want  him  on  your 
board  more  or  less  because  of  that 
chapter?  He  failed  to  show  support 
for  the  company  he  invest 
ed  in." 

After  vanquishing 
Diller,  Wetherell  made  no 
secret  that  he  wanted  to 
tie  Lycos  in  even  closer  to 
the  cmgi  network.  Periodic 
speculation  continues  that 
he's  interested  in  acquir- 
ing a  controlling  stake 
But  the  83%  stake  he  took 
in  AltaVista — for  less  than 
half  the  $5.3  billion  market 
cap  Lycos  now  sports- 
makes  a  bid  look  unlikely. 
And  for  now,  Wetherell  i: 
refocusing  cmgi's  efforts 
on  building  up  AltaVista 
and  solidifying  its  ties 
with  his  other  holdings.  AltaVista's 
managers  now  participate  in  the 
Monday  morning  strategy  sessions 
Wetherell  holds  for  his  wholly  owned 
subsidiaries — something  Davis  never 
did.  The  irony:  Lycos  never  wanted 
its  independence.  But  increasingly, 
that  looks  like  the  road  the  company 
will  end  up  taking. 

By  Paul  C.  Judge 
in  Andover,  Mass 
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MOVING  at  the  SPEED  of  BUSINESS. 


SOFTWARE 


A  BELATED  RUSH 

TO  THE  NET 


January  is  a  dark  and  misty  month 
on  Sylt,  a  German  resort  island 
in  the  North  Sea.  But  gloomy 
Sylt  seemed  just  the  place  last 
winter  for  the  annual  planning  meeting 
of  software  giant  SAP.  The  company 
grew  smug  in  the  mid-1990s  on  a  steady 
diet  of  success,  but  now  its  revenue 
growth  was  leveling  out  at  20%,  down 
from  three  times  that  during  its  heyday. 
sap's  proud  leaders  weren't  about  to 
give  up  on  their  core  business:  software 
to  run  a  company's  biggest  jobs.  But 
during  intensive  meetings  in  Co-chair- 
man  Hasso   Plattner's   thatched-roof 
house,  they  searched  for  ways  to  get 
their  revenues  revving  again.  The  an- 
swer came  from  Kevin  McKay,  ceo  of 
sap  America  Inc.  "He  told  us  there  was 
no  way  he  would  make  his  sales  num- 
bers unless  the  company  shifted  and 
embraced  the  Internet,"  says  Plattner 

And  shift  sap  did.  After  months  of 
frenzied  planning,  the  $5  billion  compa- 
ny rolled  out  a  new  strategy  last  month 
that  it  claims  is  its  most  important  over- 

■  ■  We  were  bath  in 

in  our 

HASSO  PLATTNER,  SAP  co-chief 

haul  in  seven  years.  By  early  next  year,  | 
the  company  plans  to  redo  its  huge  ar- 
ray of  corporate  software  in  easy-to-use 
pieces  that  can  be  accessed  from  a  sim- 
ple Web  browser.  On  Sept.  30,  it 
launched  a  Web  site,  called  mysAP.com 
where  corporations  can  hook  up  with 
other  companies  to  do  business.  And 
Plattner  plans  to  spend  $50  million  on 
ads  to  convince  people  that  sap  is  up  to 
speed  on  the  Net. 

FERVOR.  The  Web  wake-up  call  came 
dangerously  late— not  just  for  sap  but 
also  for  most  of  its  competitors.  Now 
Oracle,  PeopleSoft,  J.  D.  Edwards,  and 
Baan  are  hurrying  to  the  Web  with  the 
fervor  of  shipwreck  survivors  reaching 


r<; 


3  a  little  too  much 


success 


1% 


a  lifeline.  These  companies  are  in 
the  business  of  supplying  the  large  and 
complex  software  applications  that  com- 
panies use  to  manage  their  finances, 
manufacturing,  inventory,  and  work- 
forces. During  the  mid-'90s  heyday,  most 
large  corporations  revamped  their  in- 
ternal operations  using  this  so-called  en- 
terprise software,  creating  a  market 
that  reached  $16.3  billion  last  year. 
Now,  the  business  is  in  a  stall.  Cor- 


porate customers  have  postponed  buj 
enterprise  software  while  wrestling  w 
Year  2000  computer  bugs,  which  sap 
Oct  13  blamed  for  what  it  says  will 
anemic  revenue  growth  of  7%  in  tl 
third  quarter.  And  the  prospect  oil 
commerce  is  bewitching  customers  aj 
diverting  spending  elsewhere.  LnW 
prise-software  license  sales  tumbled  2U 
in  the  second  quarter  from  a  year  ad 
"The  tide  that  floated  all  boats  has^goj 
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Information  Technology 


out,"  laments  Craig  A.  Conway, 
new  ceo  of  PeopleSoft  Inc. 

The  damage?  sap  shares  are 
down  about  40%  from  their  high 
of  $60  last  year.  PeopleSoft  has 
been  pushed  to  its  first-ever  lay- 
offs—430  people — and  its 
founder  and  chairman,  David  A. 
Duffield,  just  resigned  the  CEO 
post.  J.  D.  Edwards  &  Co.  has 
tilted  into  the  red,  and  Baan  Co. 
has  lost  $363  million  in  the  past 
four  quarters.  Oracle  Corp.  alone 
has  been  saved  from  the  blood- 
shed— largely  because  of  its 
thriving  business  for  database 
software.  Michael  J.  Donahue, 
managing  partner  at  KPMG  Con- 
sulting, predicts  that  the  enter- 
prise market,  which  raced  at 
40%  growth  through  the  '90s, 
will  recover  from  this  year's  de- 
bacle to  much  slower  13%  annu- 
al growth  over  the  next  three 
years — and  with  far  skimpier  net  mar- 
gins than  the  customary  15%. 

To  return  to  better  days,  the  top 
players  have  all  cooked  up  strategies 
similar  to  sap's.  Namely:  to  redo  pro- 
grams so  they  work  well  on  the  Web. 
At  the  same  time,  they're  branching 
out  into  new  hot-growth  software  mar- 
kets— aimed  at  tasks  such  as  automating 
a  company's  dealings  with  customers  or 
managing  its  chain  of  suppliers  and  con- 
tractors. And  like  SAP,  they  hope  to  set 
up  Web  sites  where  their  customers  can 
make  contact  and  do  business  with  sup- 
pliers. In  short,  one-stop  shopping  for  all 
kinds  of  software. 

GLOATING  RIVALS.  For  these  stars  of 
the  '90s,  the  alternatives  could  hardly  be 
more  stark.  If  they  manage  to  turn 
themselves  into  the  software  link  to  the 
Net,  they  could  become  veritable  giants 
of  the  Internet  Age.  Trouble  is,  sap  and 
its  ilk  specialize  in  operations  inside 
companies.  And  the  growth  markets  are 
those  that  extend  far  beyond  internal 
operations.  These  software  makers  are 


just  not  expert  at  programs  that  man- 
ages interactions  with  a  company's  sup- 
pliers or  customers.  Already,  upstart 
competitors  are  gloating.  "It's  dark,  and 
it's  getting  worse,"  says  Thomas  M. 
Siebel,  ceo  of  Siebel  Systems  Inc.,  the 
leader  in  sales-tracking  software. 

The  likely  result  is  a  shakeout  that 
could  put  intense  pressure  on  smaller 
players  such  as  Baan,  which  is  clinging 
to  a  4%  share  of  the  enterprise-soft- 
ware market.  Oracle,  by  contrast,  boasts 
an  early  lead  in  Web-ready  programs, 
which  should  allow  it  to  up  its  share 
from  the  current  13%.  And  SAP  could 
soldier  through  the  rough  times  on  the 
strength  of  its  5,000  programmers  and 
its  gold-plated  installed  base  of  12,000 
customers.  Even  after  all  its  troubles,  it 
still  has  a  dominating  30%  market  share 
in  the  core  enterprise  applications. 

What  makes  sap's  lead  seem  so 
durable?  It  has  persuaded  hundreds  of 
customers  to  place  their  fate  in  its 
hands.  Just  listen  to  Edmund  D.  Toben, 
chief  information  officer  at  Colgate-Pal- 


started,  SAP  didn't 
offering  to  suit  us" 

PHIL  COUP  OF  TEXAS  INSTRUMENTS 

molive  Co.  Tiie  company  has  spent  tt 
of  millions  of  dollars  in  the  past  t 
years  installing  sap's  applications.  Nc 
Toben  is  planning  to  adopt  sap's  Ink 
net  technology — rather  than  choosing 
company  it  doesn't  know,  "sap  is  c 
partner,  and  we  count  on  them  to  fe- 
us to  the  right  technology,"  he  says. 
HIEROGLYPHICS.  It's  no  small  job 
these  companies  to  recast  their  so 
ware  for  the  Net.  After  a  decade 
producing  complex  systems  for  mf 
agers  who  understood  arcane  compul 
codes,  they  must  now  reach  an  entire 
different  audience.  In  effect,  they're  ai 
ing  to  get  inside  every  desktop  in 
corporation  and  beyond — through  t 
Web — to  a  company's  suppliers  and  ci 
tomers.  For  this,  they  must  shift  fn 
digital  hieroglyphics  to  software  as  si 
pie  to  use  as  clicking  on  Amazon.con 

At  the  same  time,  the  enterprise-so 
ware  makers  have  little  understanding 
some  of  the  markets  they're  enterii 
One  new  software  market,  known  as  si 
ply-chain  management,  links  togeth 
networks  of  companies  that  sell  to  o 
another.  This  creates  global  ties  that  h( 
coordinate  shipments  and  invoicing  l 
tween  scores  of  companies  as  smootl 
as  if  they  were  one  entity.  Supply-chj 
software  is  already  a  $1.4  billion  m 
ket,  led  by  i2  Technologies  Inc.  a 
Manugistics  Group  Inc.,  and  it's  expect 
to  quadruple  in  the  next  three  years 

Other  hot-growth  software  automat 
and  manages  communication  with  ci 
tomers  through  Web  sites,  call  centei 
and  sales  forces.  This  is  Siebel's  sp 
cialty — so-called  customer-relationshi 
management  (crm)  programs.  It 
turned  Siebel  into  a  $500  million  coi 


TROUBLED  SOFTWARE  GIANTS  SEEK  GREENER  PASTURES 


SALES  OF  ENTERPRISE 
SOFTWARE  ARE 


...SO  NEW  TARGETS  ARE  THE 
CUSTOMER  SERVICE  MARKET... 


...PROGRAMS  CONNECTING 
COMPANIES  TO  SUPPLIERS... 


.AND  EC0MMERCE  SOFTWARE 
FOR  POWERING  WEB  SITES 
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Sprint  PCS  Phone"  NP1 000 


Introducing  the  Sprint  PCS  Wireless  Web. 

The  Sprint  PCS  Wireless  Web  Connection  is  more  than  a  way  to  stay  in  touch.  It's  a  tool  to  help  your 
employees  stay  productive,  even  when  they're  out  of  the  office.  The  role  wireless  plays  in  business  has 
changed.  Now,  your  employees  can  access  the  company's  network  using  their  laptop  PC  and  any  wireless 
Internet-ready  Sprint  PCS  Phone.  They  can  send  and  receive  e-mails,  check  inventory,  place  orders  and 
more,  without  having  to  find  a  phone  jack  They'll  also  get  clear  calls  thanks  to  the  only  all-digital,  all-PCS 
nationwide  network  built  from  the  ground  up,  serving  more  than  280  major  metropolitan  areas,  including 
ma]or  airports.  Which  means  you  can  finally  give  your  employees  technology  that  works  as  hard  as  they  do. 

The  Sprint  PCS  Clear  Wireless  Workplace  888-214-1559  or  www.sprintpcs.com/clear 


Sprint 


The  clear  alternative  to  cellular. 


Sprint  PCS 


I  it  PCS  Wirele     Wei  ne  Connection  application  requires  the  purchase  of  a  Sprint  PCS  Wireless  Web  Connection 

■  it  (or  computing  devices  sup  is  not  available  while  roaming  off  the  Sprint  PCS  Network  Subject  to  credit  approval  Sprint  PCS  Wireless  Web"  option  is  only 

I  able  with  lei  Not  available  to  Prepaid  mstomers  Overage  rates  vary  by  plan  or  option  A  rate  of  $0  39  per  minute  applies  to  all  Wireless  Web  usage  without  a 

or  option  See  the  Clear  and  i  ins  Customers  with  Accounl  Spending  limits  or  Sprint  PCS  Adda-Phone"  are  eligible  only  for  the  $9  99  option  A 

tatement  of  thi  trictions  for  Sprint  PI  ues  are  available  in  the  Wireless  Web  brochure  ©1999  Sprint  Spectrum  LP  All  rights  reserved  Sprint.  Sprint  PCS 

the  diamond  logo  ll  lions  Company  I  P.  used  under  license  Sprint  PCS  Phone  is  a  trademark  of  Sprint  Communications  Company  L  P 
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HOW  THE  CORPORATE  SOFTWARE  GIANTS  STACK  UP 


CHALLENGE 


SOLUTION 


STOCK  PRICE 


SAP 

WALLDORF, 
GERMANY 


•  SAP  dominates  the  business  of 
supplying  finance,  manufacturing, 
and  human-resources  software 
for  corporations  with  its  12,000 
customers  and  a  30%  market  share. 
But  its  applications  are  complex, 
costly  to  install,  and  not  Web  sawy. 
Revenues  last  quarter  rose  just  8% 
from  a  year  ago,  to  $1,304  billion. 


•  A  massive  overhaul.  SAP  is  aim- 
ing to  release  new  Web-based  ver- 
sions of  its  core  software  in  the 
next  six  months.  Its  Marketplace 
Web  site  targets  business-to-busi- 
ness e-commerce.  If  SAP  gets  this 
right,  it  should  be  able  remain  the 
market  leader  and  get  its  revenues- 
growing  at  more  than  25%  again. 


DATA  BLOOMBERG  FINANCIAL  MARKE 


ORACLE 

REDWOOD 

SHORES, 

CALIF. 


•  Quarterly  results  have  zigzagged        •  Oracle  took  the  lead  in  adapting       60 


as  Oracle  sales  reps  have  pushed 
hard  to  deliver  great  results  in  one 
quarter  only  to  drain  the  sales 
pipeline  for  the  next  one. 
Application  sales  rose  just  11%, 
to  $548  million,  last  quarter  vs. 
24%  one  year  earlier. 


its  products  to  the  Web.  Now,  it's 
branching  out  into  customer-rela- 
tionship-management software. 
With  Oracle  Business  Online,  it 
sells  companies  software  and 
charges  a  fee  to  run  it  for  them. 
Look  for  Oracle  to  gain  market 
share  on  the  rest  of  the  pack. 


ORACLE  STOCK  PRICE 
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PEOPLESOFT 

PLEASANTON,  CALIF. 


•  PeopleSoft  was  the  fastest- 
growing  of  the  giants.  But  growth 
stalled  nine  months  ago.  It  started 
off  specializing  in  human-resources 
management  software  and 
doesn't  have  as  broad  a 
product  line  as  the  others. 
Revenues  dropped  2%  last  quarter, 
to  $312  million. 


•  New  CEO  Craig  Conway  is  accel- 
erating product  delivery.  The  com- 
pany's e-procurement  package  ar- 
rived this  summer.  He  just  bought 
Vantive  Corp.  to  help  get  the  com- 
pany into  customer-relationship 
software.  PeopleSoft  won't  col- 
lapse, but  its  glory  days  are  proba- 
bly over. 
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J.D.  EDWARDS 

DENVER 


•  The  company  blitzed  past  the 
troubled  Baan  Co.,  but  then  ran 
into  problems  of  its  own.  It  lacks 
an  A-list  of  big  clients,  which 
leaves  it  more  vulnerable  to 
industry  downturns. 
Revenues  were  down  3%  last  quar- 
ter, to  $232  million,  and  the  com- 
pany lost  $33  million. 


•  It  is  recasting  its  programs  into 
smaller,  Web-enabled  applica- 
tions— the  right  stuff  to  peddle  to 
midsize  companies.  In  June,  it 
picked  up  Toronto-based  Numetrix 
to  claw  into  the  hot  market  for 
software  that  manages  supply 
chains.  Right  now,  it's  the  weakest 
of  the  big  four. 


10  EDWARDS  STOCK  PRICE 
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pany — and  one  that's  growing  at  a  blis- 
tering 80%  per  year. 

To  win  in  these  markets,  sap,  Oracle, 
and  other  enterprise  companies  must 
not  only  come  up  with  these  products 
but  also  unseat  the  upstarts.  Brash  new 
players  such  as  i2  are  rich — and  they're 
cozy  with  the  customers  that  sap  counts 
as  its  own.  Take  Texas  Instruments  Inc. 
It  uses  SAP's  finance  software,  but  when 
it  came  time  to  buy  a  factory  planning 
system,  it  went  with  i2.  "When  we 
started  our  project,  SAP  didn't  have  an 
offering  to  suit  us,"  says  ti  Vice-Presi- 
dent Phil  Coup,  and  TI  didn't  want  to 
wait  around  until  sap  caught  up. 

Now,  the  major  enterprise-software 
makers  are  aggressively  rolling  out 
suites  of  supply-chain  and  customer- 
relationship  software.  The  stock  mar- 
ket still  respects  their  clout.  When  SAP 


released  its  supply-chain  products  a  year 
ago,  i2's  stock  plunged  from  42  to  12. 

Despite  the  initial  enthusiasm,  SAP 
has  failed  to  land  the  expected  mega- 
contracts.  Meanwhile,  its  smaller  com- 
petitors keep  growing.  Sales  at  i2  have 
soared  75%  since  the  SAP  launch,  and 
the  stock  is  at  $53.  Crows  Gregg  Mc- 
Kee,  i2's  senior  consultant  for  world- 
wide alliances:  "sap  is  basically  giving  its 
software  away,  and  sometimes  they  can't 
even  give  it  away."  sap  argues  that  it 
has  landed  about  150  contracts,  including 
Colgate-Palmolive.  It  confirms  that  it's 
deeply  discounting  some  products,  but 
denies  it's  giving  software  away. 

SAP  and  most  of  the  former  highfliers 
have  been  chastened — with  the  excep- 
tion of  Oracle.  The  Redwood  Shores 
(Calif.)  company  seems  to  have  the  ear- 
ly lead.  Far  closer  to  the  Internet  epi- 


center than  its  German  rival,  Ora 
moved  more  quickly  to  enterprise  p 
grams  that  work  on  the  Web.  It's  ho 
ing  up  better,  with  sales  growing  32% 
fiscal  1999,  which  ended  in  May.  C 
customer,  Uving.com  Inc.,  a  new  onl 
furniture  retailer,  is  using  Oracle's  sc 
ware  because  of  its  Web  focus.  "Ora 
gets  the  Internet  more  than  a  lot 
companies,"  says  Andrew  Kass,  the 
rector  of  technology  at  living.com. 
KNITTING  UP.  Oracle  now  has  its  eyes 
the  booming  customer-relationship  m 
ket.  The  goal  is  to  wrest  leadersl 
away  from  Tom  Siebel,  a  former  Ora  lj 
executive.  A  first  version  of  Oracl 
CRM  software  released  in  June  produc 
an  impressive  $45  million  in  sales  in 
first  three  months.  Now,  600  Oracle  p 
grammers  are  developing  a  second  vi 
sion  that  will  be  knitted  together  w 
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Keep  up?  Michael,  we're  building  the  new,  high-performance  Optical  Internet. 
And  it'll  leave  you  looking  like  you're  standing  still.  It's  faster  and  more  reliable 
than  ever.  Our  OPTera"*  Portfolio  -  which  will  carry  Internet  traffic, 
a  and  voice  at  1.6  trillion  bits  per  second  on  a  single  fiber  strand  -  leads  the  industry 


Optical 
Internet 


IV-, 


0  .peed  and  capacity.  Now  we're  introducing  OPTera  Packet  Solutions.  Finally,  true 
ivergence  of  optical  and  packet  networking  that  enables  service  providers  to 
\  ry  all  types  of  traffic  on  one  network,  economically.  And  creates  new  revenue- 
R'rating  services.  So  come  together,  right  now  with  Nortel  Networ 
i  make  the  Internet  whatever  you  want  it  to  be.  TiortelnetwoTks.com 

...  iNr  *(»V!vhj)ri  .1.  tenm  to 
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How  the  world  sham  ideas 
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the  company's  other  enterprise  applica- 
tions: financial,  manufacturing,  and  hu- 
man-resources software. 

In  the  next  three  years,  Oracle  CEO 
Lawrence  J.  Ellison  is  hoping  to  re- 
vamp his  $2.4  billion  enterprise  applica- 
tions business.  Instead  of  selling  just 
software  and  leaving  customers  to  make 
it  work  properly,  Ellison  will  run  the 
complex  programs  himself  and  charge 
customers  a  service  fee. 

sap,  late  to  jump  to  the  Internet,  is 
trying  to  make  up  for  lost  time  with 


mysAP.com.  The  idea  is  that  customers 
will  use  the  Web  site  as  a  place  to  hook 
up  with  their  own  customers  and  sup- 
pliers and  that  they  will  use  sap's  soft- 
ware to  cement  those  connections.  And, 
with  its  own  interface  software,  called 
Workplace,  sap  even  hopes  to  supplant 
Microsoft  Corp.'s  Windows.  Says  Platt- 
ner:  "We  want  to  own  the  desktop.  We 
have  the  right.  We  have  the  experience. 
We  have  the  history." 

But  can  they  move  quickly  enough? 
For  a  decade,  sap  and  the  other  enter- 


prise-software giants  rode  the  cor 
rate  restructuring  wave.  To  survive  ; 
grow  in  the  next  decades,  they  m 
speed  up  their  offerings  and  operati 
Internet  time.  But  the  Web  won't  g 
them  long  to  learn  how  to  surf. 

By  Stephen  Baker  in  Paris  and  St 
Hamm  in  New  York 
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For  a  profile  of  SAP's  Kevin  McKay,  see 
www.ebiz.businessweek.com 


i2:  THE  EARLY  BIRD  GETS  THE  MARKET 


1 


A  year  ago,  the  outlook  was  bleak 
for  i2  Technologies  Inc.,  the 
lead  ing  supplier  of  software  for 
connecting  manufacturing  companies 
with  their  suppliers.  Mighty  sap,  the 
king  of  corporate  software,  was 
launching  a  competing  product.  J.  D. 
Edwards  &  Co.,  Oracle  Corp.,  and 
other  software  giants  were  also  en- 
tering the  fray.  Wall  Street  felt  i2 
would  be  crushed,  and  it  sent  the 
company's  stock  price  tumbling  from 
42  to  12. 

So  much  for  the  conventional  wis- 
dom. Sales  at  i2  spurted  53%,  to  $146 
million,  in  the  quarter  ended  Sept. 
30,  and  the  company's  net  income 
soared  nearly  threefold,  to  $10  mil- 
lion. Its  share  price  is  now  at  a 
record  high  of  53.  "People  thought 


"The  Internet  is 
the  rules  of 

SANJIV  SIDHU,  FOUNDER  OF  i2 

SAP  would  freeze  the  market,  but  i2 
kept  rolling  on  unfazed,"  says  analyst 
Larry  Lapide  of  AMR  Research  in 
Boston. 

QUICKER,  SIMPLER.  Chalk  it  up  to  i2's 
headstart.  Its  customer  list  is  topped 
off  by  hypercompetitive  high-tech 
manufacturers  such  as  Dell  Comput- 
er and  Compaq  Computer  that  are 
unwilling  to  wait  for  sap  or  others  to 
get  their  software  up  to  speed.  Also 
credit  the  Web:  It  has  put  a  new  em- 
phasis on  supply-chain  software — 
since  executives  are  searching  for 
ways  to  use  the  Net  to  make  their 
interactions  with  suppliers  quick  and 
simple.  "The  Internet  is  changing  the 


rules  of  the  game,"  says  Sanjiv  S. 
Sidhu,  the  founder  and  ceo  of  i2  in 
Irving,  Tex. 

For  customers  transforming  their 
operations  into  e-businesses,  i2's  soft- 
ware is  vital.  It  helps  Dell  synchro- 
nize its  component  orders  with  pro- 
duction schedules.  Meanwhile,  Texas 
Instruments  Inc.  uses  i2  software  to 
manage  the  production  and  shipment 
of  120,000  semiconductor  orders  each 
month. 

The  biggest  strength  at  i2  is  its 
technological  lead.  Even  Kevin  Mc- 
Kay, ceo  of  sap  America,  concedes 
the  technology  in  the  forthcoming 
update  of  his  company's  supply-chain 


software  is  still  six  months  be- 
hind i2's.  Legg  Mason  Wood 
Walker  Inc.  analyst  Christophei 
Desautelle  calls  even  that  con- 
cession an  exaggeration.  "i2  is 
light-years  ahead,  and  the  othei 
guys  aren't  going  to  be  able  to 
catch  up,"  he  predicts. 

At  i2,  the  marketing  ap- 
proach has  been  as  important 
as  the  technology.  Instead  of 
promoting  technical  specs,  i2 
pledges  to  help  companies  save 
money.  The  company  gets  paid 
based  on  the  results  its  soft- 
ware produces.  So  far,  i2  has 
delivered  a  cumulative  $7  bil- 
lion in  savings,  according  to 
Miller- Williams  Inc.  in  Atlanta, 
a  market  researcher.  "That 
message  really  resonates,"  says 
Doug  Kaewert,  a  vice-president 
|  at  Sun  Microsystems  Inc.,  an  i2 
customer. 

Now,  Sidhu  has  aggressive 
new  ideas  to  expand  into  new 
industries,  including  automo- 
biles and  retail.  On  Oct.  12,  he 
outlined  plans  to  set  up  Web 
marketplaces  linking  retailers  with 
their  suppliers  and  customers.  But 
he's  also  got  to  keep  up  with  nimble 
upstarts  such  as  Syncra  Software 
Inc.  in  Cambridge,  Mass.,  whose  soft- 
ware allows  buyers  of  materials  and 
their  suppliers  to  compare  sales  fore- 
casts. "There's  no  limits  to  their 
technology,  but  as  with  any  big  com- 
pany, they'll  hit  roadblocks,"  says 
Tim  Andreae,  a  Syncra  vice-presi- 
dent who  formerly  worked  at  i2. 
Right  now,  though,  i2  is  flying 
high.  For  Sidhu,  whose  37%  stake  in 
i2  is  valued  at  $1.5  billion,  the  out- 
look is  anything  but  bleak. 

By  Steven  V.  Brull  in  Los  Angeles 


>■' 


The  name  is  new. 
The  reputations 

are  legendary. 


SEC  U  R ITY 


For  almost  two  decades,  businesses  have 
trusted  Security  Dynamics  Technologies,  Inc. 
and  RSA  Data  Security,  Inc.  to  secure  e-business, 
even  before  it  was  called  e-business.  Today,  the 
companies  have  unified  under  one  name, 
RSA  Security  Inc.  Our  new  name  and  look 
reflects  our  singular,  continued  commitment  to 
innovative  products  that  help  customers  meet 
the  security  needs  of  e-business,  and  the  support 
and  services  that  tie  it  all  together.  You  may  not 
have  known  us  by  name,  but  you  should. 
Chances  are  you've  already  relied  on  one  or 
more  of  our  products  to  purchase  something 
over  the  Internet,  securely  send  email,  safely 
connect  to  your  network,  or  do  your  banking 
online.  As  a  combined  company,  we  are  the 
most  trusted  name  in  e-security  —  bar  none. 


More  than  450  million  copies  of  our  RSA  BSAFE® 
encryption  technology  are  installed  in  today's 
most  successful  applications  and  devices  More 
than  half  of  the  Fortune  100  already  use  our 
award-winning  RSA  SecurlD®  user  authentication 
systems  to  protect  their  networks  and  vital 
information.  And  our  new  RSA  Keon™  product 
line  provides  companies  with  a  complete  digital 
certificate  system,  known  as  "PKI,"  to  enable 
and  manage  security  for  e-commerce 
applications.  Thousands  of  customers  trust 
RSA  Security,  including  Cisco,  Compaq,  Ericsson, 
IBM  and  Lucent.  Shouldn't  you?  To  learn  how 
we  might  serve  your  e-security  needs,  please 
visit  us  at  www.rsasecurity.com,  or  contact  us 
at  info@rsasecurity.com  or  1-877-RSA-4900. 


The  Most  Trusted  Name  in  e-Security 
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FL  TODAY 

ae  commish  talks  about 
the  new  Houston  team, 
corporate  ownership,  and 
not  launching  a  TV  network 


PARITY  AT  WORK:  Kansas  City's  defeat  of  Denver  demonstrated  why  the  NFL  is  so  hot — anything  can  happen 


These  are  glory  days  for  the  Na- 
tional Football  League.  TV  ratings 
remain  high.  Only  a  couple  of  star 
quarterbacks  have  been  sidelined 
by  injuries.  And  on  Oct.  6,  the  league 
awarded  the  latest  expansion  slot  to 
Houston,  haiding  in  a  record  $700  mil- 
lion franchise  fee. 

But  the  NFL  isn't  problem-free.  In 
choosing  Houston  for  the  32nd  fran- 
chise (page  16^),  owners  bypassed  Los 
Angeles,  leaving  the  nation's  second- 
largest  TV  market  still  without  a  team. 
NFL  Commissioner  Paul  Tagliabue 
faces  other  pressures:  clubs  seeking  to 
sign  their  own,  rich  marketing  deals 
and  rumblings  about  rival  football 
leagues.  Last  week,  Tagliabue  met  with 
business  week  editors  and  spoke  about 
the  state  of  the  NFL. 

Q:  What  doomed  Los  Angeles'  bid  for 
an  NFL  franchise? 

A:  A  combination  of  political  competi- 
tion . . .  and  economics.  [But]  the  business 
community  just  never  got  interested. 

Q:  Prices  for  NFL  teams  liave  been  es- 
calating faster  than  in  any  other  major 
sports  league.  For  the  Houston  team, 
Robert  McNair  paid  $700  million,  10 
times  what  franchises  were  selling  for 
15  years  ago  and  higher  than  record 
prices  paid  recently  for  franchises  in 
Washington  and  Cleveland.  Why  so 
much? 


A:  The  difference  between  the  Cleve- 
land price  [$540  million]  and  the  Wash- 
ington price  [about  $600  million,  plus 
the  cost  of  buying  the  Redskins  stadi- 
um] and  this  price  grows  out  of  a  couple 
of  very  clear  things  that  McNair  has:  a 
multipurpose  stadium  that  can  be  used 
365  days  a  year.  Neither  Cleveland  nor 
Washington  did.  There  will  be  a  lot  of 
additional  revenue  out  of  the  stadium. 
Number  two,  we  committed  [to]  a  Super 
Bowl,  which  gives  him  the  ability  to 
give  his  suite  holders  and  his  club-seat 
holders  and  his  season-ticket  holders 
value  that  Cleveland  and  Washington 
can't  deliver  because  they're  not  going 

to  host  Super  Bowls The  third  thing 

is,  he's  in  a  state  where  football  is  king. 


Q:  Any  concerns  the 
Raiders  may  be  plotting 
a  move  back  to  L.  A.  ? 
A  [The  Raiders  have]  a 
very  long-term  lease  in 
Oakland....  I  don't  think 
it  will  be  very  easy  to 
get  out  of,  especially 
with  Jerry  Brown  as 
mayor. 

Q:  Would  the  Raiders 
owner,  Al  Davis,  be  wel- 
comed back  in  L.  A.  ? 
A:  Most  of  the  public 
says,  hell,  no.  I  guess 
there  are  some  people 


who  feel  that  Al  Davis  is  now  at 
long  end  of  his  life  and  it  seems 
the  Raiders  are  going  to  be  the  Raid 
without  Al  Davis.  That's  more  palate 
to  some  people.  t 

Q:  With  prices  rising,  do  you  forese 
change  in  NFL  policy  barring  corpoi 
ownership  of  franchises? 
A  I've  been  giving  the  same  answei 
that  for  30  years  [since  he  was  leaj 
attorney]:  I  don't  know.  I  think  the 
son  you  can  draw  from  the  experie 
of  the  other  sports  is  that . . .  the  c 
porations  interested  in  buying  in  d< 
because  they  think  there  is  some  bi 
ness  synergy.  Who  buys  an  NBA  tea 
Comcast.  Who  buys  a  baseball  tea 
Fox.  We  think  we'r 
heck  of  a  lot  better 
having  an  arm's-leni 
relationship  with 
media  companies.  If  j 
look  beyond  that,  w! 
have  you  got?  I'm 
sure  we  want  a  Co 
Cola  owning  a  te£ 
You're  better  off  hav 
a  relationship  w 
Coca-Cola  and  the  fie 
bility  to  deal  with  Pe 
and  others. 


THE  COMMISSIONER:  Houston 
was  promised  a  Super  Bowl 


Q:  The  NFL  has  e 
braced  revenue-shan 
more  completely  th 
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Digex  &  Fila 

We  don't  design  footwear 
They  don't  manage  Web  servers 
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Fila  designs  athletic  and  casual  footwear  and  apparel  for  today's  most 
demanding  athletes  -  that's  their  business.  At  Digex,  we  don't  know  much 
about  shoes.  But  we  do  know  what  it  takes  to  run  a  successful  e-business. 

Digex  caters  our  Web  hosting  services  to  meet  the  needs  of  our  growing 
Enterprise  and  Internet  business  customers.  From  world-class  data  centers 
and  fast,  redundant  networks  to  monitoring,  security  and  systems 
management  tools,  Digex  manages  every  detail  necessary  to  make  your  Web 
site  a  success.  We  focus  on  what  we  do  best,  so  you  can  too. 

Today,  fila. com  is  an  interactive  Web  site  featuring  an  Internet  store  where 
consumers  can  shop  for  selected  Fila  footwear  and  apparel  -  plus  contests, 
fitness  tips,  interactive  polls,  and  interviews  with  Fila  athletes  such  as  Sammy 
Sosa,  Grant  Hill,  and  Carla  Overbeck.  In  a  business  where  even  brief  periods 
of  downtime  can  translate  into  millions  of  dollars  in  lost  revenue,  Fila  trusts 
their  complex,  mission-critical  e-business  to  Digex. 

And  we  promise,  .our  Internet  experts  will  never  try  to  outrun  you... 
unless  it's  to  www.fila.com. 


Digex  keeps  e-business  in  business 

www.digex.com/e-business4 
1  888.312.4843 


■C  1999  Digtx.  Inc  All  ir ad* marks,  (radanamai  and  sarvices  m,rki  muntionad  and/or  usad  balong  to  thair  r  aspire  dv  a  ownajra  All  rights  tesarvad 
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•  Car  Starter  IF  will  keep  its 
charge  for  years  and  zvill  work  in 
the  most  extreme  hot/cold  tem- 
perature conditions.  Its  output  is 
an  astonishing  7.5  amp-hs.. 
incomparably  higher  than  any 
competing  unit.  Car  Starter  IT" 
measures  just  85"  x  2"  x  2"  and 
weiglis  only  27  oz.  You  should 
always  keep  it  in  the  glove  com- 
partment of  every  one  of  your  cars! 


Never  let  a  dead  car  battery  stall 
you  again-go  with... 

Car  Starter  II 

only  $49 

*Bui  read  this  ad  for  an  even  better  deal! 

The  sickening  "click-click"  of  a  dead  car  battery  is  the 
most  discouraging  sound  a  motorist  can  hear.  You  are 
stranded — sometimes  for  hours  or  in  dangerous  neigh- 
borhoods— or  are  dependent  on  the  kindness  of  strangers, 
who  might  not  even  have  jumper  cables.  And  you  know 
how  dangerous  jumper  cables  (and  strangers!)  can  be. 

This  can  never  happen  to  you  with  Car  Starter  IT" ,  a 
portable  power  source  that  will  charge  your  car  battery  in  15 
minutes  or  less — just  by  plugging  it  into  your  cigarette 
lighter!  After  use,  you  can  recharge  the  unit  again,  right 
through  that  same  cigarette  lighter.  And  that  isn't  all:  You 
can  use  Car  Starter  IF  to  operate  any  and  all  12- volt  appli- 
cances,  such  as  small  TV  sets  (up  to  16  hours),  portable  fridges,  cellular  phones  (up  to 
100  hours),  camcorders,  and  much  more.  Car  Starter  //"'has  important,  special,  and 
unique  features,  such  as  high/low  voltage  indicator  and  built-in  short-circuit  protection. 

*And  here  is  the  "even  better  deal":  Buy  two  Car  Starter  IF  units  for  $99.90  and 
we'll  send  you  a  third  one,  with  our  compliments — absolutely  FREE!  Don't  ever 
again  worry  about  a  dead  battery  and  a  stalled  car — give  convenience  and  safety 
to  yourself  and  your  loved  ones  and  order  your  Car  Starter  II"'  unit(s)  today! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and  pay 
by  check  or  Visa/MasterCard.  Please  give  order  number 
#1080F204.  Add  $4.95  for  one  or  $9.90  for  three  Car  Starter  IT " 
units  ship. /ins.  and  sales  tax  for  CA  delivery.  You  have  30- 
day  refund  and  one-year  warranty.  We  do  not  refund  postage.     2360  Third  St.,  San  Francisco,  CA  94107 


©  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 


'When  Alan  Greenspan  talks, 

the  markets  listen.1 

—  ibe  Willi  Street  Journal 


David  B - S i c 1 1 1 a  aid  Jeffrey  1.  Cruikshaik 

Words 

That  Move 

theWorld's 
Markets 


GREENSPAN 


One  word  from  Alan 
Greenspan  can  crash 
markets  or  build  fortunes 
around  the  world. 
The  Greenspan  Effect  is  a 
revealing  analysis  of  his 
thoughts,  writings,  and 
speeches  on  today's  most 
pressing  economic  and 
social  issues,  helping 
investors  separate 
meaningless  rhetoric  from 
market-moving  signals. 


Available  Everywhere  Books  Are  Sold 

Visit  us  at  www.books.mcgraw-hill.com  ? 

A  Division  of  The  McGraw-Hill  Companies 


the  other  major  sports.  Yet  some  own 
want  a  free  hand  to  strike  their  o 
marketing  deals.  Is  this  a  concern? 
A:  If  you  take  all  the  marketing  opp 
tunities  and  throw  them  back  to 
teams,  it  has  a  huge  impact  on  [in 
vidual  teams']  ability  to  get  players, 
turn,  that  has  a  destabilizing  effect 
the  competitiveness  of  where  we  are 
a  league. 

If  San  Francisco,  Dallas,  and  the 
phins — just  to  take  a  hypothetical — ; 
Nike  teams  having  marketing  relati 
ships  with  Nike,  [then]  Cincinnati,  B 
falo,  and  Green  Bay  are  left  with — j 
pick  it — Wegmans  [Food  Markets] 
Buffalo,  which  is  the  Bills'  biggest  lo 
marketing  deal.  Guess  what?  Players  i 
go  to  play  for  Miami  and  San  Francis 

Q:  The  National  Basketball  Assn. 
cently  announced  plans  to  launch 
television  network.  Any  thoughts  of 
structuring  the  nfl's  TV  in  a  simi 
way? 

A:  The  question  is:  Why  restructure 
you  have  the  networks  paying  a  p 
mium  [for  NFL  games]?  I  would  not  a 
business  want  to  have  the  risk  th 
have  been  willing  to  take  in  rec< 
years.  They've  taken  it  for  reasons 
their  own:  building  audience,  buildi 
capacity  for  other  programming.  A  lot 
times  you're  better  off  sticking  to  y( 
knitting  and  being  a  rights  provider  a 
a  licensor. 

Q:  Atlanta  and  Denver,  last  yea 
Super  Bowl  teams,  have  been  fit 
this  year — a  combined  2-8.  Is  thai 
problem? 
A:  It's  obviously  not  good  for  t 
league.  Among  other  things,  we  \ 
them  on  Monday  Night  Football  abc 
six  times.  But  it's  a  fluke.  It's  really 
outgrowth  of  injuries  and  the  reti: 
ment  of  [Denver  QB  John]  Elway. 


) 


i0 
SOP 


Q:  NBC  and  Turner  say  they're  expl 
ing  a  rival  football  league  and  oth( 
also  are  planning  to  take  on  the  N. 
Do  you  take  these  ventures  serioiisly 
A:  I  take  it  seriously  because  tele 
sion  has  grown  to  the  point  wh« 
there's  a  huge  vacuum  cleaner  for  p: 
grarnming  and  it's  continuing  to  grow. 
On  the  flip  side  of  the  coin,  there  is 
much  competition  out  there  now  for  t 
sports  dollar.  I  think  you  have  to  hav« 
high  appetite  for  speculation  and  ri 
to  add  your  product  to  the  marketpla 

For  a  longer  version  of  this  interview, 

see  the  Oct.  25  issue  online  at 

www.businessweek.com 
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Introducing  the  first  complete  solution  for  supplier 
relationship  management  (SRM).  Brought  to 
you  by  SAS  Institute,  the  world  leader  in  deci- 
sion support  software,  and  Dun  &  Bradstreet, 
the  world's  leader  in  business  information.  This 
solution  gives  you  the  big  picture  on  who  your 
suppliers  are,  how  they're  related  to  each  other, 
what  you're  buying  from  where,  and  who  you 
should  be  buying  from.  You  can  consolidate  all 
your  procurement  data — whatever  its  source — 
around  UN/Standard  Products  and  Services 
Classification...  the  new  standard  for  classifying 
goods  and  services. 

O  Consolidate  purchases  with 
a  select  number  of  vendors. 

O  Negotiate  better  contracts. 

O  Analyze  your  buying  practices 
over  time. 

We'll  show  you  how — in  just  five  easy  clicks — 
with  our  free  interactive  demo.  Visit  us  now  at 
www.sas.com/srm 


in 


Dun  &  Bradstreet 


www.sas.com/srm      E-mail:  bw@sas.com      919.677.8200 
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Sports  Business 


FOOTBALL 


THE  aUIET  GUY  WHO 
WON  IT  FOR  HOUSTON 

When  L.  A.  fumbled^BobMcNa^ 
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Houston  billionaire  Robert  C. 
McNair  doesn't  spend  money  reck- 
lessly. He  has  given  tens  of  millions 
of  dollars  to  universities,  medical  re- 
search, and  charities  but  keeps  close  tabs 
on  his  donations.  And  on  a  recent  fishing 
trip  to  Alaska,  the  62-year-old  business- 
man didn't  throw  away  a  line  or  lure 
needlessly,  recalls  fellow  angler  Malcolm 
Gillis  president  of  Rice  University. 

So  when  McNair  bid  a  record 
$700  million  for  a  National  Football 
League  expansion  franchise  for  his 
hometown-outmaneuvering  a  fractious 
Los  Angeles-Colleagues  knew  this  was 
no  crazy  Texan  on  a  Saturday  night 
spending  binge.  A  pragmatist  first  and 
sports  fanatic  second,  McNair  says  of 
his  deal:  "I  think  it  can  be  a  successful 


business  at  this  price. 

Few  would  doubt  Mc- 
Nair, who  has  spent  two 
year's  chasing  his  dream, 
even  when  the  NFL  clear- 
ly   favored    the    bigger, 
glitzier  L.A.  market.  In 
March,  the  league  granted 
a  conditional  franchise  for  . 
its  32nd  team  to  Los  Angeles,  giving 
bidders  there  time  to  strike  a  stadium 
deal   But  squabbling  among  such  high- 
powered  bidders  as  Hollywood  power 
broker  Michael  Ovitz  and  developer  Ld 
Roski,  plus  a  lack  of  public  financing, 
doomed  L.  A.'s  effort.  And  it ^didnt  hurt 
that  Houston  was  offering  $150  million 
more  than  Los  Angeles.  If  the  lengthy 
competition  irritated  McNair,  he  didnt 


Sevei 
linba 

McKJUl 


I  the 


show  it.  "I've  always  felt  that 
lose  your  temper,  you  lose  your  abilil 
think,  so  I  try  not  to  lose  my  tern 
he  says. 

With  his  deep  pockets  and  unassui 
air  McNair  was  able  to  present  a  ui 
conimunitv  to  the  NFL— and  the  pro  es  f 
of  a  $310  million  stadium  with  a  p. 
tractable  roof.  The  public  will  kic 
$195  million  toward  the  bill  through 
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With  ADT  handling  your  security,  you'll  have  the  peace 


of  mind  you  need  to  concentrate  on  putting 


1-877-258-6422,  ext.  500         www.adt.com/corp 


©199 


9  ADT  Security  Services.  Inc 


Seventeen  years  ago,  McNair  had  a  business 
in  bankruptcy  and  $1  million  in  debt 

McNAIR  AT  HIS  HORSE  FARM  IN  PARIS,  KY. 


tel,  car-rental,  and  other  tax- 
66,  returning  pro  football  to 
Houston  for  the  first  time 
since  the  Oilers  left  for  Ten- 
nessee after  the  1996  sea- 
son. "Bob  McNair  was  the 
guy  who  had  the  class,  the 
clout,  and  the  cash  to  put 
this  thing  together.  I  don't 
know  of  another  human  be- 
ing in  Houston  who  could 
have  done  it,"  says  Jack  M. 
Rains,  former  chairman  of 
the  Hams  County-Houston 
Sports  Authority 

The  deal  isn't  likely  to 
'  produce  strong  returns  for 
|  lair  in  the  short  term.  But  "if  you  as- 
■ur  aoi  le  he  sells  10  or  15  years  from  now, 
r;  la  team  values  have  skyrocketed,  and 
ebody  will  pay  a  billion  or  a  billion 
iM  ka  half  then,"  predicts  Marc  S.  Ganis 
ait  at  .portscorp  Ltd.,  a  Chicago  firm  that 
the pr  kes  franchises.  In  the  biggest  nfi, 
mm  chise  sale  until  now,  the  Washington 
rilki  iskins  sold  in  May  for  $800  million, 
throw   that  included  the  stadium. 


Patience  and  a  knack  for  spying  op- 
portunity arc  second  nature  to  McNair, 
who  grew  up  in  North  Carolina.  After 
dabbling  in  insurance  and  advertising 
sales,  the  psychology  major  from  the 
University  of  South  Carolina  was  lured 
to  Houston  by  a  friend's  promise  of  a 
$3,000  loan  to  start  an  auto-leasing  busi- 
ness. "Houston  is  a  can-do  city.  They  rec- 
ognize your  ability  rather  than  your  pedi- 
gree," says  McNair,  whose  father  was  a 
salesman  for  Sunshine  Biscuit  Co. 
"GOOD  NAME."  After  building  up  his 
auto-leasing  business,  McNair  moved  into 
equipment-leasing  and  trucking.  By  1982, 
overleveraged  and  squeezed  by  competi- 
tion, part  of  the  trucking  biz  was  in 
bankruptcy,  with  about  $1  million  in  debt. 
McNair  says  creditors  were  eventually 
paid  100c  on  the  dollar.  "Because  he  had 
his  good  name  and  reputation,  he  came 
roaring  back,"  says  Rains. 

Did  he  ever.  In  1984,  McNair  jumped 
into  independent  power  generation  just 
as  partial  deregulation  of  the  electricity 
market  was  creating  a  niche  for  smaller 
players.  He  first  planned  a  $15  million  co- 


generation  plant  in  New  Jersey.  "By  the 
time  l  gol  through  with  it,  it  was  $180 

million,"  recalls  McNair,  who  brought  in 

such  heavyweight  partner  aa  Enron 
Corp.  and  Genera]  Electric  Co.  "He  was 

very  committed  and  tenacious  and  just 
kept  working  at  it  and  working  at  it  un- 
til he  got  it  done,"  -ay-  Enron  CEO  Ken- 
neth L.  Lay. 

At  the  time  of  a  planned  public  offer- 
ing last  year,  McNairs  Cogen  Technolo- 
gies Inc.  was  operating  three  plants  with 
an  estimated  $450  million  in  gross  annu- 
al revenues  and  $65  million  in  net  in- 
come. But  given  the  uncertainty  of  the 
market,  McNair,  who  owned  82%  of  the 
company,  grabbed  a  $1.4  billion  offer  from 
Enron  to  buy  most  of  Cogen's  assets. 

The  deal  has  left  McNair  with  plenty 
of  free  time  to  pursue  his  sports  inter- 
ests— which  include  horse  racing  and  a 
1,500-acre  farm  in  Kentucky.  He  owns 
the  nation's  top  two-year-old  filly,  Chiluk- 
ki,  who  is  undefeated  after  six  races.  He 
vows  to  create  a  "first-class  organiza- 
tion" in  football,  too. 

The  still-unnamed  team  starts  play- 
ing in  2002,  and  McNair  plans  to  bring  in 
financial  partners  to  cut  his  stake  to  30%. 
"I'll  leave  the  coaching  to  the  coaches," 
he  promises.  But  with  such  a  hefty  in- 
vestment, odds  are  that  Bob  McNair 
won't  be  sitting  quietly  in  his  skybox. 
By  Wendy  Zellner  in  Dallas 


1(1*99  companies  behind  you  Demand  the  best.  Prevent  the  worst. 
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Everybody  doing 
business  directly— 
To  me  that's  the  power 
of  the  Internet. 
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New  Dell  PowerEdge15  Servers 


My  name  is  Michael  Dell.  I  like  to  think 
myself  as  an  innovator  who  startec 
company,  Dell  Computer,  arouna 
iOea:  that  everyboay  shouia'be  ao 
business  airectly  with  one  another— o 
to-one,  with  no  barriers. 

Toaay,  the  Internet  is  making  t 
even  more  true,  by  enabling  us  a 
establish  airect  relationships  with  our  c 
tomers. 

That's  certainly  true  here.  Once 
start  a  relationship  with  you,  we'll  h 
you  aetermine  how  best  to  integrate 
Internet  into  your  business. 

At  Dell,  being  airect  is  a  philosoph 
creating  value  for  our  customers.  Ana 
our  reason  for  being. 
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1-877-430-3355 
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Visit  [www.dell.com/innovator  |  to  learn  more  about  how  our  new  enterprise  products,  softwa||  lI; 
technology  consulting  and  team  of  professionals  can  help  make  the  Internet  work  for  your  busin 
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Dell  offers  a  complete  line  of  Intel --based  Systems.  Simplify  your  e-business 
with  robust  Dell  PowerEdge  servers  based  on  the  Pentium  III  Xeon"  proces- 
sor, including  the  Dell  PowerEdge  8450  Server.  This  monster  can  accommo- 
date up  to  eight  Pentium  III  Xeon  processors,  up  to  ten  64-bit  PCI  slots  and  is 
expanaable  to  32GB  RAM. 

Intel,  the  Intel  Inside  logo  and  Pentium  III  Xeon  Processor  are  registered  trademarks  of  Intel  Corporation  Dell. 
PowerEdge  dnd  the  Dell  logo  are  registered  trademarks  of  Dell  Computer  Corporation.  Be  Direct  is  a  trade 
mark  of  Dell  Computer  Corporation  '01999  Dell  Computer  Corporation.  All  rights  reserved. 
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ley're  the  next  big  thing,  offering  wireless  Net  access 
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15-year-old  girl  strolls  through 
London's  Berkeley  Square.  Sud- 
denly she  hears  a  beep  from  her 
cell  phone  and  looks  at  the 
screen.  A  message  sponsored  by 
•bucks  informs  her  that  two  friends 
Q  her  "buddy  list"  are  walking  near- 
Would  she  like  to  Bend  them  an  in- 
it  message  to  meet  for  coffee  at  the 
pesl  Starbucks  around  the  corner? 
merely  has  to  click  "yes"  on  her 


smart  phone  to  send  the  message.  And 
she  gets  an  electronic  coupon  worth  $1 
off  a  Frappuccino. 

Does  it  sound  like  an  e-commerce 
fantasy?  Hardly.  Such  a  scene  could  hap- 
pen in  London  next  year.  That's  be- 
cause, from  Tokyo  to  Stockholm  to  Sili- 
con Valley,  telephone  companies. 
software  designers,  and  phone-equip- 
ment suppliers  are  all  revving  up  their 
strategies  for  the  next  technological  rev- 


olution: wireless  access  to  the  Internet. 
Already  in  Europe — and  to  a  limited 
extent,  in  the  U.  S. — customers  can  dial 
in  to  receive  e-mail,  weather  reports, 
and  other  specialty  packages  via  their 
cell  phones.  By  next  year,  tens  of  mil- 
lions of  users  in  Europe  should  be 
linked  to  the  Web  all  day  long.  All  they 
have  to  do  is  keep  their  cell  phones  on. 
"It  will  be  the  exception  when  you're 
not  connected,"  predicts  Petri  Poyho- 
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J,  a  manager  of  radio  access  systems 

Nokia  Networks.  In  Japan,  sonic  3 
[ion  cell-phone  users  are  already  stay 
1  continuously  connected  to  the  Net 
he  178). 

Pearly,  some  tantalizing  visions  of 
J  wireless  Net  may  fizzle  in  the  mar- 
blace.  Applications  may  be  too  un- 
]!dy  for  a  handheld  machine.  And 
lie  data  costs  should  be  moderate — a 

cents  for  most  downloads — many 
rs  may  object  to  the  likely  blitz  of 
[ertising  and  keep  their  pocket 
psers  switched  off.  Still,  a  portable 

constant  link  to  the  information 
lid  could  change  lifestyles — and  offer 
iness  opportunities — just  as  much  as 
1  Web  has  up  to  now.  The  Japanese 
lemment  predicts  that  its  domestic 
leless  market,  tied  in  to  the  Web, 

be  worth  $130  billion  in  annual  rev- 


enues by  2006.  Europe's  could  be  three 
times  larger. 

From  AT&T  to  Sony  Coif).,  companies 
arc  staking  out  their  claim  to  the  mobile 
Net,  fueled  by  fear  that  their  competi- 
tors will  get  there  first.  It  was  Sprint 
Corp.'s  coveted  mobile  network,  and  the 
prospect  of  turning  it  into  an  extension 
of  the  Internet,  that  led  MCI  WorldCom 
to  buy  Sprint  on  Oct.  5  in  a  $115  billion 
deal.  Meanwhile,  Nokia  Corp.,  Motorola 
Inc.,  and  others  are  rolling  out  Web- 
surfing  smart  phones  this  fall.  Media 
heavies  such  as  CNN,  ESPN,  and  Reuters 
are  marketing  news  nuggets.  And  soft- 
ware companies,  from  mighty 
Microsoft  to  startups  in  Stock- 
holm and  Milan,  are  devising 
pocket-size  applications  for  the 
new  mobile  Net. 

All  these  companies  have 
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EUROPE  HAS  AN  EDGE 
IN  THE  NET-PHOHE  BATTLES 

LADING  CELL-PHONE  MAKERS  Finland's  Nokia  is 
|e  world's  No.  1  cellular-phone  brand,  from  the  U.S. 
China,  with  a  quarter  of  the  global  market  and  half 
|e  profits.  The  Continent  boasts  other  strong  con- 
Inders,  including  Ericsson  and  Alcatel. 

ORLDWIDE  OPERATORS  Britain's  Vodafone 
lis  become  the  first  truly  global  mobile-phone  op- 
lator  since  its  January  buyout  of  the  U.S.'s  Air- 
luch.  Other  Europeans  are  coming  on  strong,  in- 
Jjding  Germany's  Mannesmann  and  Spain's 
jlefonica.  They  will  have  to  take  on  rivals  such  as 
[DL,  Yahoo!,  and  Japan's  NTT  DoCoMo. 

FTWARE  DEVELOPERS  Spurred  by  the  success  of 
mpanies  such  as  Nokia  and  Vodafone,  software  star- 
ps  catering  to  the  mobile  industry  have  been  sprout- 
g  up  around  Europe.  Some  design  specific  systems 
r  following  traffic  or  weather,  while  others  are  putting 
gether  custom-made  products  for  corporations,  link- 
g  sales  forces  with  mobile  phones  to  company  In- 
anets. 


EMICONDUCTOR  MAKERS  Europe's  strength  in 
obile  phones  is  luring  the  global  leaders  in  chips 
the  Continent.  Texas  Instruments  and  Lucent 
ive  both  based  their  key  manufacturing  operations 
r  the  mobile  phone  business  in  Europe.  They're 
Drking  alongside  Europe's  STMicroelectronics, 
lilips,  and  Siemens  to  supply  the  mobile  industry, 
Dm  handsets  to  base  stations. 

WART  CARDS  Europe  leads  in  these  credit-card- 
;e  devices,  which  will  soon  become  key  payment 
ols  for  e-commerce  over  smart  phones. -France's 
smplus  and  Schlumberger  are  world  leaders  in  the 
jsign  and  production  of  smart  cards. 
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their  eyei  on  Europe.  That'-  hccau.se 
the  old  world  is  quickly  becoming  the 
biggest  laboratory  for  introducing  lead* 
ing-edge  Internet  services.  It  is  just  as 
likely  to  be  a  battleground  for  compa- 
nies scrambling  to  get  a  piece  of  the 
action.  Foreigners  and  locals  alike  are 
pouring  research  money  into  Europe. 
Lucent  Technologies,  Texas  Instruments, 
Japan's  NEC,  and  Canada's  Nortel  Net- 
works are  all  beefing  up  mobile  phone 
operations  on  the  Continent. 
TURNED  TABLES.  For  Europe,  it's  a  rich 
opportunity.  The  race  for  the  wireless 
Internet  offers  the  Continent  its  best 
chance  yet  to  launch  its  own  tech- 
driven  New  Economy.  In  the 
1970s  and  1980s,  Europe  missed 
out  on  the  personal-computer  rev- 
olution as  its  protected  national 
champions  Bull,  Nixdorf,  and 
Olivetti  got  creamed  by  Ameri- 
f  cans.  In  the  1990s  the  Continent 
lagged  in  Internet  development. 
But  when  it  comes  to  mobile 
phones,  the  positions  are  reversed: 
America  trails,  its  market  fractured 
by  competing  wireless  standards.  Eu- 
rope, meanwhile,  has  steamed  ahead, 
powered  by  its  common  standard  for 
cellular  communications, 
known  as  GSM.  The  stan- 
dard has  since  spread  to 
120  countries,  from 
China  to  South 
Africa. 

To     serve     this 
fast-growing  global 
market,    a   powerful 
industry  has  sprung  up. 
Finland's  Nokia  has  rocket- 
ed   to    world    leadership    in 
handsets.  Britain's  Vodafone  has 
become  the  world's  first  global  cell- 
phone provider  since  it  outbid  Bell 
Atlantic  for  San  Francisco-based 
AirTouch  early  this  year  in  a 
$65.9  billion  deal. 

Supplying  these  stars  is  a 
huge  industry,  ranging  from 
French-Italian  chipmaker  STMi- 
croelectronics to  Symbian,  the 
London-based  software  joint 
venture  linking  Ericsson,  Nokia, 
Motorola,  and  Japan's  xtt  Do- 
CoMo. Symbian's  new  operat- 
ing system  for  wireless  Internet 
phones  is  going  head  to  head 
with  Microsoft  Corp.'s  Windows 

RIDING  HIGH 

25-year-old  Swede  Per 

M ossein  owns  a  hot  startup 

making  phone  Wbd  pages 
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The  U.S.  will  challenge  Europe's  lead  in  the  mobile 
market — and  Japan  is  already  making  inroads 


ce.  That  challenge  has  spurred  Mi- 
crosoft to  invest  in  wireless  companies 
in  Europe,  including  stnc,  a  Cambridge- 
based  microbrowser  company,  and 
Sendit,  a  Stockholm  company  specializ- 
ing in  mobile  phone  e-mail. 

Now  the  wireless  Internet  offers  Eu- 
rope new  opportunities  to  expand  its 
high-tech  industrial  base.  By  2003,  ana- 
lysts expect  much  of  the  Continent  to 
follow  the  example  of  Finland,  where 
more  than  6  out  of  10  people  own  cell 
phones.  If  that  happens,  248  million  Eu- 
ropeans would  own  them,  up  from  141 
million  today.  Most  of  these  phones  will 
be  capable  of  tapping  in  to  the  Net. 
Add  it  all  up,  and  the  mobile  Internet 
could  soon  have  the  old  world  swaying 
to  a  California  beat:  European  compa- 
nies and  their  foreign  rivals  could  pour 
even  more  money  into  developing  new 
products  and  services.  And  venture  cap- 
ital, already  trickling  into  Europe,  could 
start  to  gush  into  startups  in  software 
and  Web  appliances. 
ANSWERING  CALLS.  To  see  where  Eu- 
rope could  be  heading,  take  a  look  at 
Scandinavia.  Engineering  students  in 
Stockholm  used  to  head  for  the  labora- 
tories of  Ericsson  and  Nokia  after  grad- 
uation. Now  they're  setting  up  compa- 
nies, signing  development  agreements 
with  the  phone  giants,  and  answering 
calls  from  eager  venture  capitalists,  in- 
cluding foreigners  such  as  Britain's  31 
and  Alta  Berkeley  Associates.  "Compa- 
nies that  would  have  had  trouble  raising 
$1  million  a  year  ago  are  raising  $10 


million  today,"  says  William  Cardwell, 
managing  director  of  Eqvitek  Advisors 
in  Helsinki. 

One  hot  Swedish  startup  is  Melody, 
founded  a  year  ago  by  25-year-old  Per 
Mosseby  and  financed  in  part  by  Nor- 
wegian telephone  company  Telenor. 
Mosseby,  who  dropped  out  of  a  masters 
program  in  computer  science  to  start 
his  business,  now  has  a  21-person  team 
developing  phone  Web  pages  for  Scan- 
dinavian businesses.  Eventually,  Mosse- 
by hopes  to  pioneer  "location  technolo- 
gy" that  will  help  local  businesses  such 
as  corner  sandwich  shops  grab  cus- 
tomers by  sending  messages  to  their 
phones  as  they  pass  by.  "I  want  to  hire 
a  ceo,"  he  says,  "so  I  can  focus  on  busi- 
ness creation." 

Melody's  older  competitors  are  al- 
ready making  their  debuts  on  the  north- 
ern stock  exchanges  with  an  eye  to  list- 
ing later  on  Germany's  Neuer  Markt 
and  Nasdaq.  Nocom,  a  Stockholm  com- 
pany that  prepares  mini  corporate  Web 
sites  for  transmission  on  cell  phones, 
started  listing  its  shares  on  the  Stock- 
holm exchange  in  January.  The  stock 
has  jumped  from  $5.35  to  $16.25.  "We 
want  to  be  up  and  running  with  mobile 
sites  before  November,"  says  ceo  An- 
ders Jonson.  The  next  step:  follow  part- 
ners Nokia  and  Vodafone  into  global 
markets. 

These  Scandinavian  successes  are  al- 
ready spilling  over  into  the  rest  of  Eu- 
rope. French  startup  Webraska  sells  up- 
to-date  images  of  Paris'  traffic  jams, 


which  pop  up  on  commuters'  cell-phoi 
screens.  Ubiquity,  a  developer  in  Mila 
is  equipping  Italian  banks  with  ban 
by-cell-phone  software.  This  march 
the  mobile  Internet,  says  Tim  Sheedy, 
telecommunications  analyst  at  Intern 
tional  Data  Corp.,  "gives  Europe  t! 
opportunity  to  catch  up  to  the  U.  S." 
tech-related  fields. 

Of  course,  the  Europeans  face  st 
competition  from  the  Americans,  t] 
reigning  kings  of  the  Internet.  Fro 
Cisco  to  3Com,  they're  maneuvering 
grab  big  chunks  of  the  global  mobi 
business.  In  early  October,  3Com  sign 
a  deal  with  Amazon.com  Inc.  to  devek 
wireless  shopping  for  Palm  Pilot — or 
of  the  strongest  competitors  Europ< 
smart  phones  face. 
THIRD  GENERATION.  Perhaps  tl 
biggest  battle  will  rage  over  the  si 
called  mobile  portal.  This  is  the  onlir 
screen  that  phone  users  go  through 
they  hunt  for  information,  from  spor 
scores  to  movie  listings.  Phone  cornp; 
nies  are  angling  to  control  the  porta 
an  advertising  gold  mine.  But  her 
they  face  competition  from  cash-ric 
U.S.  powerhouses  Yahoo!'  Inc.  an 
America  Online  Inc.,  which  are  alread 
developing  phone  offerings.  They  kno 
that  in  a  few  years  the  number  of  ce 
phones  tied  in  to  the  Internet  coul 
far  exceed  online  PCs. 

Japan  also  stands  to  challenge  Ei 
rope's  lead  in  the  mobile  market.  Lon 
isolated  from  the  rest  of  the  cell-phon 
world  by  its  unique  standard,  Japan  ha 
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TAKING  A  NET 
PHONE  FOR  A  SPIN 

For  the  dawn  of  the  mobile  Inter- 
net, it's  not  much  to  look  at.  I'm 
in  the  Paris  offices  of  Alcatel. 
And  after  a  couple  minutes  of  click- 
ing menu  options  on  a  normal-looking 
cell  phone,  I  have  the  image  of  a 
small  grey  ring  on  a  tiny  screen.  It's 
Paris'  ring  road,  le  Boulevard  Pe- 
ripherique.  The  darker  sections  sig- 
nal traffic  jams.  But  I  wouldn't  take 
a  detour  based  on  the  blurry  spot. 

The  first  generation  of  mobile 
computing  is  likely  to  appeal  largely 


to  geeks — along  with  a  few 
million  Scandinavians.  Dialing 
up  the  portal  takes  time,  and 
the  surfing  choices  are  pret- 
ty slim.  The  choices  don't 
go  much  beyond  the  weath 
er  report  and  stock 
quotes.  What's  worse, 
each  call  racks  up 
chargeable  minutes  on 
the  cell-phone  account, 
which  cost  from  10 
cents  to  more  than  a 
dollar. 

Things  should  improve  fast. 
Ericsson  and  Alcatel  are  coming  out 
with  much  bigger  screens  later  this 
year,  and  phone  companies  will  be 
rolling  out  all  sorts  of  services.  But  I 


ALCATEL'S  WEB  TOUCH 

At  this  point,  the  choices 
don't  go  much  beyond  the 
weather  and  stock  quotes 

won't  be  phone-surfing  until 
about  this  time  next  year.  That's 
when  we'll  be  able  to  surf  data 
all  day  long  without  making  calls. 
Ever  a  fan  of  the  Philadelphia 
Phillies  baseball  team,  I'll  gladly  pay 
a  few  cents  for  a  short  message  each 
time  they  win  a  game.  And  if  I  can 
figure  out  a  way  to  scroll  down 
business  week  e-mail  on  the  phone, 
maybe  the  company  will  spring  for 
the  $500  machine. 

By  Stephen  Baker  in  Paris 
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<Jhen  you  call    up  and  say  you're  a   small 
business,  do  some  businesses  make  you 
feel ,  well ,  urn,  smal  1  ? 


FTER    HELPING   A    DIVERSE    RANGE   OF   COMPANIES    SET   UP   BUSINESS    ON    THE    INTERNET, 

E  UNDERSTAND   WHAT  MOST  BUSINESSES   WANT:  TO  BE  TAKEN  SERIOUSLY.    Whether  you   employ 
or   200  people,    MindSpri ng  Biz   will  help  you  identify  your  needs    for   taking  your 
usiness   online.    We'll    stake   out  your  piece   of  real    estate   on    the   Web,    and  even 
elp  you   get  your   site   designed    if  you'd    like.    And  our   high-speed  business   access 
ervice   allows  you    to   experience   the    Internet    the   way  you   should:  immediately . 
f  you're    thinking   about   selling  stuff  online,    we   can    talk  you    through   several 
-commerce   solutions,    from  shopping  cart   software    to   credit   card  authorization, 
nd   our   customer   service   staff   is   available   24   hours   a   day   to   help   answer   any 
uestions  you    might   have,    including:    "What's   shopping  cart  software?"  Call    us 
t    1-888-MSPRING   or    visit   us    at   www.mindspringbiz.com  and  get  your    first   month 
f  Web   site   hosting    for    free.    Hurry,    offer   expires    10/31/99. 


1999  HlndSprlng  Enterprises.    Inc. 


You'd   be    happier    using  MindSprinp    BiZ 
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Intel®  Pentium*  \\  processor  400  MHz'  '8.1  GB  hard  drive*  •  i.LINK® 


Capture  the  world  in  amazing  detail,  depth  and  clarity  with  the 
DSC-F55  Cyber-shof*  digital  camera,  featuring  2. 1  million  pixels, 
microphone,  speaker  and  a  camera  head  that  swivels  180  degrees. 


Sony  Direct      :,lv 

^—  BUY  DIRECT  m 

1  -877-244-996; 

www.sony.com/ttuyzSO 


©I999  Sony  Electronics  Inc.  All  rights  reserved.  Reproduction  in  whole  or  part  without  written  permission  is  prohibited.  Sony, the  Sony  logo.VAIO.  i.UNK,  Memory  Stick. "Digital.  Powerful. Transportable.".  Cyber-shot  and  ZS05  SuperSlim  Pro 
MHz  denotes  microprocessor  internal  clock  speed;  other  factors  may  affect  application  performance.  GB  means  one  billion  bytes  when  refemng  to  hard  dnve  capacity  Accessible  capacity  may  vary. 


SONY 


S, 


light. 


Yes.  the  VAIO!  Z505  weighs 
only  three  and  a  half  pounds.  But 
don't  be  fooled.  With  built-in 
Ethernet  and  a  12  1"  XGA  screen. 
it's  definitely  not  light  on  features. 
Z505    SuperSlim    Pro 


>8  •  Less  than  /"  thin  •  Memory  Stick'"  media  slot  •  Magnesium  alloy  case 


Authorized 
Dealers 


ll«  tony   ci- 


Thet  world  to  your  Z505  with  the  amazing  Memory  Stick 

■  mailer  than  a  stick  of  gum,  it's  the  earner, ,'  ind  it 

can  handle  over  twenty  I  storage  of  conventional  data  media. 
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barely  made  a  dent  globally.  Now, 
though,  Japan  is  leading  the  drive  into 
mobile  data  with  a  popular  wireless  In- 
ternet service  introduced  seven  months 
ago  by  ntt  Mobile  Communications  Net- 
work. And  in  2001,  Japan  will  be  the 
first  market  to  leap  into  the  "third  gen- 
eration" of  mobile  telephony.  3G,  as  it  is 
known,  is  a  high-speed  data  technology 
that  will  reach  a  blinding  2  megabits 
per  second  by  2003 — 40  times  faster 
than  an  average  dial-up  modem.  It  will 
pave  the  way  for  videoconferencing, 
stereo  Web  surfing,  and  virtually  any 
mobile  service  for  which  markets  can 
be  found. 

LOOKING  GOOD.  3G  will  give  Japan  a 
headstart  on  global  expansion  in  the 
mobile  Net  market.  Even  now,  the 
Japanese  are  pouring  r&d  money  into 
Europe  to  gain  position.  In  a  laboratory 
outside  Paris,  Matsushita  Communica- 
tion Industrial  is  teaming  up  with  Nor- 
tel to  experiment  with  cell  phones  that 
can  offer  videoconferencing,  video-game 
playing,  and  music  downloading.  "Japan 
is  going  to  knock  the  pants  off  everyone 
when  it  comes  to  3G,"  boasts  Seiji  San- 


da,  founder  and  ceo  of 
Japan  Communications 
Inc.,  a  cell-phone  service 
reseller. 

For  now,  the  Europeans, 
Americans,  and  Japanese 
are  racing  to  develop  the  right  machines 
for  today's  more  rudimentary  mobile  In- 
ternet services.  Nokia's  first  offering  is  a 
bulb-headed  phone  called  the  7110, 
priced  at  $500.  It's  fitted  with  a  brows- 
er for  wap,  or  Wireless  Application  Pro- 
tocol— a  standard  that  converts  Web 
pages  to  fit  onto  mobile  phones.  The 
phone  features  a  rolling  scroll  key  under 
the  screen.  Ericsson  and  Alcatel  are 
coming  out  later  this  year  with  offerings 
featuring  fold-down  keyboards  and  larg- 
er screens. 

The  phones  are  good-looking  gadgets, 
but  for  the  time  being,  they  offer  ho- 
hum  services.  Mobile  surfers  can  dial 
in  to  a  server  for  Zurich  stock  quotes, 
Madrid  weather  forecasts,  or  schedules 
for  the  Frankfurt  bus.  But  the  service  is 
slow.  In  Helsinki,  it  takes  .10  seconds 
to  get  a  stock  quote  via  wireless  Inter- 
net phone. 


LONDON  CALLING 

Vodaf one's  network 
now  stretches  around 
the  world 


Far  livelier  services! 
coming     soon.     By 
spring,    phone    compaj 
around  Europe  will  be 
ing  transmission  syster 
keep  smart  phones  or 
constantly.  With  data  dispatchec 
packets,  the  way  the  Internet  doej 
users   will   no  longer  have   to 
phone  calls  to  transmit.  The  phone,  | 
a  corporate  intranet  terminal,  will 
ply  shuttle  data  back  and  forth  all 
and  night,  whenever  it's  on.  This 
force  phone  companies  to  come  up 
new  ways  to  bill,  while  providing  tM 
with  new  platforms  for  advertisj 
And  it  should  turn  the  data  phone 
a  gimmick  into  a  tool.  "That's  w| 
smart  phones  will  go  mainstream," 
diets  Kent  Thexton,  a  marketing| 
rector  at  Britain's  bt  Cellnet. 
STEP  BY  STEP.  The  Europeans  hi 
settled  on  a  step-by-step  rollout  of 
mobile  Internet.  As  phone  compaJ 
upgrade  their  transmission  stations 
handle  data,  wireless  Internet  servj 
will   move   to   broadband    video 
stereo  by  2003.  That  will  providl 


The  current  phones  look  good,  but  they  offer  lacklustei 
services  and  can  take  a  long  time  to  connect  to  the  Net! 
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RAMARK 


Unlimited  Partnership  with: 
Colorado  Rockies 

Since: 
1993 

Managed  Services: 
Concessions,  Suite  Catering, 
Restaurants,  Miaobrewery, 

Retail,  and  Facility  Services 

Value  Created: 

#1  in  Major  League 
ticket  sales  last  6  years 

Dave  Moore, 
Director,  Colorado  Rockies: 

"Great  food  courts.  A  spectacular 
microbrewery.  A  popular  concession 
area  for  kids;  just  the  ultimate  fan 
experience.  To  put  it  in  our  terms, 

ARAMARK  is  one  of  our  most 
valuable  partners." 

Tim  Lawler, 

Regional  Vice  President, 

ARAMARK: 

"We  started  with  a  shared  vision  - 
build  a  great  family  experience 
and  they  will  come.  And  today 

ARAMARK  is  playing  a  lot  more 
positions  for  the  Rockies." 
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To  learn  more  about  other 

Unlimited  Partnerships  visit  our 

website  at  www.aramark.com 

or  call  1-800-ARAMARK. 

ARAMARK*  Managed  Services  for 
Business,  Government,  Healthcare, 
Sports  and  Entertainment, 
and  Educational  Institutions  im 
Food  and  Facility  Managei 
Uniform  and  Career  Appare 
Child  Care  and  Elementary  I 


Dave  Moore,  Colorado  Rockies 
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Marketing 


steady  jumbo  market  for  equipment 
suppliers,  led  by  Ericsson,  Nokia,  Nor- 
tel, and  Lucent.  Analysts  estimate  that 
the  demand  for  GSM  transmission  equip- 
ment will  reach  $15  billion  this  year. 
The  market  will  likely  double  within 
five  years. 

SLOW  MOVER.  With  each  jump  in  so- 
phistication, phonemakers  aim  to  mar- 
ket pricey  new  handsets.  Nokia,  for 
example,  plans  to  issue  new,  top-of- 
the-line  phones  every  year.  The  com- 


pany's latest  data  phones,  the  7110s, 
won't  allow  the  continuous  Internet  ac- 
cess that  will  be  technically  possible 
next  year.  For  that,  consumers  will  re- 
quire another  Web-surfing  machine — 
one  that  will  probably  cost  somewhere 
between  $500  and  $1,000.  If  that 
sounds  outrageous,  consider  that  Eu- 
ropean executives  already  change  their 
phones  about  once  a  year  as  a  matter 
of  course. 

In  contrast  to  Europe  and  Japan,  the 


U.  S.  is  likely  to  move  more  slowlj 
set  up  a  wireless  Internet  world.  It 
take  five  or  six  years  for  the  Ar 
cans  to  catch  up  with  their  overa; 
competitors.  That  would  give  Europ 
companies  half  a  decade — a  lot  of  I 
at  Net  speed — to  strengthen  their  gj 
al  market  position.  Success  could  be 
a  few  billion  phone  calls  away. 

By  Stephen  Baker  in  Paris, 
Irene  M.  Kunii  in  Tokyo  and  Steve\ 
Brull  in  Los  Angeles 


I'M  ONLINE  ALL  THE  TIME,  AND  ITS  FREE' 


It's  lunchtime  in 
Tokyo's  Ginza  dis- 
trict, and  Namiko 
Sugiyama,  a  28-year- 
old  legal  secretary, 
grabs  her  Internet- 
ready  cell  phone  and 
heads  outside.  As 
she  meanders,  she 
clicks  on  the  Net 
menu,  then  on  e- 
mail,  where  she 
scrolls  through  the 
dozen  or  so  mes- 
sages friends  have 
sent.  She  moves  on 
to  headlines  and 
scans  for  breaking 
news,  a  service  that 
costs  her  less  than 
$1  a  month.  "I 
learned  about  the 
nuclear  accident 
right  away,  long  before  I  would  have 
seen  it  on  TV  news,"  Sugiyama  says 
of  the  Sept.  30  calamity  northeast  of 
Tokyo.  "I'm  amazed  at  how  useful  the 
Internet  is." 

She's  not  the  only  one.  Since  the 
advent  of  Internet-capable  phones 
seven  months  ago,  some  3  million 
Japanese  have  purchased  handsets 
and  signed  up  with  mobile  carriers. 
It's  nothing  short  of  a  revolution:  Af- 
ter trailing  the  U.  S.  and  Europe, 
Japan  has  emerged  as  a  front-runner 
in  wireless  Net  communications.  In 
the  next  two  years,  the  number  of 
Japanese  accessing  the  Web  with 
smart  phones  will  exceed  20  million, 
according  to  a  recent  industry  re- 
port. That  compares  with  17  million 
computer  users  who  have  gone  on- 
line in  the  past  five  years.  "Japan  al- 
ready has  more  than  50  million  mo- 
bile phone  users,"  explains  Keiichi 
Enoki,  gateway  business  director  for 


ntt  DoCoMo,  the  country's 
largest  wireless  operator, 
with  27.3  million  subscribers. 
"The  cellular  phone  has 
emerged  as  the  ideal  Inter- 
net-access tool." 

It  helps  that  Japan  makes 
the  world's  smallest,  most 
function-packed  handsets.  Take 
Sugiyama's  model,  purchased  for 
$115  when  she  signed  up  last  April 
with  DoCoMo's  "i-mode"  service, 
which  serves  two-thirds  of  wireless 
Net-phone  subscribers.  A  feather- 
weight 90  grams,  the  device  fits  in 
her  palm  and  boasts  a  crystal-clear 
LCD  screen  that's  half  again  as  large 
as  what  she  had  before.  There's  an 
answering  service,  a  schedule  book, 
and  a  memory  bank  for  500  phone 
numbers  and  50  e-mail  messages. 
Most  important  is  its  Internet  capa- 
bility, which  provides  a  constant  Web 
connection.  "I'm  online  all  the  time, 


and  it's  free,"  raves 
Sugiyama.  Actually,, 
she's  charged  a  to- 
ken fee  of  a  few 
dollars  a  month  for 
the  Internet  connec 
tion.  By  contrast,  a 
24-hour  online  con- 
nection over  a 
leased  fixed  line  in 
Japan  would  set  he: 
back  at  least  $360 
month.  With  i-mode 
Sugiyama  is 
charged  only  for  th 
volume  of  packet 
data  downloaded  or 
transmitted. 

Like  most  Net- 
phone  users  in 
Japan,  Sugiyama 
checks  her  e-mail 
frequently.  She 
scours  real  estate 
sites  for  an  apart- 
ment and  orders 
books  through  Ki- 
nokuniya,  a  chain 
that,  like  thousands 
of  other  businesses, 
has  created  a  Web 
site  with  small-screen  text.  DoCoMo 
adds  the  cost  of  any  service  or  pur- 
chase to  her  monthly  bill. 

This  is  just  the  start  of  Japan's 
Net-phone  wave.  In  March,  2001, 
DoCoMo  will  launch  its  "third  gen- 
eration" service  based  on  the  stan- 
dard known  as  wideband  CDMA.  Tha 
allows  lightning-fast  data  transmis- 
sion and  high-quality  video  commu- 
nication. Since  Europe  will  adopt 
the  3G  standard  a  year  later,  Japan 
could  be  a  key  place  to  watch  the 
new  era  in  wireless  communications 
dawn. 

By  Irene  M.  Kunii  in  Tokyo 


CELL  CRAZY 

In  Japan,  3  million 
have  signed  up  for 
Net  phones  in  only 
seven  months 
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With  over  100  European  destinations, 
we  make  your  business  our  business. 


\ 
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the  comfort  of  our  new  intercontinental  service. 


From  our  German  hubs,  we  can  take  you  to  over 
100  European  destinations  -  more  than  any  other 
airline.  And  we  make  it  easy  to  reach  Germany 
with  nonstop  flights  from  12  U.S.  cities,  as  well  as 
connections  from  all  over  the  U.S.  thanks  to  our 
Star  Alliance  partner  United  Airlines.  What's  more, 
our  new  intercontinental  service  improves  comfort 
in  all  classes.  In  Business  Class,  this  means  you 
work  with  ease  in  redesigned  seats  with  adjustable 
headrests,  greater  recline  and  more  leg  room. 
Fly  Lufthansa  and  enjoy  unparalleled  service  at 
competitive  prices.  For  reservations,  call  your  travel 
agent,  call  Lufthansa  at  800  645-3880  or  visit  us 
at  www.lufthansa-usa.com. 


MB 


Fly  on  Lufthansa  or  our  Star  Alliance  partner  United  Airlines  and 
you  can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More 
or  United  Mileage  Plus,  in  accordance  with  the  terms  and  conditions 
of  the  programs.  Lufthansa  Miles  &  More  members  can  earn  up  to 
1 .000  bonus  miles  when  they  purchase  tickets  on  our  website 
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The  global  airline  from  Germany 
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UNFORTUNATELY,  IT 

TAKES  A  LOT  MORE  THAN 
THIS  TO  MAKE  IT  IN  THE 

DIGITAL  ECONOMY. 


In  an  Internet-driven  economy,  it  takes  a  lot  more  than  a  web  site  to  succeed.  It 
takes  a  whole  new  strategy.  But  which  strategy?  Should  you  integrate  e-business  with 
your  existing  operations?  Spin  off  an  e-business  subsidary?  Or  transform  completely 
into  an  e-driven  company?  What  will  work  for  you?  And  what  are  the  leaders  doing? 

Get  the  answers  at  the  Fourth  Annual  Business  Week  Conference  on  the  Digital 
Economy.  You'll  hear  from  e-business  experts  such  as: 


Carly  Fiorina,  Hewlett-Packard  Company 
George  Bell,  Excite@Home 
Jonathan  Bulkeley,  barnesandnoble.com 
John  T.  Chambers,  Cisco  Systems,  Inc. 
Halsey  Minor,  CNET,  Inc. 
Ellen  M.  Hancock,  Exodus 
Communications  Inc. 


David  C.  Peterschmidt,  Inktomi  Inc. 
John  B.  McCoy,  Bank  One  Corporation 
Gideon  Sasson,  Electronic  Brokerage, 
Charles  Schwab  &  Co.,  Inc. 
Don  Tapscott,  The  Alliance  for 
Converging  Technologies 


Discover  their  distinct  business  models,  the  challenges  they  face,  and  the  lessons 
they've  learned.  Join  us  December  1-2,  1999,  at  the  Fairmont  Hotel  in  San  Francisco  to 
find  out  how  your  company  can  become  an  e-business  machine.  For  more  information, 
or  to  register: 

Go  to:  http://conferences.businessweek.com/  1999/digital 

e-mail:  julie_terranova@businessweek.com 

phone:  888-239-6878 

fax  on  demand:  888-239-6878,  document  #  120 

THE  FOURTH  ANNUAL  BUSINESS  WEEK  CONFERENCE  ON 

THE  DIGITAL  ECONOMY 

DECEMBER  1-2  -  SAN  FRANCISCO,  CALIFORNIA 


Presented  by: 


In  partnership  with: 


BusinessWeek 
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HEWLETT 
PACKARD 
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Sponsored  by: 

CNET,  Lawson  Software,  Legato  Systems,  Inc., 
Lucent  Techologies,  Inc.,  Novell,  StorageTek,  USWeb/CKS 
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Some  unusual  mail  has  been  landing 
on  Rhoda  H.  Karpatkin's  desk. 
"We've  been  getting  a  lot  of  of- 
fers to  be  acquired  recently,"  says 
the  president  of  Consumers  Union,  pub- 
lisher of  Consumer  Reports  magazine. 
Karpatkin  won't  say  who  is  sending 
these  overtures  to  her  office  in  leafy 
Yonkers,  N.Y.  But  they  are  peculiar: 
Consumers  Union  is  not-for-profit,  so 
who  would  want  to  buy  it? 

It's  not  hard  to  see  why  suitors  might 
try.  Not  only  does  Consumer  Reports 
sell  a  hefty  4.4  million  copies  each 
month,  it  also  has  a  dot.com  business 
that  any  publisher  would  envy.  Since 
its  launch  two  years  ago,  consumer- 
reports. com  has  attracted  more  than 
330,000  subscribers  who  pay  either  $24 
a  year  or  $3.95  per  month,  and  it's 
adding  7,000  new  subscribers  per  week. 
What's  more,  90%  of  them  don't  already 
take  the  print  product.  This  bible  of 


consumerism  is  one  of  the  few  print 
publications,  along  with  The  Wall  Street 
Journal  Interactive  Edition,  that  has 
built  a  workable  subscriber  model  online 
(table,  page  186).  Al-  F|RST  |SSUE 
ready  offering  exten-    may,  1936 

sive  archives,  free  in-    

formation,  and  chat  rooms,  the  site 
will  soon  expand  to  include  Web- 
only  content  such  as  surveys  of 
online  shopping  sites. 
To  some  enterpris 
ing  media 

mogul,       Con- 
sumer Reports 
might  have  the 
makings     of     a 
juicy  profit  cen- 
ter   if   it    aban- 
doned its  not-for- 
profit  stance.  But 
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KARPATKIN:  Karpatkin    says   t 

"We  are  very       not  in  the  cards 

single-minded     site  is  already  profitS 

...we  serve  the    just  with  subscript i I 

consumer"  she  says.  And  flattil 

as  she  is  by  the  at  I 

tion,  Karpatkin  says  neither  she  nor  I 

board  is  thinking  of  selling  out  at  I 

level.  There's  no  doubt  in  Karpatll 

mind  that  the  magazine's  steadfast  I 

torial  independence  is  the  reason  fo:  I 

appeal.  Says  Karpatkin:  'We  are    I 

singleminded  about  who  we  serve.  I 

serve  the  consumer." 

Indeed,  not  much  has  changed  at| 
Coimimer  Reports'  mandate  since  it 
launched  in  1936  "seeking  to  create 
maintain  decent  living  standards  fo: 
timate  consumers."  Paul  W.  Nogl 
who  follows  Web  companies  for 
brecht  &  Quist  in  San  Francisco,  rec| 
ly  used  the  site  with  his  wife  to  b 
cell  phone.  "I  think  the  real  key  to  t 
success  is  that  people  believe  it's 
ased  and  it's  objective,"  Noglows  sa 
CLEAN  LINE.  That  independence  has 
en  on  even  more  significance  as  cy 
space  blurs  the  line  between  comm 
and  content.  Online  car-shopping  se: 
such  as  Microsoft  Network's  carpi 
msn.com  offer  ratings  similar  to 
sumer  Reports1,  comparenet.com  h 
shoppers  sift  through  prospective 
chases,  and  one  of  this  year's  hot 
startups,  epinions.com,  calls  itself 
ultimate  online  shopping  guide." 
offers  Consumer  Union's  independe 
Still,  will  their  free  content  chip  awa 
Consumer  Reports'  franchise?  Consu 
Reports  "may  be  not-for-profit,  but 
real  question  is:  What  is  the  busi 
model  going  forward?"  says  J.  Wil 
Gurley,  a  partner  at  Benchmark  C 
tal,  one  of  the  venture  firms  bac 
epinions.  "They  still  need  to  pay  for 
they  do." 

So  far,  that's  not  a  problem.  Neit 
the  heat  of  cJ 
petition  nor 
lure  of  Inter 
riches  fazes 
sumers     UnJ 
says  Karpatlj 
69,  a  sharp 
mer      corpor 
lawyer  who 

TRIED  AND  Tl 

As  cyberspac] 
blurs  the  lin 
between 
content  and 
commerce,  independence 
seems  all  the  more  valuatf 


(sildenafil  citrate) tabids 
Let  the  dance  begin. 
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SPEAKERPHONE 
WITH  SMARTS 


learOne 


*Full  Duplex  Audio 
•Telephone  Handset-Like  Quality 
•Voice  Tracking  Microphones 
•PC  Connectivity 
•Tape  Recorder  Jack 


INTELLIGENT 
SPEAKERPHONE 
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"MOST  SIGNIFICANT  ADVANCE 
IN  At  DIO  TELECONFERENCING" 
-Telecon  98 


,  CLEARONE 
PRODUCTS.TECHNOLOGIES.DISTRIBUTION 
PROGRAMS.  OEM  &  LICENSING  OPPORTUNITIES  AT: 

www.clearone.com        888.305.3885  781.970.0600 


Corporate  Gifts/Premiums 


No  time  to 
wait  for  a 
catalog? 

Order  *  M. 

thousands         ^    ^ 
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business  gifts  online 
...  24  hours  a  day. 

PROMOMART 

www.promomart.com/bw 

Enter  monthlj  to  win  $1,000  in  gifts! 


Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattoos  with  your  Logo, 
Just  S189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"x2" 


Calico 

3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 
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CORPORATE  COFFEE  BREAK 


.99, 


FREE     value  .77ea 

ONE        MUG     01Y..44 

COLOR     Colored  mugs  $1.35  ea 
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Logo  &  Personalized  Golf  Balls 
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Order 
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'  I.D.  GOLF  BALLS 
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Education/instruction 


AWARD  WINNING 


MBA  &  MS  Degrees 
Executive  Education 


800.441.4746 

www.ifimu.edi> 

Accredited  by  the 
Distance  Education  Training  Council 
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SAVE  30%  to  50% 


BUSINESS  AND 
COMPUTER  CHECKS 


Ordering  is  easy! 

Just  pick  up  the  phone  and  CALL 

Designer  Checks 

I800.2394087ext.29 

Fax   I -800-774- I  I  18 
WWW.designerchecks.com 


Have  your  checks  &  deposit  tickets  in  front  of  you,  as  well 
as  your  credit  card  You  can  fax  us  a  copy  of  the  check  & 
deposit  ticket.  &  we  will  call  to  confirm  your  order 


100%  Satisfaction  Guaranteed 


Digital  Photography 


GET  EVERYTHING 

YOU  NEED  IN  DIGITAL 

PHOTOGRAPHY  NOW!!! 


Digital  Cameras  -  Lenses  -  Video  Capture 

SmartMedia™  -  CompactFlash™ 

ATA  Memory  Modules  -  FlashPath™ 

and  other  Adapters  -  Our  Staff  Offers 

Great  Prices  &  Customer  Service 
www.microsidecorp.net 

A  Yahoo  Top  Service  Award  Winning  Store 


Business  Software 


MAIL  ORDERS  •  WEB  ORDERS 
PHONE  ORDERS 


Order  entry,  credit  card  processing,  shipping,  A/R,  NY, 
contact  management  with  integrated  internet  e-mail  options. 

inventory  management,  reporting,  list  management  and 

mailing — everything  you  need  for  order  taking  by  phone,  mail 

even  the  World  Wide  Web  in  one  simple  easv-iu-use  and 

affordable  Windows  program  from  Dydacomp. 
Call  1-800-858-3666  or  visit  www.uVdaxomp.com/bwk 

MailOrderMsoiager' 


E-Commerce 


ON-LINE 
WOOD  AUCTION 


Save  on  the  materials  you  need! 
Sell  the  products  you  don't! 
Fast,  safe,  neutral,  secure. 

•  Large  quantities  to  one-offs 

•  Tools  and  equipment 
Industry  news, 
free  newsletter! 


www.e-Wood.com/Q94 
Or  call  toll  free  877  487  6504 
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Need  a  Logo 


wi-.-.,,/  .   Get  a  Profi 

Wny/QOp     Custom  I 

' —    J^     LOGOTOll 

\  isa<  MC/Amex 

Toil-Free:  1 -888-869-i 


www.  1 800mylogo.ee 
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INCORPORATE 


[Direct 


•  FREE  Information 

•  All  U.S.  States  and  Offshoi' 

•  Attorney  owned  and  operatjItHwdl 


www.corpcreations.co 


1-800-672-911 
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ALL  OFFSHORE 
SERVICES 


Corporations  •  Private  mailbox  Re 

Offshore  Stock  Brokerage  Accoi 

Asset  Protection  •  Gold  MasterC 

www.asapbahamas.corr 

877-771-2727 

A.S.A.P.  SERVICES  LTC 
Nassau,  Bahamas 


Legal  Services 


Asset  Protectk 


Corporations,  Ltd.  Partnerships,  LI 
Nevada,  Delaware.  Wyoming 
Offshore  Trusts,  Corps.,  Private  Bi 
Bahamas,  Cayman  Islands,  Cook  Is 
Professional  -  Confidential 
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Steven- Sears,  CPA  •  Attorney  at 
714-544-0622  •  www.searsatty 


SS1-2141 

Internet  Services  fen 


ICIi 
FREE  SIX  PAGEtr- 

BUSINESS  WEBSIlMffljJ 

Domain  Name  Registrati  Q£ 
Special  Limited  Offer 
Call  (toll  free) 

1-800-240-153:* 


Financial  Services 


$7,500  to  $95,00 


www.instant-approval.ee 


)%  to  12.00% 


No  Credit  Check  -  72  hr  Svce.  -  EZ  appn 

100K  to  5  mil.  5.5%  -  Borrowing  Made  E, 

with  compensating  balance  deposits 
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FOR  AO  RATES  AND  INFORMATION 

PHONE:  (312)  464  0500 
FAX:  (312)  464-0512  OR  WRITE 


Auctions 


>VE  INVENTORY 
—FAST! 

ONLINE  AND  SELL: 

'enlory  or  products 
i  ml  &  transport  capacity 
Tfrts  for  liquidation 

[  v.inventorydepot.com 

r  lOte  qualifying  code  AAF  when 
|  aring  for  special  introductory  otter 

INVENTORY 
DEPOT 


ficial  Christmas  Trees 


licial  Christmas  Trees 
lint  Sizes -9  ft -21  ft 


Direct/SAVE  40% 

Years  Mfg.  Trees 
3  Years  on  Internet 
|No  Middleman 
luantity  Discounts 
10-Year  Warranty 


TreeClassics.com 


iiness  Opportunities 


IMMJ 

2727 


FSHORE  BANK 

FOR  SALE 

"FREE  report" 

800-733-2191 


FFSHORE 


lpUJIK-S 


Fax  an  Demuott 

(800)551-9105 

t  Cards         fol »  w*  ~" 


rJ83?« 

1 551-2141  Universal 

-_..  ■■■  ttp  rati  aatvicxa 

iC/Amex  www,  ucserv  Ices . 

•  Financial  Services 


.■■■  -« 


EE  DEBT  RELIEF! 

your  monthly  payments  by  up  to  50V 


■an  Not  bankruptcy  A  Debt  Management 
designed  to  get  you  out  of  debt  FREE1 

«*"**  ^AMERIX 


1,000 ,0  $500,000 

or  expand  your  business 
a  business  loan  that  is 
|  laranteetl  by  tlie  ( Jovt 
lv.business-capital.org 

18-745-6756  Ext  8006 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 

500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 

CHICAGO.  1160611 


Education/Instruction 


Rushmore    lin  A 
University    IYiDM 

International  MBA  by  Distance 

Learning.  Flexible  curnculum. 

Bachelors  not  always  required. 

370  Anchor  Dnve  Ste  250.  Dakota  Dunes 

SO  57049  US.  Phone  605-232-6039 
Fax  605-232-6011  bw©distancemba  com 

www.distancemba.com 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate*Bachelor»Master*  Doctor 

Business  (Mgmt,  HRM.  Health  Care) 

Management  of  Technology. 

Pschology.  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW.  Santa  Ana.  CA  92705 
800-477-2254       www.scups.edu 


FREE  MBA 

U.S.  Department  of  Education  UNHID  #434554 
University  of  Advanced  Research 

Tuition  Free  Education! 
Solid  MBA  Curriculum! 

Tel:  (808)  883-3827  •  Fax  (808)  883-1 1 55 

www.  uarha  waii.  com 


Education/Instruction 


Across  the  world  we  bring  quality  education  to  YOU! 


•  Regionally  ACCREDITED  high  quality  on-line  programs 

•  BSBA,  MBA,  Ph.D.  In  Business  Administration 

•  Live  interaction  with  faculty  and  students 

•  No  credits  for  working  or  life  experience. 

www.tourouniversity.edu 


'We  don't  settle  for  tht 


wb  nOoh  Doyono 


^y^  Touro  University  International 

registration@tourouniversity.edu  Tel:  (714)  816-0366  Fax:  (714)  816-0367 
10542  Calle  Lee,  Suite  102,  Los  Alamrtos,  CA  90720  USA 


Get  Your  MBA 
Through  Distance  Learning 


British  Ijniv^rsily 

er  in  [)i-J,im  .    Learning 

r;jr"j.t-S/tV 
tV>  QMAT  required 
Local  support  center 
Flexible  Education  Financing  available 
Work  experience  *  <)ujlir«  jUons  <  onstdered 
Member  of  the  Association  of  Business  Schools 
Accredited  by  the  Assoc  ration  of  MBAs 
Offered  under  Royal  Charter 
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800-874-5844  •  email:  rdiuvMooJ^.com  •  www.rdi.co.uk 


Computer  Equipment 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 
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Ted  Dasher  Inc. 

Hewlett-Packard 


■  Buy»SelUTrade  ■ 


i 


LaserJet  •  ColorPro  •  DraftMaster  •  DeskJet 

DraftPro  •  DesignJet  •  Ruggedwnter 

Electrostatic  Plotters 

HP  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

Email  sales@dasher  com 


Logo  Apparel 


FREE  LOGO! 

FREE  EMBROIDERY! 


Denim  ShirtsAs  low  As  $  1 6.95 

Gof  Shirts 
~       AsbwAs$ll.95 

I  Cau  For  FREE  Catalog 
800-670-3050 


www.  s  ier  ra  m  i  I  I  s  . 


Aviation/Fractional  Ownership 


FOR  THE  SAME  REASON  YOU'RE  NOT  USING 
A  TYPEWRITER  AND  A  PAY  PHONE 


The  modern  CEO  now  has  affordable  access  to  fractional  ownership  of 

Learjet®  or  Challenger®  business  jets;  a  modern  business  tool  enabling 

them  to  outperform  the  competition  by  increasing  productivity  due  to  less 

flying  time  and  scheduling  built  around  their  specific  business  needs. 

For  more  information  regarding  the  many  benefits  of  being  a  Flexjet* 


j 


fractional  owner,  call  1-800-FLEXJET. 


Media 


doubled  the  magazine's  circulation  during 
her  25  years  in  charge.  Although  she 
maintains  that  Consumer  Reports  is  "as 
excited  about  making  money  as  any- 
body," she  believes  that  any  commercial 
relationship  would  undermine  the  orga- 
nization's mission.  It's  the  same  reason 
why  all  of  the  products  the  magazine 
tests  are  purchased  in  stores  by  a  clan- 
destine army  of  160  "shoppers."  "We 
don't  pull  punches,"  says  Karpatkin.  "We 
have  great  strengths  in  antagonizing  var- 
ious interests." 

NO  WAY.  Isn't  it  possible  to  perform  a 
public  service  and  make  money  by  sepa- 
rating editorial  from  the  commercial  side 
of  the  business?  And  though  sometimes 
conflicts  arise  that  require  skillful  navi- 
gation, does  that  mean  all  commercial 
links  are  sellouts?  After  all,  one  media 
banker  estimates  that  a  Web  service 
with  Consumer  Reports'  numbers  could 
be  worth  at  least  $500  million  if  it  were 
able  to  exploit  other  revenue  streams 
besides  subscriptions.  Any  money  reaped 
from  unlocking  that  value  would  certain- 
ly boost  Consumer  Union's  current  bud- 
get of  roughly  $140  million  a  year — al- 
lowing it  to  buy  and  test  even  more 
products.  On  the  other  hand,  consumers 
may  be  willing  to  pay  more  for  content 


when  they  know  there  are  no  ads.  "It's 
not  better  or  worse  [to  sell  ads],  it's  just 
a  different  economic  model,"  says  Fayne 
Erickson,  publisher  of  Ms.,  a  for-profit 
magazine  that  sells  no  ads. 

But  in  the  realm  of  online  consumer 
guides,  commercial  ties  are  growing. 


PAY-PER-READ 


Who  is  attracting  Web 
subscribers? 


PUBLICATION 

SUBSCRIBERS 

CONSUMER  REPORTS 

330,000 

WALL  STREET  JOURNAL 
INTERACTIVE 

306,000 

THESTREET.COM* 

90,000 

CYBER.PLAYB0Y.COM 

30,000 

*Web  only  -no  print  version 


DATA  COMPANY  REPORTS 


That's  the  case  with  epinions,  which  was 
started  by  a  group  of  twentysomething 
self-described  "Internet  veterans." 
Rather  then  test  products  in-house,  epin- 
ions' notion  is  to  create  a  worldwide  com- 
munity of  product  reviews.  Charlatans 
trying  to  foist  biased  reviews  onto  the 


site,  says  Gurley,  are  quickly  foun 
because  visitors  to  the  site  rank  the 
fulness  of  reviews  and  identify  t 
whose  opinions  they  most  trust, 
product  reviews  might  actually  be  oi 
the  few  online  areas  where  adverti 
makes  sense.  After  all,  says  Gurley, 
best  time  to  sell  an  ad  to  people  is 
they're  about  to  make  a  purcha 
decision." 

What  no  rival  service  comes  clos 
boasting  about,  however,  is  Consur  uNttCom 
Union's  storied  testing  facility.  It 
sists  of  50  laboratories  spread  ovei 
acres  in  Yonkers  (plus  a  test  track 
cars  in  Connecticut)  where  products  f 
potting  soil  to  biking  helmets  to 
washers    and    breakfast    cereal 
painstakingly  put  through  their  pact  n*an  Expr 

Amid  the  cyberfrenzy  of  linkups 
cross-selling,  Consumer  Reports  sei 
as  a  reminder.  "People  are  willing 
pay  for  content  on  the  Web,"  says  : 
media  director  Nancy  Macagno, 
cause  of  our  name  and  because  the 
is  deep."  But  the  more  profit-hun 
Web  rivals  catch  on  to  Consumer 
ports'  appeal,  the  harder  it  may  b( 
fend  them  off  without  playing  th< 
commerce  game. 

By  Richard  SikLos  in  Yonkers,  1 
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America's  New  Centun 

What  direction  mill  the  future  take 

Where  are  we  headed?  At  THE  LIPTON  EXPERIENCE  2000,  food  industry  executives  have  be 
invited  to  raise  their  eyes  beyond  their  aisles  and  look  closely  at  the  nation  and  people  they  serve.  V 
the  market  fall?  Will  consumer  choice  grow  still  wider?  Is  brand  loyalty  growing  or  declining?  What 
be  the  impact  on  the  grocery/food  sector?  Created  by  Lipton  and  Business  Week,  this  farsigh 
gathering  will  welcome  top  thinkers  on  the  American  future.  Food  industry  leaders,  economists, 
political  pros  will  join  in  a  no-holds-barred  open  discussion  -  an  informed  briefing  on  the  issues  t 
will  drive  this  industry  in  the  next  decade. 

Featured  speakers  to  include: 

The  Lipton  Experience  2000 

February  3-6 

Boca  Raton  Resort  &  Club 

Boca  Raton,  Florida 
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Sen.  John  Glenn 
Keynote 


Dr.  Robert  Reich 


Dr.  N.  Negroponte 
Technology 
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Reach  these  Business  Week  advertisers  on  the  Web 
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3Com 

www.3com.com 

ABN  AMRO 

www.abnamro.com 

Con^weNet  Communications,  Inc. 

www.above.net 

Acura 

www.acura.com 

Aero  Mexico 

www.aeromexico.com 

Allianz  AG 

www.allianz.com 

ifjrpjMerican  Express  Corp.  Services 

www.americanexpress.com 

merican  Honda  Motor  Co. 

www.honda.com 

American  Institute  of 

Architects,  The 

www.aia.org 

AON 
www.aon.com 

APL 
www.apl.com 

Apple 

www.apple.com 

Arthur  Andersen 

www.ArthurAndersen.com 

AT&T 

www.att.com 

AXA 

www.axa.com 

bizzed.com 

www.bizzed.com 

British  Airways 

www.britishairways.com 

Chrysler 

-     www.chryslercars<com 

I/O  Comdial 

www.comdial.com 

Compaq 

www.compaq.com 

DaimlerChrysler 

www.daimlerchrysler.com 

;erve. 
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Dale  Carnegie  Training 

www.dale-carnegie.com 

Dassault  Falcon  Jet 

www.faconjet.com 

Datek  Online 

www.datek.com 

Dell 

www.dell.com 

Deloitte  &  Touche  LLP 

www.dttus.com 

Deutsche  Bank 

www.db.com 

Deutsche  Messe  CeBIT 

www.cebit.de 

Exodus  Communications 

www.exodus.com 

Fairchild  Aerospace 

www.fairchildaerospace.com 

Ford 

www.fordvehicles.com 

GAB  Robins 

www.gabrobinsusa.com 

General  Motors-Onstar 

www.onstar.com 

Hewlett-Packard 

www.hp.com 

Honeywell 

www.honeywell.com 

Hotlobs.com 

www.hotjobs.com 

Iberia  Airlines 

www.iberia.com 

IBM 
www.ibm.com 

IFS 
www.ifsab.com 

Intel 

www.intei.com 

Iowa  Department  of  Economic 

Development 

www.smart.state.ia.us 

Lawson  Software 

.vww.Lawson.com 


Liberty  Mutual 

www.libertymutual.com 

Lufthansa 

www.lufthansa.com 

Marriott 
www.marnott.com 

Microsoft 
www.  m  i  c  rosoft  .com/ 

MindSpring  Biz 
www.mindspring.net 
Motorola  Digital  DNA 
www.digitaldna.com 

Movado 

www.movado.com 

NEC 

www.nec.com 

Netcentives  Inc. 

www.netcentives.com 

Nissan  North  America,  Inc. 

www.nissandriven.com 

Nokia 

www.nokia.com 

Nortel  Neworks  Corporation 

www.nortelnetworks.com 

Novell 

www.novell.com 

Partner  fuer  Berlin 

www.berlin.de 

PeopleSoft 

www.peoplesott.com 

Pfizer 

www.pfizer.com 

Prudential  Investments 

www.prudential.com 

Radisson  Hotels 

www.radisson.com 

Royal  &  SunAlliance 

www.royal-usa.com 

Sandpiper  Networks,  Inc. 

www.sandpiper.net 

SAS  Institute 

www.sas.com/ 


address 
directory 


Savin  Corporation 

www.savin.com 

Shangr-La  Hotels  &  Resorts 

www.shangri-la.com 

Singapore  Airlines  Ltd. 

www.singaporeair.com 

SONY  VAIO  COMPUTERS 

www.sony.com/z505 

SPT  TELECOM 

www.telecom.cz 

Star  Alliance 

www.star-alliance.com 

StockPower  Inc. 
www.stockpower.com 

StorageTek 

www.storagetek.com 

Taiwan  Semiconductor 

Manufacturing  Corp. 

www.TSMC.com 

Takeda  Chemical  Industries,  Ltd. 

www.takeda.com 

Tiffany  &  Co. 
www.tiffany.com 

Toshiba  Corp. 

www.toshiba.com 

United  Airlines 

www.ual.com 

UPS 
www.ups.com 

Veba  AG 

www.veba.com 

Visitalk.com 

www.visitalk.com 

Wang 

www.wang.com 

Wausau  Insurance  Companies 

www.wausaw.corn 

Williams 

www.williams.com 

Xerox  Corp. 

www.xerox.com 

Zurich  Financial  Services 

www.zurich.com 


MAZING  THAILAND 


THE  KING'S  BIRTHDAY 


r  This  year  murks  llic  King's  sixth  12-year  astrological  cycle  -  llic  most  auspicious  milestone  in  a 
Tliai's  lifetime.  Doh'l  miss  the  exciting  Thai  festivals  throughout  1999  in  Amazing  Thailand! 

SWEEPSTAKES 

EXPERIENCE  AMAZING  THAILAND  FOR  YOURSELF. 

Enter  to  win  a  free  vacation  for  two  including  Business  Class  travel,  Executive 
Suite  accommodations  for  nine  nights  in  Bangkok  and  Phuket,  Chiang  Rai  or  Pattaya! 
Don't  let  this  incredible  opportunity  pass  you  by,  simply  go  to 

http://www.thaisweeps.businessweek.com  to  register. 


Who  knows  maybe  you  will  be  the  lucky  winner 

of  this  "amazing"  sweepstakes.  m  \ 
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Performanc 


antlovered  by  Allianz  Group. 


herever  you  are,  whenever  you 


eed  us,  the  Allianz  Group  is  alway 

I  C  I   C     I  U  I      y  U  U  .  The  Allianz  Group  has  more  than  75  years  of  international 

penence  in  managing  the  assets  of  life  insurance  policy  holders  and  institutional  investors.  Both 

*  close  cooperation  with  our  global  partners  and  the  experience  of  our  asset  management  team 

lable  long-term  investment  performance.  It's  hardly  surprising,  therefore,  that  the  Allianz  Group  was 

fcently  awarded  the  prestigious  Standard  &  Poor's  AAA  rating  for  our  first  class  financial  standing. 


lianz.  The  Power  Beside  You. 


ianz  Group.  Europe's  leading  global  insurer 
d  provider  of  financial  services. 


MANAGING  PAIN, 
THERMAL 
SURGERY, 

WORKING  OUT 


Pain  Is  More 


^q  Than  a  Symptom 

More  clinics  focus  on  the  relief  of  suffering 


BY  CATHERINE  ARNST 

I  f  you  think  life  is  one  long  vale  of  tears,  full 
of  pain  and  suffering  to  be  borne  stoically, 
then  read  no  further.  Most  people,  though, 
are  grateful  for  any  pain  relief  they  can  get. 
The  problem  is,  they  are  not  getting  enough. 
I  The  scandal  of  our  advanced  health-care  sys- 
tem is  that  chronic  and  acute  pain  are  habitually 
undertreated. 

Recent  studies  have  found  that  40%  to  50%  of 
cancer  and  aids  patients  and  two-thirds  of  nurs- 
ing home  residents  are  undertreated  for  chronic 
pain,  even  though  effective  analgesics  are  avail- 
able. One  recent  study  found  that  some  41%  of 
elderly  disabled  U.  S.  women  with  severe  pain 
take  little  or  no  medication  to  relieve  the  suf- 
fering. "Undertreatment  of  pain 
is  a  huge,  huge  problem,"  says 
Dr.  Russell  Portenoy,  chairman  of 
pain  medicine  at  Beth  Israel  Med 


I 


Health 


ical  Center  in  New  York.  "As  pain  clinicians,  we 
see  the  failures  of  the  health-care  system  on  a 
daily  basis." 

BIG  BREAK.  It  doesn't  have  to  be  that  way.  Many 
major  hospitals  around  the  country  have  come  to 
recognize  that  pain  should  be  treated  as  a  disease 
in  and  of  itself,  and  are  establishing  pain  clinics 
staffed  with  specialists  who  focus  solely  on  the 
relief  of  suffering.  That's  a  big  break  with  med- 
ical tradition,  which  emphasizes  treatment  of 
the  underlying  disease  or  injury  rather  than  its 
symptoms. 

Pain  climes  also  break  with  another  medical 
tradition — reluctance  to  prescribe  morphine,  even 
though  it  can  virtually  eliminate  severe  pain 
such  as  postoperative  and  cancer  pain.  Despite 
its  proven  effectiveness,  morphine  and  other  nar- 
cotics such  as  methadone,  codeine,  and  demerol 
are  chronically  underutilized  because  of  a  huge 
fear  of  addiction  on  the  part  of  doctors,  patients, 
and  state  drug  regulatory  boards. 

But  study  after  study  shows  that  this  fear  is 
misplaced — the  risk  of  narcotic  addiction  at  the 
dosages  prescribed  for  pain  management  are 
minimal  to  nonexistent.  Although  patients  may 
develop  a  dependence  on  opiates  to  control  pain, 
it  is  no  different  than  relying  on  a  drug  to  treat 
high  blood  pressure.  Dependence  does  not  equal 
addiction,  with  its  constant  craving  for  more  and 
more  "fixes."  If  managed  properly,  the  most  se- 
rious side  effect  of  opiates  tends  to  be  constipa- 
tion. Most  patients  on  morphine  can  function 
fully  and  even  drive  a  car  safely.  Still,  the  myth 
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of  addiction,  combined  with  con- 
cerns about  criminal  misuse  of 
narcotics,  continues  to  limit  their 
use,  laments  Dr.  John  Farrar,  a 
neurologist  at  the  University  of 
Pennsylvania  Medical  Center:  "I 
think  to  deny  access  to  narcotics 
to  people  in  pain  is  absolutely 
criminal." 

Undertreatment  of  pain  is  not 
just  a  quality-of-life  issue.  Pro- 
longed pain  can  rewire  the  entire 
nervous  system,  causing  patients 
to  fall  victim  to  lifelong,  chronic 
pain  that  is  less  likely  to  respond 
to  analgesics.  Just  ask  Rose  Katz- 

man,  a  65-year-old 

former  real   estate 

broker  in  Manhattan. 

She   has   spent  the 
past  decade  in  agony  from  a  condi- 
tion called  arachnoiditis,  damage  to 
the  nerves  in  the  spinal  cord  from 
unknown  causes.  On  her  worst  days 
she  is  in  agony  from  the  most  in- 
nocuous stimulus.  "If  material  touches  my  an 
can  go  off  the  wall,"  she  says.  She  tried  a  n  s 
ber  of  doctors  and  powerful  drugs,  to  little  efl ' 
"The  doctors  treat  you  like  you're  an  addict 
they  say  don't  be  a  baby,"  she  says. 

It  wasn't  until  1996,  when  she  started  se<  roe  of  thf 
Portenoy,  that  she  gained  some  relief — froi  tannine, 
drug  many  people  would  be  horrified  to  e  or  be  t 
consider.  Portenoy  prescribed  methadone,  mptin,  ( 
typically  used  to  wean  addicts  from  heroin,  "'b  f  the  hr 
my  life  has  some  sort  of  normalcy,"  she  says !  special!; 
Pain  clinics  are  particularly  well  suited  Mating  ( 
sufferers  of  chronic  pain  like  Katzman.  Hard  ^  tier, 
treat  conditions  such  as  chronic  back  pain,  si  ty  elirniri; 
gles,  arthritis,  and  neuropathic  pain,  caused  w  '<■  Gabaj 
nerves  are  damaged,  demand  innovative 
proaches.  A  pain  clinic  will  assess  the  degre< 
suffering  and  develop  a  multidisciplinary, 
lored  approach  involving  anesthesiology,  neu 
ogy,  psychiatry,  and  physical  therapy. 
NEW  DRUGS.  Pain  clinics  also  treat  suffering  <  tt  as  narl 
ly  and  often,  ignoring  the  standard  practice  u  , 
medicine  of  doling  out  analgesics  on  an  as-ne 
ed  basis.  They  don't  just  prescribe  narcotics,  !J 
ther.  There  are  a  whole  range  of  new  pain  trqj  i 
ments  available,  including  antidepressants,  wh^ 
can  sometimes  relieve  pain  whether  or  not 
patient  suffers  from  depression;  the  new  co 
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s  that  mitigate  arthritis  suffering  without 

of  the  side  effects  associated  with  aspirin; 

capsaicin,  a  cream  made  from  a  red  pepper 

ict  that  can  lessen  skin  sensitivity. 

ane  of  these  newer  treatments  is  as  effective 

orphine,  but  they  may  have  fewer  side  ef- 

or  be  more  suited  for  specific  ailments. 

pentin,  for  example,  an  epilepsy  drug  sold 

r  the  brand  name  Neurontin,  is  used  by 

specialists  to  treat  diabetic  neuropathy,  an 

iciating  condition  that  arises  when  diabetes 
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done, 

eroih. 

si  a 

I  suite  ' 
'  Mj,   iges  nerve  endings.  The  drug  does  not  com- 

jejly  eliminate  the  pain,  but  it  has  tew  side  ef- 


Gabapentin  "has  been  very  effective  in 


improving  things  like  sleep  patterns,  energy  lev- 
els, the  ability  to  do  more  things  with  the  fami- 
ly," says  Dr.  Keith  Edwards,  director  of  the  Neu- 
rological Research  Center  in  Bennington,  Vt. 

That's  no  small  benefit.  Pain  is  a  vicious  circle. 
The  more  debilitating  the  suffering,  the  more 
depressed  and  incapacitated  the  patient  becomes, 
so  the  pain  continues  to  worsen.  If  you  find 
yourself  falling  down  this  black  hole,  you  don't 
have  to  grimace  and  bear  it.  "Once  patients 
know  something  can  be  done,"  says  Edwards, 
"they  have  a  whole  fresh  outlook  on  life."  That 
alone  is  enough  reason  to  seek  out  aggressive 
pain  therapy.  □ 
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The  Truth  About  Treating  Pain 


Specialists  in 
the  treatment 
of  pain  are 
relatively  quick 
to  prescribe 
drugs  such  as 
morphine, 
because  they 
know  the  fear 
of  addiction  is 
overblown 


rH  Patients  should  expect  to  feel 
w  as  part  of  the  healing  process 
should  just  tough  it  out. 

!T  Pain  can  interfere  with  healing 
I  lew  ire  the  whole  nervous  system, 

oring  lifelong  suffering. 


MYTH  Narcotics  such  as  morphine, 
codeine,  and  demerol  should  only  be 
used  as  a  last  resort,  and  in  minimal 
doses,  to  avoid  addiction. 

FACT  When  taken  for  pain  treatment, 
narcotics  are  rarerj  addictive. 


MYTH  Treat  the  underlying  cause,  be  it 
disease  or  injury,  and  pain  will  go  away. 

FACT  Pain  can  be  a  disease  in  and  of 
itself.  With  neuropathic  pain,  the  ner- 
vous system  has  gone  haywire,  some- 
times for  no  known  reason. 
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Listening  It  may  see*  simple,  but  at  a  Five  Star  dealership  you  could  say  we  °"  ^ 
«  Five  Star  is  an  all-new  process  that  totally  redefines  how  cars  and  trucks  are  sJ 
S    So  your  puestions  get  answered  promptly  and  Kaowledgeabl,  And,  when  you  need, 

lfcedy  Jdone  right  the  first  time.  Plus  we  contmuall,  survey  our  — 
a  pretty  good  idea  of  what  worKs-and  what  could  use  .mprovement.  All  to  make  your 
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■  session  to  listening  to  our  customers  is  just  one  of  the  21  points  that  make  up  the  Five  Star 
ires  \.  A  third-party  certification  process  so  rigorous  you  could  say  only  the  best  make  the  cut. 
m  |  u're  buying  a  new  car  or  truck,  think  Five  Star.  After  all,  we're  thinking  about  you.  •  Look  for 
sso  i  Star  sign  at  a  certified  Chrysler,  Plymouth.  Jeep  or  Dodge  dealer.  •  For  more  information, 
ijsii  ll  1-800-677-5-STAR  or  visit  www.fivestar.com.    Five  Star.  It's  Better.  We'll  Prove  It. 
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The  Kindest  Cut? 

Thermal  surgery  may  treat  many  ailments 


A 
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BY  JANET 
RAE-DUPREE 


fter  innumer- 
able sleepless 
nights      lying 
beside         her 
blissfully  snor- 
ing husband,  Susan 
Douglass    was    at 
wit's   end.   So   the 
wife  of  Delphi  Ven- 
tures partner  David 
Douglass  issued  a 
challenge.    "You're 
Mr.  Medical  Device 
venture  capitalist," 
she  said  one  day  in 
1995.    "Why    don't 
you  invent  a  device 
to      do      something 
about  your  snoring?" 
Her  timing  couldn't 
have     been     better. 
David  Douglass  was 
working    with    two 
startups    that    were 
using  radio-frequency-generated  heat 
to  shrink  enlarged  prostates  and  burn  away  liv- 
er tumors.  Could  the  same  technology  be  used  to 
quiet  his  nocturnal  din?  Doctors  were  intrigued. 
Within  a  year,  Douglass  became  one  of  the  first 
patients  to  take  advantage  of  a  radio-frequency 
probe  developed  by  Somnus  Medical  Technologies 
(800  250-6031),  a  venture  that  resulted  from  his 
wife's  challenge.  In  a  procedure  done  in  a  doctor's 
office,  the  probe  was  used  to  shrink  tissues  at 
the  back  of  his  palate  and  around  nasal  pas- 
sages. "I  got  treated  with  my  Hermes  tie  on,  and 
there  wasn't  a  platelet  of  blood,"  he  recalls. 

Douglass  is  one  of  a  small,  but  growing  num- 
ber of  patients  benefiting  from  relatively  inex- 
pensive medical  treatments  harnessing  the  pow- 
er of  heat.  Instead  of  cutting  and  stitching, 
surgeons  using  thermal  tools  and  endoscopes  can 

How  Thermal  Surgery  Works 
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BACK  PAIN  Shrinks  bulging  discs  and 
kills  sensitive  nerve  endings. 

HEART  PROBLEMS  Burns  away  excess 
tissue  that  can  cause  arrhythmias.  May 
tighten  damaged  muscle  following 
heart  attack. 

LIVER  CANCER  Burns  cancerous  cells 
without  destroying  nearby  healthy  tissue. 


CHRONIC  SNORING  Opens  nasal  pas- 
sages and  tightens  loose  tissue  at  the 
back  of  the  palate. 

LOOSE  SHOULDER  JOINTS  Contracts 
collagen  in  overtaxed  ligaments,  pulling 
shoulder  capsule  snugly  around  joint. 

VARICOSE  VEINS  Causes  problem  veins 
to  collapse  in  on  themselves. 


apply  a  probe  to  ligaments,  tendons,  and  ot 
tissue,  burning  it  away  or  reshaping  it  int 
tighter  package  if  it  has  been  slackened  by 
and  overuse.  The  probe  itself  usually  isn't  heai 
but  emits  radio  waves  that  can  warm  tiss) 
up  to  180F.  Because  the  procedures  are  less 
vasive  than  traditional  surgery,  they  are  n 
tively  painless,  usually  require  only  local  ar 
thesia,  and  recovery  is  quicker. 
MORE  TOOLS.  Insurers  generally  pick  up 
cost  of  thermal  surgery  if  it  treats  an  ailm 
that's  already  covered.  Still,  some  doctors 
hesitating,  concerned  that  heat-sculpted  tis 
may  not  wear  as  well  over  the  years  as  tis: 
left  in  its  natural  state.  "The  long-term  succes: 
not  totally  proven,"  warns  Dr.  Jon  J.  P.  Wan  WUW 
chief  of  the  Harvard  Shoulder  Service  at  Ms 
achusetts  General  Hospital.  In  addition,  deb 
persists  over  which  patients  would  benefit, 
have  a  hammer  now,  and  we  want  to  contii 
figuring  out  which  nail  to  hit,"  Warner  says, 
deed,  most  of  the  procedures  are  so  new  that 
tient  studies  go  back  only  a  few  years. 

Despite  these  concerns,  thermal  surgerj 
being  used  to  help  patients  suffering  from  c 
ditions  such  as  varicose  veins,  chronic  bs 
pain,  worn-out  shoulder  ligaments,  and  even 
continence  (table).  Researchers  are  expe 
menting  with  thermal  treatments  for  such  li 
threatening  ailments  as  congestive  heart  failu 
asthma,  and  emphysema. 

The  approach  uses  a  principle  known 
leather  tanners  for  centuries:  Connective  tis: 
shrinks  when  heated.  This  results  ^rom  he* 
impact  on  collagen,  a  fibrous  protein  that  mal 
up  90%  of  the  organic  material  in  most  of  our 
sues.  A  collagen  molecule  resembles  a  stretch 
out  spring.  When  heated,  the  bonds  keeping  1 
spring  taut  are  released,  and  it  snaps  int( 
jumbled  coil,  shriveling  the  tissue.  In  some  c 
es — such  as  in  varicose  vein  surgery  usin£ 
probe  from  vnus  Medical  Technologies  (888  7! 
8346) — that's  all  surgeons  aim  to  do.  Instead 
removing  the  collapsed  vein,  surgeons  rely  on  1 
body  to  absorb  it  and  reroute  its  blood  flow  el 
where.  In  shoulder  surgeries,  a  probe  fr< 
Oratec  Interventions  (800  784-6060)  emits  rai 
waves  that  tighten  tissue  surrounding  the  sho 
der  joint.  As  the  patient  heals,  the  body  weaA 
stronger  collagen  around  the  framework. 

Costs  tend  to  be  sharply  lower  than  that 
traditional  procedures  because  most  thermal  su 
eries  require  only  tiny  incisions  a 
are  done  on  an  out-patient  bai 
Back  patients  who  undergo  a  $7,( 
thermal     surgery     that     shrin 
bulging  discs  usually  can  return 
work  within  a  week  or  two 
comparison,  patients  who  under 
the  traditional  alternative — a  $50,C 
procedure  called  spinal  fusion — i 
main  hospitalized  for  up  to  five  da 
and  often  must  take  months 
work.  For  these  reasons  alone,  th<£ 
mal  surgery  likely  will  remain  a  I 
topic  for  years  to  come. 
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This  Ball  Is  on  a  Roll 


For  rehab  and  fitness,  giant  vinyl  spheres  hit  the  spot 
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i  ioball  exercises 
lit  deep  muscles 
ire  used  rarely, 
'  pro  athletes 


BY  KATE  MURPHY 

aria  Meyer  got  on  the  ball  a 
year  ago  when  she  hurt  her 
back  stooping  to  pack  a  suit- 
case. "A  chiropractor  suggested 
I  do  exercises  on  this  ball  to 
tix  the  problem  instead  of  repeatedly  coming 
into  his  office  for  adjustments,"  says  the  43- 
year-old  Los  Angeles  mother  of  two.  After  a 
few  days  using  a  large,  vinyl  ball  to  stretch 
and  strengthen  her  back  muscles,  she  resumed 
playing  tennis  and  running.  "It  only  took  15 
minutes  a  day,  but  what  a  difference  it  made," 
Meyer  says. 

Low-tech  and  inexpensive,  giant  exercise  balls 
are  the  latest  in  rehabilitation  and  fitness 
equipment.  Variously  known  as  physioballs 
Swiss  balls,  and  posture  balls,  these  11-  to 
70-inch  diameter  plastic  orbs  were  first 
used  in  Switzerland  in  the  1960s  to  im- 
prove the  motor  skills  of  disabled  pediatric 
patients.  They  worked  so  well  on  kids  that  ^ 
therapists  started  using  them  to  treat  adults 
with  orthopedic  or  neurological 
problems. 

The  lightweight,  pliable,  and  of- 
ten brightly  colored  balls  rolled 
into  a  few  physical  therapy  clinics 
in  the  U.  S.  in  the  late  1980s  but 
are  only  now  coming  into  wide- 
spread use — and  not  just  to  treat  disorders  or  in- 
juries. "The  ball  has  incredible  fitness  and  con- 
ditioning applications,"  says  Dr.  Nicholas 
DiNubile,  an  orthopedic  surgeon  specializing  in 
sports  medicine  in  Havertown,  Pa. 
NO  SLOUCH.  Unlike  doing  floor  exercises  or  reps 
on  Nautilus  equipment,  working  out  on  a  ball  re- 
quires balance,  which  means  "you've  got  to  re- 
cruit deeper  muscles  involved 
in  the  stabilization  of  your 
joints,"  says  Craig 
Liebenson,  a 
Los  Angeles 
chiro- 


LEG  LIFTS 

Working  with  the 
balls  enhances 
balance,  posture, 
and  coordination 


tor.  These  muscles  are  rarely  challenged,  even  by 
pro  athletes,  and  are  the  common  culprit  in  most 
knee,  ankle,  neck,  and  back  injuries.  They  are 
also  why  fit  people  can  get  hurt  doing  some- 
thing as  mundane  as  sneezing. 

Typical  exercises  include  push-ups  with  legs 
suspended  on  the  ball,  crunches  with  the  back 
teetering  on  the  ball,  and  leg  lifts  with  the  ball 
squeezed  between  the  ankles.  But  just  sitting 
on  the  ball  is  beneficial — which  is  why  some  peo- 
ple use  them  as  office  chairs.  Since  every  breath 
you  take  slightly  alters  your  center  of  gravity, 
"you  have  to  continually  work  the  deep  muscles 
in  the  pelvis  and  spine  to  maintain  balance," 
says  physical  therapist  Joanne  Posner-May- 
er,  wTho  in  1990  founded  Ball  Dynamics 
International  in  Longmont,  Colo.,  the 
leading  distributor  of  exercise  balls. 
Sitting  on  a  ball  also  demands  good 
posture,  she  says,  because  "if  you 
slouch,  you  fall  off." 

Beyond  treating  injury  and 
promoting  overall  fitness,  balls 
can  enhance  athletic  perfor- 
mance. Thev're 
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he  ball  has 

incredible  Qtness 
ami  conditioning 
applications,"  says  a  surgeon 


standard  equipment  in  the  training  rooms  of  the 
Denver  Broncos,  New  York  Yankees,  Detroit 
Red  Wings,  and  other  teams.  Golfers  Tiger 
Woods  and  Jack  Nicklaus  have  used  exercise 
balls  to  improve  their  games.  Because  the  balls 
develop  coordination  as  well  as  strengthen  core 
muscles  in  the  torso,  DiNubile  says,  athletes 
"greatly  enhance  their  fundamental  power"  to 
kick,  throw,  swing,  and  jump. 

Exercise  balls  cost  $10  to  $180,  depending  on 
size.  Some  come  with  a  hand  pump,  which  is 
convenient  if  you  want  to  pack  your  ball  to 
take  on  a  trip.  Balls  are  available 
g         through  back-care  shops  and  spe- 
cialty  suppliers,   such   as   Ball 
Dynamics  (800  752-2255,  www. 
balldjTiamics.com). 

The  same  sources  also  offer 
videos  and  books  to  demonstrate 
exercises,  but  it's  helpful  to  have 
an  athletic  trainer  or  physical  thera- 
pist make  sure  you  are  using  the  ball  cor- 
rectly. Health  insurance  may  cover  such 
xssions  if  you  have  a  spoils  injury  or  back 
problem  for  which  a  doctor  can  write  a  pre- 
scription  for   therapy.    Using  a  ball,   you'll 
bounce  back  in  no  time  at  all. 
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No-Sweat  Direct  Investing 

New  Web  services  make  it  easier  to  get  started 


BY  MIKE  McNAMEE 

For  many  stock  buyers,  even  online  discount 
brokers  aren't  cheap  enough.  When  you're 
building  a  portfolio  $300  at  a  time,  a  $14.95 
commission  puts  a  serious  drag  on  your  re- 
turn. So  small-scale  War-  _—_—__ 
ren  Buffetts  have  tradi-  Qinnho 

tionally  bypassed  brokers  OvOCK/b 

by  turning  to  companies  that 


sell  their  stock  directly  to  the  public.  Direct  in- 
vesting is  indeed  cheap — but  it  exacts  a  toll 
through  hefty  paperwork,  cumbersome  bookkeep- 
ing, and  tax-return  nightmares. 

But  all  over  the  Web,  services  are  now  spring- 
ing up  that  make  direct  investing  easier  (table). 
Share  shoppers  can  find  searchable  databases  that 
spell  out  all  the  many  details  of  companies'  direct 
stock  purchase  (dsp)  plans  or  dividend  reinvest- 
ment plans  (drips).  In  some  cases,  companies  allow 


Web  services  to  provide  electronic  prospects 
and  online  enrollment,  taking  some  of  the  Iie 
and  much  of  the  delay  out  of  getting  startl 
They  also  tackle  one  of  the  biggest  barriers  | 
DRIPs — the  need  to  acquire  at  least  one  share 
company's  stock  so  you  can 
roll.  First  Share,  for  examj 
can  link  up  a  newbie  who  ne^ 
an  initial  share  in,  say,  Pep  Be 


with  a  seasoned  investor  who  has  a  share  to 
But  direct  investors  still  depend  upon  the 
"ness  of  corporations:  Companies  must  choose  to  | 
fer  direct  access  to  their  stocks.  DRIPs,  which 
existing  shareholders  collect  dividends  in  shares  | 
stead  of  cash,  have  long  been  popular  with  utilit, 
and  banks — companies  that  have  heavy  capi| 
needs  and  a  desire  to  court  small  investors. 

DSPs,  which  allow  one-time  or  periodic  stc 
purchases  without  a  broker,  are  widening 
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IS  YOUR  COMMUNICATIONS  COMPANY  D.O.A. 


|ke  looking  at  a  Company  on  life  support.  Traditional  communications  companies  suffocating  in  the  voice 
fork  paradigm,  These  outdated  infrastructures  were  simply  not  created  to  handle  Internet  communications. 
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THE    INTERNET  STARTS    HERE 


www.psinet.com 


ijet  is  the  most  innovative  Internet  service  provider  in  the  world.  Our  IP-optimized,  fiber  optic  network  1 .800.379.8854 


j  specifically  designed  for  superior  Internet  communication.  Business-critical  data  reliably  travels  the 
je  in  the  security  of  our  network.  Don't  peiutli/e  your  company  with  an  antiquated  ISP.  Call  PSINet. 


nasdaq:  psix 


c>  im  PSIN.I  Inc.  t1»  InMnwt  Sum  Hat*    ml  in.  PSWM  logo  M  B 


Stocks 


reach  of  direct  investing.  Offered  by 
only  30  companies  in  1994,  DSPs  are 
now  available  from  570  corporations, 
rapidly  catching  up  with  drips,  which 
are  offered  by  882  domestic  compa- 
nies and  some  300  foreign  ones  of- 
fering American  depositary  receipts. 
But  many  popular  companies — in- 
cluding most  issuers  of  high-tech 
stocks — still  don't  want  the  expense  of  setting  up 
and  running  a  DSP  or  drip. 

The  latest  Internet  offering  attempts  to  clear 
that  hurdle.  In  early  November,  Netstock  Direct, 
an  online  dsp  enrollment  service,  will  unveil 
ShareBuilder,  a  site  where  investors  will  be  able  to 
sign  up  for  automatic  weekly  or  monthly  invest- 
ments of  fixed  dollar  amounts  in  specific  stocks. 


Bypassing  Brokers  via  the  Web 


SITE 


DRIP  INVESTOR 

www.dripinvestor.com 

DRIP  CENTRAL 

www.dripcentral.com 


NETSTOCK  DIRECT 

www.netstockdirect.com 


TEMPER  ENROLLMENT 

www.directinvesting.com 


FIRSTSHARE 

www.firstshare.com 


DESCRIPTION 


Informational  sites  featuring  searchable 
databases  on  dividend  reinvestment  plans  (DRIPs), 
articles,  and  links  to  direct-investing  newsletters 
and  Web  sites 


Online  enrollment  for  350  direct  stock  purchase  (DSP) 
plans;  ShareBuilder,  allowing  regular  investments  in 
200  stocks  at  $2  per  purchase,  is  coming  soon 


Offers  enrollment  and  first-share  purchase  for  DRIPs 
for  $20  plus  price  of  share 


BusinessWeek  ONLINE. 


Listen  to  the  latest  market 
news  and  analysis  at  Busi- 
ness Week  Online 
(www.businessweek.com/ 
investor/).  MORNING  CALL 
Standard  &  Poor's  experts 
discuss  the  latest  market 
trends.  Live  every  Monday  at 
8:15  a.m.  E.T.  An  audio  tran- 
script is  available  shortly 
afterward.  HOURLY  RADIO 
REPORTS  Business  Week's 
Ray  Hoffman  delivers  mar- 
ket news  and  insights 
throughout  the  day. 


Matches  new  investors  who  need  a  share  to  enroll  in 
a  DRIP  with  someone  willing  to  sell;  $12.50  to  $17.50 

The  service  plans  to  start  with  about  200  of  the 
largest  and  most  active  issues — including  such 
names  as  Microsoft,  Cisco  Systems,  and  Dell  Com- 
puter, none  of  which  offer  direct  investing  now. 

By  pooling  its  customers'  orders  into  one 
weekly  purchase,  ShareBuilder  can  charge  just 
$2  per  purchase  for  each  stock  selected,  says 
Netstock  Chief  Executive  Jeff  Seely.  Custodial 
accounts  for  children  will  pay  just  $1  per  trans- 
action. The  service  will  also  track  all  your  Share- 
Builder stocks  on  one  statement,  rather  than 
the  quarterly  flood  of  mailings  from  drips  and 
dsps,  where  each  stock's  plan  creates  its  own 
paperwork.  Netstock  Direct  also  will  offer  im- 
mediate sales  of  ShareBuilder  stocks,  for  a  fee  of 
about  $20.  In  contrast,  traditional  direct-investing 
plans  can  take  days  to  sell  shares. 

ShareBuilder  keeps  what  Seely  calls  the 
biggest  advantage  of  drips  and  DSPs — fractional 
shares.  A  customer  who  puts  $200  into  each  stock 
could  get  2.119  shares  of  Microsoft,  1.655  shares 
of  America  Online,  and  2.614  shares  of  Intel,  after 
paying  $6  in  commissions.  Fractional  shares  are 
vital,  Seely  says,  for  "dollar-cost  averaging" — in- 
vesting a  fixed  dollar  amount  in  a  particular  stock 
on  a  regular  schedule.  Studies  have  shown  that 
dollar-cost  averaging  boosts  returns  by  keeping 
funds  fully  invested  and  by  helping  investors  ac- 


These  plans  are  for  small  investors  wl 
are  willing  to  undertake  the  complicatj 
accounting  themselves 


quire  stock  at  a  low  average  price.  But  ' 
brokers  won't  take  orders  for  fractional  sharL  I 
a  standing  order  to  buy  a  dollar  amount  of  si  I 
each  month,"  says  Seely. 

Actually,  one  broker  comes  close.  Ch;l 
Schwab  offers  a  plan  called  Stock  Builder  I 
mimics  company-offered  drips.  Schwab  custoi  I 
can  reinvest  dividends  from  any  New  York  £  I 
Exchange  or  Nasdaq-listed  company  by  buyinj  I 
ditional  shares — including  fractional  ones — wit  I 
commissions.  About  30%  of  Schwab's  custoi  I 
use  the  plan.  Other  brokers  offer  more  mo  I 
services.  Fidelity  Investments'  online  broker  I 
for  example,  will  enroll  customers  in  drips  f 
fered  by  companies  whose  shares  they  own. 
DOLLAR  DAYS.  Direct  investing  may  be  ge 
easier,  but  it's  still  not  painless.  While  direc 
vestors  sidestep  brokers'  commissions,  comp; 
charge  a  variety  of  fees.  Wal-Mart  Stores' 
has  a  typical  schedule:  $20  to  enroll,  a  $250 
mum  initial  investment  (waived  if  a  buyer  a| 
to  invest  $25  a  month  for  10  months  throug] 
automatic  debit  plan),  and  a  $1  fee  plus  10(2 
share  commission  on  each  purchase.  A  $500 
matic-debit  order  would  net  9.685  shares  at  a 
of  $2.  WalMart  also  charges  $20  to  sell  sh 
from  a  DSP  account.  "We  recommend  comp; 
that  don't  charge  fees,"  notes  John  Sandfort, 
keting  vice-president  for  Temper  Enrollment 
vice   which  buys  initial  shares  and  handles 
perwork  for  new  drip  investors.  But  that  n; 
the  number  of  plans  to  700. 

Direct  investors  also  will  spend  some  of  t| 
savings  on  accountants — or  aspirin.  "The  hassl 
these  plans  are  often  underplayed,"  says  M| 
Crawford  Scott,  editor  of  the  American  Ass< 
tion  of  Individual  Investors'  AAll  Journal. 
drip  or  DSP  stock  is  a  separate  account,  so] 
vestors  who  want  a  consolidated  portfolio  must 
the  numbers  together  themselves.  Small,  freqi 
purchases  make  a  hash  of  calculating  a  stoj 
basis  and  capital  gain  when  an  investor  sells, 
the  discounts  on  shares  that  some  companies 
vide  their  drip  members  also  get  counted  as 
able  income — although  those,  at  least,  are  trad 
by  the  company  and  reported  on  Internal  Reve] 
Service  Form  1099-div. 

Most  important,  says  Scott,  "don't  buy  a  SI 
just  because  it's  available  for  direct  investi 
Small  investors  need  to  be,  if  anything,  even 
analytic  than  their  better-heeled  counterpj 
when  they  screen  stocks.  That  may  require  g 
outside  the  1,600  or  so  stocks  available  thro 
company-sponsored  plans.  But  as  the  numbe: 
direct  investment  plans  grows  and  new  opti< 
proliferate,  it's  getting  easier  all  the  time  to  inv 
without  a  broker. 
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what  the  world  needs  now 


In  a  world  of  synthetics  and  imitations, 


kADM  would  like  to  offer  some  simple 

■vsji^agvice:  natural  is  better.  So  we've 
i' 
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BusinessWeek  Investor 


The  Barker  Portfolio 


WHAT'S  BIG,  BROWN, 
AND  BEAUTIFUL? 

You  know  it,  and  even  slow  learners  like  me 
know  it:  Initial  public  offerings  are  suckers' 
bets.  Yes,  some  ipos  prove  to  be  monster 
hits,  Yahoo  !s  that  scream  their  way  to  see-ya-lat- 
er-boss-I'm-retiring  gains.  But  most  end  up  en- 
riching insiders  and  bankers — at  our  expense. 
So  why  am  I  about  to  say  lots  of  nice  things 
about  the  upcoming  ipo  of  United  Parcel  Service? 
Because  it  sticks  out  every  bit  as  much  as 
do  all  those  guys  in  brown  uniforms,  brown 
trucks,  and  brown-tailed  jets.  In  an  era  full  of 
ipos  for  companies  with  thin  revenues,  fat  losses, 
and  imperceptible  net  worths,  the  world's  largest 
package  deliverer  is  a  monumental 
thing  of  beauty,  ups's  revenues  make 
it  bigger  than  Johnson  &  Johnson, 
its  earnings  make  it  more  profitable 
than  Boeing,  its  shareholder  equity 
more  valuable  than  Alcoa  or  Nokia. 

Most  of  that  equity  since  1927  has 
been  the  property  of  UPS  employees, 
managers,  and  retirees.  Now  they're 
preparing  for  an  Oct.  25  vote  on  a 
reorganization  plan.  If  approved,  10%, 
or  110  million  shares,  of  UPS  would  be 
sold  in  an  early  November  deal  led 
by  Morgan  Stanley  Dean  Witter. 
Price?  It  isn't  set  yet,  but  the  total  to 
be  raised  threatens  to  topple  Conoco, 
which  a  year  ago  drew  $4.4  billion  in 
the  richest  ipo  ever. 

Once  the  deal's  done,  UPS  plans  to  use  the 
dough  to  buy  back  from  its  employee-owners  an 
equivalent  number  of  the  shares  sold  to  the  pub- 
lic. The  moves  are  aimed  at  keeping  the  insiders' 
equity  intact  while  equipping  management  with  a 
new  tool — the  "currency"  of  liquid  stock — to  help 
it  expand  globally. 

That's  terrific  if  you  dress  in  brown  every 
day.  If  you  don't,  the  question  is:  At  what  price 
should  UPS  interest  you?  To  answer  that,  I  start- 
ed looking  into  fdx,  parent  of  ups  archrival  Fed- 
eral Express  and  the 
Rolll/OPC'  most  comparable  publicly 

UullVul  O  held  stock.  Both  compa- 

nies are  growing  beyond 
their  basic  U.S.  opera- 
tions into  foreign  mar- 
kets, the  delivery  of  e- 
commerce  orders,  and 
"third-party  logistics" — 
that  is,  managing  other 
companies'  supply  chains 
and  inventories. 

How  much  have  in- 
vestors been  willing  to 
pay    for    fdx,    itself    a 


BY  ROBERT  BARKER 

United  Parcel 
Service  is  likely  to 
offer  10%  of 
its  shares  in  a 
November  IPO.  By 
all  counts,  the 
world's  largest 
shipper  is  a 
financial  fortress 


classy  act?  On  faith  that  it  would  clean  up  i 
e-commerce  boom,  fdx  stock  nearly  tripled 
last  fall  to  May,  when  it  hit  $61.88.  UPS  Chie: 
ecutive  James  Kelly  isn't  talking,  but  I 
help  imagining  that  the  swift  ascent  in 
shares  encouraged  him  in  July,  when  UP! 
veiled  its  plan  to  go  public.  At  its  peak, 
commanded  a  market  value  of  $18  billion,  < 
times  the  prior  12  months'  profit.  A  lot  of  ai 
since  gone  out  of  that  balloon,  though,  fdx 
closed  in  September  that  higher  fuel  price: 
denting  profits,  and  the  shares  lately  have 
ed  around  $42,  just  20  times  earnings. 
CASH  ON  HAND.  Should  that  multiple  appi 
lips?  No  way — it  deserves  more.  As  good 
may  be,  by  most  measures  UPS  is  sup 
(table).  By  revenues,  it's  half  again  as  big.  I 
erating  profit  margin  is  twice  as  wide.  It's 
ing  more  swiftly,  it  can't  recall  its  last 
loss,  and  it's  a  financial  fortress:  While 


How  UPS 


UPS* 

FOX" 

REVENUES              $25.7  BILLION 

$16.8  BILLION 

OPERATING  MARGIN            13.7% 

6.9% 

NET  EARNINGS             $2  BILLION**' 

'  $631  MILLION 

LONG-TERM  DEBT       $2.1  BILLION 

$1.4  BILLION 

CASH                        $3.2  BILLION 

$325  MILLION 

*12  months  ended  June    **12  months  ended  May 
***Before  special  tax  assessment 

OATA:  COMPANY  REPORTS 


debt  at  fdx  is  more  than  four  times  its  cas 
hand,  ups  boasts  cash  enough  to  pay  off  its  e: 
debt  and  still  have  more  than  $1  billion  left 
ups  is  due  soon  to  report  its  quarterly  res 
but  because  it  hedges  against  higher  oil  p 
more  fully  than  FDX,  it's  unlikely  to  suffe 
much — foresight  that  spells  one  more  re; 
why  ups  deserves  a  premium. 

Just  how  bold  ups  and  its  bankers  wil 
when  they  price  the  ipo,  I  can't  say.  Anyway, 
shares  will  be  available  for  small  investors 
tially.  But  once  the  stock  is  trading,  here's  1 
you  can  size  it  up:  At  fdx's  current  multipl 
20  times  the  past  12  months'  earnings,  you'd 
about  $37  a  share  for  ups.  At  a  premium,  saj 
times  earnings,  you'd  pay  $42.  At  25  times, 
price  would  be  $46  a  share,  enough  to  give  UI 
total  market  value  of  more  than  $50  billion 

As  it  happens,  that's  nearly  the  value  inves 
have  recently  awarded  Yahoo!,  which  nets  ab 
two  pennies  for  every  dollar  earned  by  I 
Could  a  bunch  of  dependable  guys  in  brown 
ally  be  worth  as  much  as  Yahoo!?  Let's  just 
they're  not  offering  a  sucker's  bet. 

For  barker. online,  go  to  vmnv.businessweei 
com/investor/  or  AOL  Keyword:  BW  Daily. 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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IP  telephony  solutions  make  new  worlds  of  communication  possible.  Integrating  your  data  and  voice  networks  can 
save  you  money.  Achieving  this  convergence  transparently,  without  compromising  your  present  investment  or  next 
investment  in  PBXs  and  phone  sets,  is  another  matter.  That's  where  NEC's  100  years  of  experience  in  reliable  com- 
munications really  shows.  NEC's  innovative  solutions  can  make  full-featured  telephony  over  data  networks  as  simple 
as  changing  a  few  cables  and  adding  cards  to  your  existing  NEC  equipment.  So 
you  can  enjoy  new  Voice  Over  the  Internet  Protocol  (VOIP)  technology  without  the 
pain  of  obsolescence.  A  world  leader  in  communications,  computers  and  semicon- 
ductors, NEC  solutions  are  At  The  Center  Of  Innovation.  www.nec.com 
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Is  your 

technology  past 
its  freshness 
date? 


Business  Week  provides  full  access  to 
the  next  generation  of  power  tools  in 
the  annual  Technology  Buying  Guide. 

From  laptops  to  handheld  organizers 
and  office  networks  to  business  travel 
necessities,  Business  Week  reviews  the 
latest  products  and  reveals  how  to 
make  the  most  of  corporate  technology 
in  the  21st  century. 


Business  Week,  Technology  Buying  Guide,  Worldwide  Special  Report 

Issue  Date:  November  15,  1999 
On  Sale:  November  5,  1999 
Ad  Close:  October  18,  1999 

For  more  information  please  contact:  New  York — Bill  Kupper,  212-512-6945; 
Frankfurt— Fritz  Krusebecker,  49-69-5801-118;  Singapore— Steve  Moss,  65-536-8262; 
or  e-mail  adsales@businessweek.com. 
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Is  defeating 
the  enemy 
the  only 
thing  that 
matters  in 
war? 


"What  about  the  wounde 

or  the  sick  in  the  war  zones? 

What  about  prisoners  of  war? 

Just  because  these  people  are 

powerless  it  doesn't  mean  that  they  can  be 

tortured  or  murdered.  No,  there  is  something 

called  humanitarian  law  and  it  has  rules. 

We  must  support  the  Geneva  Conventions." 


Geraldine  Chaplin 


EVEN  WARS  HAVE  LIMITS 


INTERNATIONAL  COMMITTEE  OF  THE  RED  CROSS 
50th  Anniversary  of  the  Geneva  Conventions 

http:  //www.onwar.org 
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TYCO:  "THE  FIT 
WOULD  BE  GREAT' 


Shares  of  Big  Hoard-listed  C.R.  Bard  (BCR) 
were  flying  high  in  the  spring,  when  rumors 
swirled  that  Baxter  International  was  in  pur- 
suit of  Bard,  which  makes  a  wide  range  of  dis- 
posable therapeutic  and  diagnostic  devices  used  by 
hospitals,  doctors,  and  nursing  homes.  The  stock 
had  climbed  to  nearly  60.  It  has  since  dropped  as 
the  takeover  rumors  fizzled.  That  wasn't  the  first 
time  that  Bard's  name  was  bandied  about  as  a  tar- 
get. Last  year,  there  was  scuttlebutt  that  it  would 
be  acquired  by  the  hungry  Tyco  International,  a 
conglomerate  whose  four  core  operations  include 
medical  supplies.  Bard's  shares,  now  at  52,  have 
been  edging  up  of  late,  from 
45  in  late  September.  The 
reason:  Tyco  talk  is  back. 

Some  money  pros  insist 
that  Tyco  is  ardently  woo- 
ing Bard — again.  They  are 
betting  that  Tyco  will  end 
up  buying  the  company. 

A  senior  Tyco  executive 
told  BUSINESS  week  that 
Tyco  did  indeed  hold  talks 
with  Bard  last  year.  "We 
are  still  veiy  interested,"  says  this  Tyco  official. 
But  he  was  unable  to  confirm  any  deal.  "Let's 
just  say  that  Bard  is  only  one  of  the  medical  com- 
panies that  we  are  interested  in.  But  yes,  the  fit 
would  be  great,"  he  adds.  Are  talks  going  on?  He 
wouldn't  say.  Tyco's  stock  fell  6X,  to  97,  on  Oct.  13 
after  an  analyst  suggested  that  the  company's 
earnings  may  have  been  inflated.  Tyco  denied  the 
allegation.  Analyst  Joanne  Wuensch  of  ING  Baling, 
who  rates  the  stock  a  "buy,"  says  that,  based  on  24 
times  her  2000  earnings  estimate  of  $2.63  a  share, 
it  is  worth  63.  She  figures  Bard  will  earn  $2.28  in 
1999  on  sales  of  $1.1  billion.  Tyco  Chief  Executive 
Dennis  Kozlowski  says  that  he  did  look  at  Bard 
"with  interest '  last  year.  Bard  spokesman  Earle 
Parker  declined  comment  as  a  matter  of  policy. 

IT  MAY  BE  MILLER  TIME 
FOR  SAM  ADAMS 


C.  R.  BARD'S 

STOCK 

PRICE 

APR.  16.  99  OCT.  13 

▲  DOLLARS 
OAIA.  BLOOMBERG  FINANCIAL  MARKETS 
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A  TAKEOVER 
MAY  BE  BREWING 


BOSTON 
BEER 

APR  16.  S'i 
▲  DOLLARS 
DAIA  B100M8IRG  FIHAN  IAI  MARKttS 


rewers,  particularly  those  that  produce 
"craft-brewed,"  or  specialty  beers,  have 
been  in  the  dumps  for  more  than  a  year. 
Part  of  the  reason  is  the  stock  mar- 
ket'a  long  intolerance  for  small-cap 
stocks.  One  of  them,  Boston  Beer 
(SAM),  whose  brands  include  Samuel 
Adams,  has  traded  between  7  and  11 
for  more  than  12  months,  causing  dis- 
may both  to  its  shareholders  and  to 
the  analysts  who  track  the  stock.  But 
relief  may  be  around  the  corner:  Some 
big  investors  think  that  No. 2  brewer 
Miller  Brewing,  owned  by  tobacco 
king   Philip   Morris,   has  approached 


Bo  'on    Beer    with    an    informal    buyout    bid. 

"The  top  people  at  Boston  Beer  didn't  exact- 
ly encourage  an  offer,"  say>  one  California  in- 
vestment manager  who  owns  sharei  in  Boston 
Beer.  He  thinks  that  Boston  Beer's  managemenl 
is  still  studying  its  options  to  come  up  with  a  re- 
alistic value  for  the  company.  In  the  meantime, 
he  says  that  investment  bank  Lehman  Brothers 
has  been  buying  shares  recently  on  behalf  of 
Miller  Brewing.  Lehman  Brothers  didn't  return 
a  call. 

Analyst  Timothy  Swanson  of  A.  G.  Edwards, 
who  rates  Boston  Beer  an  "aggressive  buy,"  has 
a  target  price  of  13  for  the  stock  purely  on  fun- 
damentals. "The  company  has  been  increasing 
earnings  consistently  and  has  a  clean  balance 
sheet,"  says  Swanson,  who  figures  Boston  Beer 
stock  stands  to  earn  54c  a  share  this  vear  and 
64(2  in  2000. 

Says  the  California  shareholder:  "If  Boston 
Beer  thwarts  Miller's  advances,  Miller  is  apt  to 
come  back  with  a  hostile  bid."  He  suspects  that 
Miller  offered  $14  a  share.  Boston  Beer  declined 
to  comment. 

WHY  THERE'S  LAVISH 
BUYING  OF  LADISH 

Two  major  shareholders  of  Ladish  (ldsh) 
have  been  buying  more  shares  in  the  open 
market  of  this  Cudahy  (Wis.)-based  com- 
pany. Ladish  is  a  large  maker  of  technically  ad- 
vanced components  for  the  jet-engine,  aerospace, 
and  industrial  markets.  Its  three  biggest  cus- 
tomers are  General  Electric,  Rolls-Royce,  and 
United  Technologies.  One  big  Ladish  sharehold- 
er is  the  Employees  Retirement  Plan  of  Consol- 
idated Electrical  Distributors,  which  has  accu- 
mulated a  stake  of  more  than  zffc.  But  that  is 
dwarfed  by  Grace  Brothers,  a  private  invest- 
ment group  in  Chicago,  which  has  built  up  a 
25%  stake.  One  reason  be- 
hind Grace  Brothers'  move 
has  to  do  with  Ladish's 
largest  competitor,  Wyman- 
Gordon,  which  has  recently 
been  acquired  by  Precision 
Castparts  at  $20  a  share — 
or  about  10  times  its  cash 
flow.  Grace  Brothers  is 
betting  that  Ladish  will 
end  up  getting  acquired, 
as  well. 

Based  on  the  purchase  price  of  Wyman-Gor- 
don,  Ladish's  valuation  should  be  in  the  teens, 
says  Brad  Whitmore,  a  general  partner  at  Grace 
Brothers.  "We  think  it  won't  be  long  before 
somebody  makes  a  run  for  Ladish."  Now  at  (1 
a  share,  Ladish  trades  at  around  5.3  times  esti- 
mated 1999  cash  flow.  Whitmore  says  Grace 
Brothers  will  press  management  to  take  steps  to 
maximize  shareholder  value,  including  selling  the 
company.  Ladish  CEO  Wayne  Larsen  says  the 
board  will  consider  any  bid — if  it  gets  one.  "We 
haven't  been  approached,"  he  add.-. 
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Figures  of  the  Week 


I  STOCKS 

S&P  500 

Oct.  Apr.  Oct.  Oct.  7-13 


U.S.  MARKETS 


Oct.  13 


%  change 
Week  Year 


GLOBAL  MARKETS 


Oct.  13 


%  chai 
Week 


I 


•1295 
1285.55 


Dow  Jones  Industrials  10,232.2 

Nasdaq  Composite  2801.4 

Nasdaq  100  2454.5 

S&P  MidCap  400  380.0 

S&P  SmallCap  600  172.3 

S&P  SuperComposite  1500  269.8 

SECTORS  Oct.  13 


-3.4 
-2.0 
-3.1 
-2.5 
-2.8 
-3.0 


28.9 
85.6 
103.4 
32.4 
29.0 
29.6 


%  change 
Week  Year 


52- week  change  1 -week  change 
♦27 1%  -3.0% 


COMMENTARY 

A  desultory  week  in  the  fi- 
nancial markets.  A  decline 
in  bonds  dragged  stocks  and 
the  dollar  lower  on  Oct.  12, 
with  the  Dow  Jones  industri- 
al average  falling  231  points, 
its  biggest  decline  since  May 
27.  The  decline  continued  on 
Oct.  13,  as  equities  were  de- 
pressed by  a  discouraging 
third-quarter  profit  report 
from  Intel  Corp.  Oil  stocks 
rose. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Basic  Materials 
S&P  Capital  Goods 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
Morgan  Stanley  Cyclical 
PSE  Technology 


752.9 
556.1 
124.8 
980.2 
808.7 
122.1 
75.0 
590.5 
237.9 
457.5 
533.3 
624.6 


-2.9 
-3.2 
-0.5 
-4.3 
-0.5 
-5.2 
-2.2 
-3.1 
-2.7 
-5.7 
-2.1 
-4.9 


37.7 
19.9 
14.9 
36.8 
11.7 
17.2 
-7.4 
5.4 
-6.5 

234.9 
30.9 

109.9 


S&P  Euro  Plus  1314.6 

London  (FT-SE  100)  6113.4 

Frankfurt  (DAX)  5295.4 

Tokyo  (NIKKEI  225)  17,754.5 

Hong  Kong  (Hang  Seng)  12,475.9 

Toronto  (TSE  300)  7037.0 

Mexico  City  (IPC)  5076.1 

FUNDAMENTALS Oct.  12 

S&P  500  Dividend  Yield  1.29  % 

S&P  500  P/E  Ratio  (Trailing  1 2  mos. )  30.8 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22.8 

First  Call  Earnings  Surprise*  2.87  % 

*First  Call  Corp. 

TECHNICAL  INDICATORS  Oct.  12 


Week 
ago 


R«. 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1309.9      1307.1        Net 
29.0%      31.0% 
0.55  0.58       Nef  | 

1.16  1.24 


Po 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


mont 


Gold  Mining  29.4 

Defense  Electronics  9.5 

Specialty  Retailers  5.7 

Genl.  Merchandise  Chains  5.5 

Airlines  5.2 


Communications  Equip. 
Instrumentation 
Semiconductors 
Broadcasting 
Computer  Software 


146.4 

118.5 

116.0 

95.5 

81.5 


Toys  -33.7 

HMOs  -32.4 

Office  Equip.  &  Supplies  -29.2 

Aerospace  &  Defense  -22.6 

Oil  &  Gas  Drilling  -22.5 


Pollution  Control 

Toys 

Manufactured  Housing 

Tobacco 

Property-Casual.  Insurers - 


:« 


lil 

nn 

Eli! 


I  MUTUAL  FUNDS 

■■  S&P  500"  Ml  US  Diversified 
4-week  total  return 


I  All  Equity  Week  ending  Oct  12 

52-week  total  return 


16      24       32      40 


Data:  Morningstar,  Inc.  **Vanguard  500  Index  fund 

EQUITY  FUND  CATEGORIES 


Leaders 

Four-week  total  return 


Laggards 

%  Four-week  total  return        % 


Precious  Metals 

Communications 

Europe 

Technology 

Foreign 

Leaders 

52-week  total  return 


18.7  Natural  Resources  -7.6 

5.4  Small-cap  Value  -4.7 

2.4  Mid-cap  Value  -4.6 

1.3  Pacific/Asia  ex-Japan  -4.0 

0.9  Large-cap  Value  -3.8 

Laggards 

%  52-week  total  return  % 


Technology 
Japan 

Communications 
Diversified  Pacific/Asia 
Small-cap  Growth 


140.9  Real  Estate  3.7 

107.8  Precious  Metals  5.0 

89.1  Domestic  Hybrid  15.4 

75.2  International  Hybrid  16.5 
67.7  Mid-cap  Value  18.5 


■  INTEREST  RATES 

Week      Year 
KEY  RATES  Oct.  13      ago        ago 


4.95%  4.92%  4.97% 
4.98      4.81      4.02 


MONEY  MARKET  FUNDS 

90-DAY  TREASURY  BILLS 

1-YEAR  TREASURY  BILLS 

10-YEAR  TREASURY  NOTES 

30-YEAR  TREASURY  BONDS      6.27      6.17 

30-YEAR  FIXED  MORTGAGE!     7.86      7.90 


BLOOMBERG  MUNI  YIELD  EQUIVALEN 

Taxable  equivalent  yields  on  AAA-rated,  tax-exem    , 
municipal  bonds,  assuming  a  31%  federal  taxrr 

10-yr.  bond    30-yr. 


5.37 
6.11 


5.36      4.19 

6.04      4.58 

5.00 

6.93 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


INSURED  REVENUE  BONOS  ^5.19         6 
TAXABLE  EQUIVALENT  7.52  8.7 

tBanxQuote,  Inc. 


5.03%      a. 

... 

7.29         8.:    teijfl 
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BW  PRODUCTION  INDEX 


Change  from  last  week:  -0.1% 


Change  from  last  year:  5.0% 


INDUSTRIAL  OUTPUT 

Oct.  2=148.2 

1992=100 


The  index  is  a  4-week_ 
moving  average 


Oct 
1998 


Feb. 
1999 


June 
1999 


Oct. 
1999 


Information  on  each  of  the  index  components  Is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  slipped  for  th< 
consecutive  week,  while  the  unaveraged  int  '•' 
bounded  by  1%,  moving  up  to  148.6,  from 
For  the  month  of  September,  the  index  dipp 
the  first  time  since  June,  dropping  to  ] 
from  150  in  August.  After  seasonal  adjust 
all  components  posted  gains.  Steel  outpu 
up  3.4%,  with  the  capability  utilization  ] 
81.3%.  Electric  power  increased  its  out; 
2.5%,  and  autos,  trucks,  and  crude  oil  ' 
also  up  strongly. 
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I  THE  WEEK  AHEAD 


CONSUMER  PRICE  INDEX  Tuesday,  Oct.  19, 
8:30  a.m.  edt  ►  Consumer  prices  for  all 
goods  and  services  probably  increased  by 
0.3%  in  September,  says  the  median  fore- 
cast of  economists  surveyed  by  Standard  & 
Poor's  mms,  a  division  of  The  McGraw-Hill 
Companies.  Excluding  food  and  energy,  core 
prices  likely  also  rose  0.3%.  In  August,  total 
consumer  prices  increased  0.3%,  pushed 
up  by  a  2.7%  surge  in  energy  prices.  But 
core  prices  edged  up  just  0.1%. 

HOUSING  STARTS  Tuesday,  Oct.  1 9,  8:30 
a.m.  edt>-  Housing  starts  likely  totaled  an 
annual  rate  of  1.64  million  in  September, 
down  from  1.68  million  in  August.  The  data 


will  show  how  much  Hurricane  Floyd  may 
have  interrupted  new  construction  projects. 

INTERNATIONAL  TRADE  Wednesday,  Oct.  20, 
8:30  a.m.  edt>  The  s&p  mms  median  fore- 
cast is  that  the  trade  deficit  for  goods  and 
services  likely  stood  at  $24.9  billion  in  Au- 
gust, very  little  changed  from  the  July 
record  level  of  $25.2  billion.  Exports  rose 
for  two  months  in  a  row,  including  a  0.5% 
gain  to  $79  billion  in  July,  and  the  forecast 
calls  for  exports  to  have  grown  again  in  Au- 
gust. But  imports  have  jumped  sharply  over 
the  past  seven  months,  with  the  expectation 
that  they  were  flat  in  July. 


FEDERAL  BUDGET  Friday,  Oct.  22,  2  p.m.  £  J 
►  The  U.  S.  Treasury  will  probably  report  z ;.)." 
monthly  surplus  of  $50  billion  in  Septem- '    _  * 
ber,  the  last  month  of  fiscal  1999.  That      » 
would  be  better  than  the  $37.4  billion  in    ■ 
September,  1998.  The  surplus  expected  ft  ?   « 
this  September,  when  quarterly  tax  pay-      \ 
ments  are  due,  would  result  in  a  final  bud 
get  surplus  of  $117  billion  for  1999,  far    :* 
greater  than  the  $69  billion  in  1998. 


«sWeek  iOlHlllHl 


For  more  investment  data  and  the 

components  of  the  production  index, 

visit  www.businessweek.com. 
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frequent  live  chats  on 
America  Online-it's 
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to  ask  questions  about 
timely  topics. 
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Get  the  latest  scoop  on 
mutual  funds  from  BW's  fund 
maven,  Jeffrey  M.  Laderman, 
senior  writer  and  author  of 
the  magazine's  Guide  to 
Mutual  Funds.  Which  funds 
are  performing  best  in  this 
confusing  market7  Oct.  19 
4:30  p.m.  EDT 


Thursday 

Jordan  Kimmel  wrote  Magnet 
Investing  to  explain  his 
system  of  selecting  stocks. 
Find  out  more  about  his 
blend  of  value  and 
momentum  investing 
strategies.  Oct.  21 
9  p.m.  EDT 
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Editorials 


IN  PRAISE  OF 
BUSINESS  ALLIANCES 

Probably  the  biggest  problem  facing  corporate  executives 
these  days  is  how  to  manage  amid  the  rampant  uncer- 
tainties of  the  New  Economy.  With  the  business  environ- 
ment changing  at  a  dizzying  rate,  companies  are  being  forced 
to  decide  where  to  target  their  limited  resources,  even  as 
they  must  rely  on  untested  strategies. 

Little  wonder  that  companies  are  looking  to  make  alliances 
with  a  wide  variety  of  partners  as  a  way  of  reducing  risk,  ob- 
taining access  to  key  technology,  and  broadening  their  cus- 
tomer base  (page  106).  The  conventional  corporate  structure 
is  a  binary  model — either  you  are  inside  the  corporate  walls 
or  outside  of  them.  Alliances,  by  contrast,  are  a  gray  area, 
where  the  partners  share  some  goals  but  not  others.  Such  a 
model  is  better  suited  to  the  New  Economy.  As  a  result,  the 
average  large  company  now  has  more  than  30  alliances,  up 
from  none  a  decade  ago,  says  Anderson  Consulting. 

Indeed,  alliances,  used  judiciously,  represent  a  good  way  to 
combine  the  best  aspects  of  U.  S.-style.  capitalism — with  its 
emphasis  on  all-out  competition — with  the  more  cooperative 
mentality  of  the  keiretsu  in  Japan  and  the  cfiaebol  of  South 
Korea.  In  high-uncertainty  industries  such  as  technology, 
media,  and  pharmaceuticals,  alliances  have  helped  facilitate  far 
faster  innovation  than  companies  could  manage  by  them- 
selves. And  with  many  businesses  trying  to  crack  multiple  for- 
eign markets  at  once,  they  are  relying  on  alliances  with  local 
partners  to  smooth  the  way. 

But  it's  possible  to  go  too  far  down  the  cooperative  route. 
Companies  shouldn't  use  alliances  as  a  substitute  for  taking 
risks  themselves  or  as  a  way  of  divvying  up  the  market  and 
eliminating  competition.  In  the  end,  it  is  vision  and  willingness 
to  innovate  that  will  drive  an  economy  forward,  not  the  abil- 
ity to  make  alliances. 

ARE  WE  GETTING 
BLASE  ABOUT  Y2K? 

Are  you  Y2K-complacent?  According  to  the  latest  accounts, 
most  of  the  U.S.  economy  seems  to  be  Y2K-compliant 
(page  38).  With  years  of  frenzied  remedial  efforts  apparently 
paying  off,  many  policymakers,  consumers  and  businesses  are 
beginning  to  anticipate  a  comparatively  calm  New  Year's  Day. 
Nevertheless,  it  is  still  far  too  early  to  get  relaxed  about 
this  unprecedented  cyber  event.  For  one,  the  increasingly 
open  U.  S.  economy  is  still  susceptible  to  disruptions  in  other 
countries,  many  of  which  are  lagging  well  behind  in  Y2K 
preparations.  The  International  Monetary  Fund  estimates 
that  capital  outflows  and  major  disruptions  resulting  from  Y2K 
problems  could  take  two  percentage  points  off  potential  eco- 
nomic growth  next  year  for  emerging  nations.  Moreover, 


while  the  U.  S.  financial  system  is  likely  to  be  Y2K-read 
global  financial  system  probably  isn't.  The  Asian  fin. 
crisis,  in  particular,  has  diverted  efforts  to  upgrade  com 
systems  across  the  Pacific  Rim.  The  net  impact  could 
substantial  slowdown  in  that  region. 

Then  there  is  the  problem  of  stockpiling.  There  are 
that  inventories  are  being  built  up  to  carry  companies  tl 
both  this  quarter  and  the  first  quarter  of  2000,  which 
add  as  much  as  an  extra  percentage  point  to  gross  do 
product  growth  in  the  fourth  quarter. 

At  the  same  time,  many  corporations  and  families  ar 
pected  to  build  up  their  cash  on  hand,  "just  in  case.' 
businesses,  this  meant  a  deluge  of  new  bond  sales  this 
mer,  which  were  partly  responsible  for  driving  long- 
rates  above  6%.  On  the  individual  level,  the  Federal  Rei 
expects  households  to  hold  some  extra  cash,  but  some 
be  taking  out  much  more  than  forecast.  Will  they  simpl| 
turn  it  to  the  bank  in  January?  Or  will  they  spend  it, 
gering  an  unforeseen  consumer  boom  that  adds  to 
tionary  pressures? 

Maybe  the  optimists  will  prove  to  be  right,  and  Y2 
pass  as  a  nonevent.  But  the  truth  is  that  a  host  of  unki 
technological,  financial,  and  economic  crosscurrents  will 
be  unleashed.  Anyone  who  stints  on  preparation  may  we 
gret  it. 

A  SUBTLE  SHIFT 
IN  JAPAN 
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Despite  repeated  assertions  that  Japan  is  about  to  bo 
back,  the  world's  second-largest  economy  continu< 
scrape  bottom.  According  to  the  International  Mone 
Fund,  Japan  is  expected  to  grow  at  only  a  lackluster 
rate  in  2000,  and  the  country  is  dependent  on  exporl 
keep  it  from  sinking  even  further. 

Nevertheless,  there  may  be  real  changes  occurrin 
neath  the  surface.  The  biggest  difference:  a  cultural 
that  is  transforming  the  country's  communal  way  of  d 
business  (page  68).  Some  aspects  of  this  transformatior 
painful,  such  as  the  end  of  lifetime  employment.  But  th« 
result  is  the  slow  emergence  of  a  more  open  and  entr«  We 
neurial  outlook. 

Signs  of  this  evolution  are  showing  up  everywhere.  Foi 
thing,  Japan  Inc.  is  no  longer  so  hostile  to  the  outside  w 
Foreign  investment  is  running  at  an  annualized  pace  of 
billion,  triple  the  rate  of  a  year  ago.  More  and  more  Japa  ^kti  dr 
are  embracing  the  Internet.  And  the  old  mores  that  kepi 
ucated  women  out  of  the  workforce  finally  are  crumblin 

But  it's  'far  too  early  to  celebrate  the  emergence  of  a 
Japan.  The  government  needs  to  sustain  its  commitmer 
reform.  Especially  important  is  the  need  to  further  ope:  A^lris; 
the  Japanese  home  market  to  foreign  competition,  which 
force  Japanese  companies  to  modernize.  The  eventual  r<  j 
will  be  a  re-energized  Japan,  which  can  only  be  beneficia 
the  global  economy. 
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Can  a  newborn  reallwrasp  all 
ie  intricacies  of  global  communications? 
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::nij  easy  if  telecom  services  and  global  connectivity  are  in  your  genes.  That's  Lockheed  Martin  Global 
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i"  terns,  services  and  solutions  to  your  organization,  too.  Fact  is,  we're  pioneering  a  whole  new  wav  of 


■  naging  bandwidth,  networks  and  applications.  So  don't  let  our  youthful  appearance  fool  you.  For  more 
ormation,  visit  us  at  www.lmgt.com. 
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